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Abstract

The paper presents a survey of recent empirical findings in social science research on tax
compliance from the perspective of a tax authority aiming to work with trust-based approaches
to tax compliance. The survey of the literature constitutes a foundation of knowledge
supporting the guidelines of the Trust and Compliance Project carried out by the Fiscalis Project
Group no. 98. Building on existing surveys, the importance of both trust and power for taxpayer
behaviour is acknowledged. Considering the scope of the project, the literature survey is
necessarily selective in nature, focusing mainly on the relationship between trust and
compliance and the dynamics of voluntary and enforced compliance with a special emphasis
on the former. In order to illuminate and substantiate the guidelines of the project, a wide
range of themes, aspects and topics are covered. This is done in relation to the interaction
between taxpayer and tax authority, the interaction between tax authority and third parties,
and the inner workings of the tax authority itself.
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1. Introduction

This paper examines what tax administrations can learn from empirical social science research in
working with a trust-based approach to tax compliance. Thus, the literature survey is selective
in nature, focusing mainly on the relationship between trust and compliance and the dynamics
of voluntary and enforced compliance with a special emphasis on the former.

The literature review constitutes a foundation of knowledge supporting the nine guidelines of
the Trust and Compliance Project carried out by the Fiscalis Project Group no. 98. These
guidelines to EU member states’ tax authorities cover a wide spectrum of relevant themes and
issues when working with trust-based approaches to compliance. Consequently, the literature
review prioritizes breadth over depth and becomes selective in nature in its treatment of
themes, issues and subfields.

The literature on tax compliance has been surveyed several times over the last two decades —
see, e.g., Andreoni, Erard & Feinstein (1998), Richardson and Sawyer (2001), Torgler (2002),
Kirchler (2007), Slemrod (2007, 2017, 2019), Hashimzade et al. (2013), Devos (2014), Luttmer
& Singhal (2014), Pickhardt & Prinz (2014), Mascagni (2018) and Alm (2019). While the latter
three share with this paper a focus on non-pecuniary motives in addition to economic motives
for compliance, other surveys like those by Slemrod (2007, 2017, 2019) and Luttmer & Singhal
(2014) either retain a strictly neoclassical focus (Slemrod) or presents a selective overview of
the behavioural-economic part of the literature (Luttmer & Singhal).

The literature review in this paper builds on existing surveys, acknowledging the importance of
both trust and power. Thus, the merits of deterrence-based compliance strategies based on
existing empirical evidence are not dismissed — rather, these are supplemented here primarily
with recent empirical evidence of non-deterrence rather than deterrence measures. This
implies a focus deliberately emphasizing voluntary compliance over enforced compliance. As
such, the paper provides a foundation of scientific knowledge under the guidelines arising from
this project and the arguments supporting them.

The rest of the paper falls in three parts. Part 2 provides a brief overview of the theoretical
development within the field. This is kept short and to-the-point on purpose, since this paper
serves first and foremost as an exploration of empirical findings. Part 3 presents an empirical
literature review in which the most recent and most relevant studies for the Trust and
Compliance project are reviewed. The review is divided into sections according to what is
arguably the most important areas (or arenas) within the wider tax ecosystem in which the tax
authority itself is involved, namely taxpayer & tax authority and tax authority & third parties,
ending with a focus on the interior of the tax authority itself. Each section contains one or more
subsections covering empirical research related to one of the project’s guidelines. Finally, part
4 summarizes all empirical findings and offers some concluding remarks.



2. Theory

2.1. The neoclassical deterrence model

As a field of research, tax compliance has mainly been a province of economics with contributions
also drawing on sociology, psychology and political science. This is not surprising, as the
individual’s decision to comply or not to comply when paying taxes is essentially an economic
one.

The point of departure for modern tax compliance research has traditionally been the so-called
ASY model. Developed through the pioneering works of Allingham & Sandmo (1972), Srinivasan
(1973) and Yitzhaki (1974) — hence, the ASY acronym — the model is essentially an application
of Becker’s (1968) rational-choice model of crime in general to tax compliance in particular.

The ASY model casts the tax compliance decision of the individual as a rational, economic decision
of costs and benefits. Thus, in this model, the individual weighs the monetary benefit of not
paying one’s dues against the perceived risk of detection and the perceived consequence of
detection. That is, only if incentives make it rational in terms of risk perception and penalty
assessment for the individual taxpayer to comply, the taxpayer in the model will choose to do
sO.

By logical implication, compliance is thus conceptualised as enforced. The fact that compliance
is only affected by deterrence means that the model can only predict enforced (i.e. involuntary)
compliance, thus ignoring voluntary compliance as a phenomenon along with the behavioural
factors that would lead to voluntary rather than enforced compliance. To their credit, Allingham
& Sandmo (1972) themselves did acknowledge the fact that their version of the model
disregards non-pecuniary factors like social norms, individual morale and ethical considerations
and that such components ought to be included for a more realistic, but also much more
complex model of the individual’s tax compliance decision.

2.2. Behavioural-economic and social/fiscal psychological reactions

The theoretical shortcomings of the ASY model led researchers to consider new theoretical
insights. Coinciding with —and to some extent fuelled by— the development of behavioural
approaches to economic behaviour inspired by Simon (1947, 1955, 1978), Kahneman & Tversky
(1972, 1979) and Akerlof (1991, 2000) among others, tax compliance researchers began
questioning the reach of the model’s potential in explaining tax compliance behaviour.

Also, empirical evidence in many cases appeared out of sync with the ASY model’s predictions.
An early survey by Andreoni, Erard & Feinstein (1998) showed that empirical evidence on the
effects of deterrence measures was mixed and often inconsistent with the predictions of the
ASY model. In short and rather simplified terms, individuals seemed to be much more compliant
than the rational-choice dynamics of the model predicted. Not only did the predicted positive
effects of audits on tax compliance not consistently appear in empirical studies — studies began
to appear showing that under some circumstances, audits could actually backfire.

Thus, a new line of research essentially turned the fundamental neoclassical research question
on its head. Instead of asking: “Why do people evade taxes?” behavioural economists and



social/fiscal psychologists started asking: “Why do people pay taxes?” (e.g., Alm, McClelland &
Schulze 1992), pointing to the fact that compliance levels across the world were much higher
than the neoclassical model would seem to predict (as mentioned above), especially in
developed countries.

This lead to an accelerated expansion of the research field. As a logical next step in tax
compliance research, insights from behavioural economics and cognitive, fiscal and social
psychology were increasingly incorporated through works by Lewis (1982), Alm (Alm,
McClelland & Schulze 1992; Alm, Sanchez & De Juan 1995), Feld & Frey (2002), Torgler (2002)
and Murphy (2004), among others, with Kirchler (1999, 2007) as a leading proponent and the
Journal of Economic Psychology as a primary outlet for publications. Since then, the research
field has greatly expanded in terms of the number and variety of disciplines involved, and the
number of journal articles published has exploded.

2.3. Modelling enforced and voluntary compliance in combination

An important contribution of recent theoretical efforts has been to incorporate both monetary
and non-pecuniary behavioural motives in the same framework. By doing so, recent theoretical
developments within the field allow for theoretical predictions based on both power and trust
and for modelling the dynamics of the two in combination. In a 2008 paper, Kirchler, Hoelz| &
Wah! (2008) (see also Kirchler 2007) outlined a new theoretical perspective called the slippery
slope framework, setting the agenda for further studies of tax compliance behaviour by
emphasizing both dimensions of power and trust. The power dimension captures economic
incentives defined by taxpayers’ perceptions of authorities’ capacity to detect and punish tax
evaders. The trust dimension captures psychological motivations of tax compliance affected by,
among other things, taxpayers’ general opinion that the tax law and regulations are clear and
easy to follow, and that the tax authority operates fairly and benevolently in the interest of the
community (Gangl, Hofmann & Kirchler 2015).

In the slippery slope framework, the interaction between taxpayers’ trust in authorities and
authorities’ power to monitor taxpayers affects taxpayers' intentions to comply voluntarily or
enforced as well as intentions to avoid or evade taxes. In simplified terms, this creates a
distinction between two pure types of taxpayers: Those who intend to voluntarily comply with
the law, and those who intend to withhold their contributions and only comply when
incentivized to do so by actual enforcement or perceived risk of enforcement (Kirchler & Wahl
2010). In aggregate, the balance between power and trust in the relationship between
taxpayers and tax authority result in different interaction climates, where the exertion of strong
power fosters an antagonistic climate while high trust is necessary in fostering a synergistic
climate (Kirchler 2007; Kirchler, Hoelzl & Wahl 2008).

The framework yields predictions for behavioural dynamics of taxpayers vis-a-vis tax authority
under four stylized scenarios of taxpayer trust/tax authority power:

A) High trust — high power: Most taxpayers comply voluntarily, while compliance of the
strictly economically rational taxpayers will be enforced, deterred from illegal tax
behaviour by high tax authority power.



B) High trust — low power: Most taxpayers comply voluntarily, while the strictly
economically rational taxpayers will perceive the low-power tax authority as benevolent
and incapable at/unwilling to enforce tax laws, thus leading them to break the law and
evade taxes.

C) Low trust —high power: Most taxpayers’ compliance is enforced —however, while most
taxpayers intend to reduce their taxes within the legal range of the law and engage in
tax avoidance, they are deterred from illegal tax behaviour by high tax authority power.

D) Low trust — low power: As in scenario C, most taxpayers’ compliance is enforced — but
given low tax authority power, most taxpayers are now also expected to break the law
and evade taxes.

More recently, the slippery slope framework has been extended in terms of more nuanced
conceptualisations of power and trust (Gangl, Hofmann & Kirchler 2015, see also Gang],
Hofmann, Hartl & Berkics 2020). In the extended version of the theory, tax authority power can
be coercive or legitimate, while taxpayer trust can be reason-based or implicit:

e (Coercive power decreases implicit trust in tax authorities, leading to enforced
compliance and an antagonistic climate

e [egitimate power increases reason-based trust, leading to voluntary compliance and a
service climate

e QOver time, reason-based trust evolves into implicit trust via positive experiences with
the tax authority, leading to committed compliance and a confidence climate.

Along similar theoretical lines, Steinmo (2018) describes two types of stable configurations of
trust, enforcement and compliance as compliance equilibria. Building on Bergman (2009),
Steinmo (2018) argues that different levels of compliance in different countries can be seen as
real examples of such compliance equilibria: What the state can do is in large measure defined
by what citizens believe about their state, and what citizens believe about their state is in large
measure defined by what their state has done and how it has behaved toward them in the past.
Obviously, this creates potential for virtuous as well as vicious cycles:

e [ow compliance equilibrium: States that have low capacity to enforce their laws and
rules tend to have citizens who distrust that state. When citizens distrust their state it
is difficult for the state to collect the revenues that could make the citizen more satisfied
with their state.

e High compliance equilibrium: The state has earned the trust and support of its people
and is thus able to lower monitoring costs at the same time that it works to improve
delivery of its services.

As such, Steinmo’s compliance equilibria can be seen as broad characterizations of stable
versions of the antagonistic and synergistic tax climates of the original slippery slope framework.
In addition, the description of the high compliance equilibrium indicates the trajectory from the
service climate to the confidence climate of the extended slippery slope framework.



3. Empirical evidence

This part presents and documents some of the most relevant empirical findings for the Trust and
Compliance project of the Fiscalis Project Group no. 98. Some studies are only briefly mentioned
to indicate the breadth and diversity of empirical evidence with respect to a specific point, but
most of the cited studies are reviewed in some detail to give an idea of how the researchers
arrived at their conclusions — what kind of sample was used, which methods were applied etc.

The part is structured in sections according to what is arguably the most important areas (or
arenas) within the wider tax ecosystem in which the tax authority itself is involved. These
areas/arenas are taxpayer & tax authority; tax authority & third parties, and the interior of the
tax authority itself.

Each section contains one or more subsections related to the guidelines of the project. The only
exception is subsection 3.1.1. Tax morale and social norms, which is not directly related to any
one of the guidelines specifically. Instead, the findings in this subsection and the subfield they
represent can be seen as foundational for the entire trust-based approach to tax compliance.
Like the guidelines, the different subsections cover various aspects of the dynamics between
trust, power and compliance. The purpose of each subsection is to present examples from
empirical research that supports or puts into perspective the arguments of the related
guideline.

The literature review is structured and its subsections related to the guidelines in the following
way:

e 3.1. Fundamentals of non-pecuniary behavioural motivations
o 3.1.1. Tax morale and social norms
o 3.1.2. Trust is related to guideline no. 6. Measuring and evaluating trust
e 3.2. Tax authorities’ engagement with taxpayers
o 3.2.1. Power and trust: The dynamics of enforced and voluntary compliance is
related to guideline no. 3. Use power such as audit and enforcement actions in
a way that strengthens trust
o 3.2.2. Communication: Nudging, persuasion, and deterrence is related to
guideline no. 4. Use communication as a trust builder in all contacts and
interactions
o 3.2.3. Respectful treatment: The importance of fairness is related to guideline
no. 1. Make sure that every taxpayer receives and perceives respectful treatment
o 3.2.4.Transparency and predictability by reducing complexity and uncertainty is
related to guideline no. 2. Act in a transparent and predictable way towards
taxpayers and other stakeholders
o 3.2.5. Trust-enhancing digital government services: Challenges and
opportunities is related to guideline no. 5. Influence trust through digitalisation
e 3.3, Tax authorities’ relations with third parties is related to guideline no. 7. Work
proactively and in cooperation — make sure that third parties are part of your trust-based
strategy
e 3.4.Inside the tax authority: Organizational culture and management




o 3.4.1. Trust in organisational culture and practice is related to guideline no. 8.
Focus on how organisational behaviour supports trust

o 3.4.2.Trust and performance management: A contradiction in terms? is related
to guideline no. 9. Performance management with a trust-based approach

3.1. Fundamentals of non-pecuniary behavioural motivations

This section covers some of the most fundamental individual and social phenomena which are
preconditions to voluntary compliance. Subsection 3.1.1 is not directly related to any one of the
guidelines specifically, while subsection 3.1.2 is related to guideline no. 6. Measuring and
evaluating trust.

3.1.1. Tax morale and social norms

By now, it is a well-established empirical fact that tax morale as well as social norms in general
influences tax compliance. Tax morale —defined as an individual’s intrinsic willingness to pay
taxes arising from the moral obligation to pay taxes as a contribution to society— and social
norms are both rather elusive and intangible concepts, and especially with respect to social
norms it is not immediately obvious how tax administrations can actively affect these in the
short or even the long run in order to improve compliance. In terms of shaping tax morale, for
example, research documents that many other factors than the conduct of the tax authority
itself matters. However, tax authorities still need to be aware of the many ways in which their
administration of tax laws and their conduct and approach to taxpayers in general can affect
the intrinsic willingness to pay taxes among taxpayers.

Some of the findings in empirical tax research providing evidence of effects of tax morale and
social norms on tax compliance include the following:

e Alm & Torgler (2006) looks at tax morale and the relation between this and culture
differences in the United States and in Europe, finding a strong negative correlation
between the size of the shadow economy and the degree of tax morale.

e Torgler & Schneider (2009) examine how countries’ tax morale and institutional quality
affect the shadow economy and provide evidence showing that a higher tax morale and
a higher institutional quality lead to a smaller shadow economy.

e Inapanelof 19 Latin American countries observed from 1990 to 2004, Dell'Anno (2009)
finds empirical support for the idea that tax morale is important in explaining aggregate
tax evasion and, furthermore, that tax morale is dependent on the taxpayers’ intrinsic
attitudes to honesty and social stigma.

e Kemme, Parikh & Steigner (2020) find evidence of cross-border equity flows designed
to evade taxes in low tax morale countries, indicating that individuals in countries with
low tax morale engage in tax evasion via roundtripping through tax havens.

Differences in culture and tax morale explain different levels of compliance across countries.
Cummings et al. (2009) investigate the effects of political (cultural) norms on compliance
behaviour, testing if cross-cultural differences in tax compliance behaviour have foundations in
the institutions of tax administration and citizen assessment of the quality of governance. They




conduct an artefactual field experiment (i.e., a natural experiment) in Botswana and South
Africa — two countries with substantially different political histories and records of governance
quality, but geographical neighbours and many other similarities. They find that there are
indeed differences in compliance behaviour consistent with differences in social norms — for
example, perceptions of fairness and efficacy are considerably higher in Botswana and self-
reported tax compliance is higher. Observed differences in tax compliance levels persist over
alternative levels of enforcement; tax compliance increases with individual perceptions of good
governance; and responses to the usual enforcement mechanisms (audits and penalties) are
enhanced by these perceptions, indicating the importance of tax morale. Furthermore, while
compliance does increase with enforcement effort, the effect is less in the country for which
governance is less good, which lend support to the core argument in the ‘slippery slope
framework” about trust and legitimate power.

Lewis et al. (2009) investigate individual and cultural differences in tax compliance in a
comparative experimental study conducted in Italy and the UK. By testing for the same
individual effects in the same way in both countries, they are able to examine the influence of
culture by comparing results from the two samples. As anticipated, the Italian participants were
more prone to evade than the UK participants, and individual effects of different interventions
(e.g., framing) were more pronounced in the Italian sample. These results indicate that whereas
enforcement is likely to be effective in countries where tax morale is relatively low (represented
by Italy in the study), approaches of power may damage (or even destroy) intrinsic motivation
in countries where tax morale is relatively high (like the UK). Thus, the study lends empirical
support to the idea that a tax regime which treats people as purely instrumental beings might
encourage instrumentality and legitimize this way of thinking among taxpayers.

Culture and tax morale are closely linked and relatively persistent across borders and
generations. Halla (2012) demonstrates that the tax morale of second-generation Americans
are mainly and significantly influenced by the country of origin of their ancestors and argues
that this phenomenon can be explained by a causal effect of inherited moral values. This
inherited part of tax morale is not affected by the current economic and institutional
environment. Using this measure of inherited tax morale, the study shows that there is a causal
effect of tax morale on the size of the underground economy.

Kountouris & Remoundou (2013) also examines the cultural component in individual tax
morale, using immigrant data drawn from the European Social Survey. They find that the level
of tax morale in the country of immigrant origin positively influences individual tax morale in
the destination country, lending further empirical support to the idea that culture is a
significant determinant of tax morale. This finding holds across different population segments,
indicating the importance of culture and tax morale for tax policy design. Thus, the authors
argue that policies aiming to limit tax avoidance may be unsuccessful unless cultural influences
are understood and accounted for.

DeBacker, Heim & Tran (2015) study how cultural norms and enforcement policies influence
corporate tax evasion. Utilizing a new data set of 25,541 IRS audits of foreign-owned
corporations for the 12 years from 1996 to 2007, they exploit the fact that firms with different
home-country norms are exposed to the same legal enforcement setting in the United States.
This allow the authors to estimate the influence of home-country corruption norms of a firm
on its tax evasion behaviour. Results show that corporations with owners from countries with




norms of higher corruption evade more tax in the U.S. This effect is strong for small
corporations and decreases as the size of the corporation increases. The authors also show that
several enforcement initiatives implemented in the U.S. in the mid-2000s were less effective in
reducing tax evasion by corporations whose owners are from corrupt countries. Overall, the
findings indicate that tax morale is important for compliance itself as well as for the effect of
enforcement activities on compliance.

Tax morale work at the individual level — and interacts with reciprocity and social norms. Boyer
Dwenger & Rincke (2016) conducts a field experiment to investigate how imposing norms on
contribution behavior affects the intrinsic motivation of individuals, including whether such
external interventions can potentially exercise a crowding-out effect on intrinsic motivation.
They use the church levy of the Catholic Church in Bavaria, Germany, which is collected as a
charitable donation although it is legally a tax. The authors show that when the levy is
communicated as a tax (thus activating potential social norms of tax compliance) in the
experiment, taxpayers with weak intrinsic motivation react to the indirect appeal to tax
compliance norms while taxpayers with strong intrinsic motivation do not behave differently.
In other words, both intrinsic motivation (tax morale) and social norms affect compliance — but
their effects vary among different types of taxpayers.

In a related experimental study also based on church taxes in Bavaria, Germany —only this time
a tax collected by the Protestant church— Cagala, Rincke & Tuset-Cueva (2019) find that
information to taxpayers about reduced collection costs (invoking potential effects of increased
government/public sector efficiency) affects compliance differently for taxpayers according to
their levels of tax morale. Thus, the study shows that taxpayers with high tax morale reciprocate
perceived improvements in administrative efficiency (cost reductions) with higher compliance,
while taxpayers with low tax morale, on the other hand, are unlikely to reciprocate
administrative improvements with higher compliance. Overall, the study supports the notion
of tax morale as important for compliance while at the same time demonstrating that
reciprocity is a component of tax morale — but only when this is sufficiently strong.

Doerrenberg & Peichl (2018) conducts a randomized survey experiment in order to assess the
role of social norms and reciprocity in shaping tax morale. Applying a social norm treatment (by
informing about the tax gap) as well as a reciprocity treatment (by informing about societal
benefits of reducing the tax gap), the authors find that participants in the social-norm
treatment have lower tax morale relative to the control group while participants in the
reciprocity treatment have significantly higher tax morale than those in the social-norm group.
Overall, these results suggest that a potential crowding-out effect of invoking social norms (as
found by Boyer, Dwenger & Rincke 2016) could be outweighed if the consequences of violating
the social norm are made salient.

Tax morale also operates at the firm level and affects firms’ tax compliance. While most studies
of tax morale focus on individuals, Alm & McClellan (2012) examine the impact of tax morale
on tax compliance for firms using data from various business and enterprise surveys. The find
that firms that have higher tax morale, and thus believe evading taxes is wrong, evade less than
firms with lower tax morale. Overall, their results support previous findings from studies
focusing on individuals, indicating consistency between the decisions individuals make for
themselves and the decisions individuals make through their firms.




Bame-Aldred et al. (2013) investigate the influence of important cultural forces (e.g.,
individualism, achievement orientation, assertiveness, humane orientation) on tax evasion
while controlling for institutional, demographic, and attitudinal predictors of tax evasion. To
that end, they conduct a multilevel analysis with both country- and firm-level data, examining
actual reports of firm tax evasion from over 3000 companies in 31 countries. Overall, their
results suggest that national culture creates a context that encourages or discourages different
rates of tax evasion by firms regardless of other influential individual firm characteristics or
other national institutional components.

3.1.2. Trust

Empirical research lends plenty of support to the intuitively meaningful idea that an individual’s
compliance with some set of rules depend, among other things, on the degree to which the
individual shares the norms and values underlying these rules. It is also well established that the
more an individual citizen trust an institution and its representatives, the more likely that citizen
is to perceive rules and regulations set forth and enforced by that institution as legitimate,
which in turn affects the citizen’s willingness to comply with these rules and regulations. For
tax authorities, two aspects of trust are of special importance:

e Taxpayers’ trust in the tax authority: The more a taxpayer trust the tax authority, the
greater the likelihood that (a reasonable) exercise of power by the tax authority will be
perceived as legitimate. Conversely, the less trust a taxpayer has in the tax authority,
the more likely it is that a similar exercise of power will be perceived as coercive.

e Trust between taxpayers with respect to tax compliance: A taxpayer’s tax morale can be
affected by the taxpayer’s perception of the extent to which other taxpayers are
compliant. As a consequence — but also working as a separate effect — a taxpayer can
be expected to reciprocate the (perceived or experienced) behaviour of others, creating
a potential for both virtuous and vicious cycles.

Trust in government affects perceived tax system fairness and compliance. Analyzing data from
a survey of 217 U.S. taxpayers, Jimenez & lyer (2016) find that trust in government has a
significant influence on both perceived fairness of the tax system and compliance decisions.

In a survey among 392 independent accounting professionals in Turkey, Gizel, Ozer & Ozcan
(2019) find that trust in government in general is systematically linked to tax justice perceptions
and tax compliance. This indicates not only the importance of institutional environment and
the perceived quality of institutions, but also that since trust in government in general matters
for tax compliance, trust in the tax authority specifically is likely to be even more important.

Trust in other taxpayers as well as in government and politicians matters, too. Trust in other
taxpayers and trust in politicians also affects tax compliance: Using a survey of a representative
sample of taxpayers in Sweden, Hammar, Jagers & Nordblom (2009) show that the more a
taxpayer claims to trust other taxpayers, the less they suspect them to cheat. However, trust in
politicians in parliament seems to be even more important: In this case, distrusting taxpayers
are about twice as likely to perceive evasion of several specific types of taxes to be common
compared to those who do not distrust the politicians in parliament.




The findings of Hammar et al. reinforces a result from a previous, oft-cited study by Scholz &
Lubell (1998), who used survey and tax return data from a sample of 299 middle- and upper-
income taxpayers to show that both trust in government and trust in other citizens significantly
increase the likelihood of tax compliance. This result holds even when taking into account the
impact of an internalized sense of duty to obey laws and the fear of getting caught evading
taxes.

Not surprisingly, trust in the tax authority itself also plays a role. Bornman (2015) reviews eight
studies specifically dealing with the impact of trust in the tax administration on compliance and
finds that not only procedural justice, legitimacy and identity (taxpayers’ identification with the
community), but also personal norms affects compliance via the trust channel.

Conducting lab experiments at several universities in both Italy and the US in order to compare
results across different institutional and socio-economic contexts, D’Attoma (2020) finds that
trust in the tax authority matters. When faced with various general tax decision scenarios,
participants’ behaviour did not differ systematically across countries —however, when asked to
pay taxes to their real-world institutions, behaviours diverged significantly with Italians
complying less than Americans.

Crises are unlikely to reduce the importance of trust for compliance. The general dynamics of
trust in institutions in general and tax authorities specifically and the importance for tax
compliance are unlikely to change due to the present covid-19 pandemic. As Alm et al. (2020)
argue, the reasoning applies not only to tax administration measures in general but equally so
to tax measures related specifically to the Corona crisis.

In a cross-country study of EU member states during the period 2000-2011, Kuokstis (2017)
finds that trust mediates the relationship between economic environment and compliance, so
that economic downturns affect high and low trust countries differently with respect to
compliance. The argument is that high trust societies have more citizens with high tax morale,
who are less likely to begin evading if strict economic incentives to do so increase due to an
economic crisis. In low trust societies, on the other hand, more citizens make tax-related
choices on purely rational grounds and thus start complying less in times of economic crisis.

Thus, measuring trust is important — but difficult. The most feasible option for tax authorities in
measuring taxpayers’ trust in the tax authority, arguably, is to conduct public opinon surveys
using questionnaires. However, choosing the right questions to ask in order to get valid
measures of trust is not straightforward: While it is not so difficult to capture some aspect of
taxpayers trust in the tax authority, capturing most (or even all) of the relevant aspects requires
several questions and careful detailing of each of them. Furthermore, the arguments behind
each question need careful consideration as well in order to substantiate what these questions
actually measure in terms of different aspects of trust.

Based on her review of studies of trust and tax compliance (see above), Bornman (2015) argues
that survey measures of trust in tax administrations tend to be quite narrow in scope, relying
on few questions and only measuring part of the palette of trust-relevant aspects. Thus, she
argues that trust measurement can be improved by taking into account not just one aspect —
procedural fairness, legitimacy, identification, and norms — but, preferably, all of them.
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3.2. Tax authorities’ engagement with taxpayers

This section covers behavioural factors and compliance aspects related to the core interaction
between the taxpayer and the tax authority. Subsection 3.2.1 is related to guideline no. 3. Use
power such as audit and enforcement actions in a way that strengthens trust; subsection 3.2.2
is related to guideline no. 4. Use communication as a trust builder in all contacts and
interactions; subsection 3.2.3 is related to guideline no. 1. Make sure that every taxpayer
receives and perceives respectful treatment; subsection 3.2.4 is related to guideline no. 2. Act
in a transparent and predictable way towards taxpayers and other stakeholders; and subsection
3.2.5 is related to guideline no. 5. Influence trust through digitalisation.

3.2.1. Power and trust: The dynamics of enforced and voluntary compliance

Enforcement must be done right to have overall positive effects on compliance. There is no
doubt that enforcement tools such as audits remain an essential part of a tax administration’s
toolkit. There is plenty of evidence that enforcement can increase compliance through
deterrence. However, a large and growing body of research examining both economic and
psychological factors shows that enforcement must be used with great care to yield net
benefits.

e While deterrent effects are well established, more and more studies document that
they are neither universal across types of taxpayers (e.g., Laine, Silander & Sakamoto
2020) nor different socio-economic and cultural contexts (e.g., Williams & Horodnic
2017).

e Moreover, even when desired deterrent effects of audits materialize, audits may at the
same time be perceived as coercive rather than legitimate and thus negatively affect
trust, tax morale and, hence, voluntary compliance (e.g., Kaplanoglou & Rapanos 2015).

e The way audits are handled by the tax authority also matters: while research shows that
delayed feedback on audits can have significant deterrent effects on future compliance,
it comes with a price because the audited taxpayers perceive the process and the tax
authority as more unfair (Muehlbacher et al. 2012; Kogler, Mittone & Kirchler 2016).

® |n addition, even less intrusive measures such as supervision on timely tax payments

may lead to delayed tax payments, indicating a crowding-out of intrinsic motivation to
comply (Gangl, Torgler, Kirchler & Hofmann 2014).

Power, if perceived as coercive, may reduce trust and voluntary compliance. In a recent study
for the Taxpayer Advocate Service in the USA, Erard et al. (2019) conducts a survey on how
audited and non-audited taxpayers perceive the tax system and the Internal Revenue Service
(IRS). They find that audits tend to induce negative attitudes among audited taxpayers, who
tend to perceive greater coercive power within the IRS, have relatively less trust in the agency,
and express weaker sentiments with regard to voluntary compliance. Furthermore, audited
taxpayers are also relatively more likely to indicate that paying taxes feels like something is
taken away from them, rather than as a contribution to society. Regarding the effects of audit
on compliance, the conclusion is mixed: Audited taxpayers do report a higher perceived level
of audit risk, but they also perceive a relatively low level of sanctions for noncompliance.
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Gangl et al. (2015) also explores the double-edged nature of coercive power using survey data
from a representative sample of Austrian self-employed taxpayers. The find that trust is closely
linked to perceptions of legitimacy: taxpayers who consider coercive power illegitimate tend
not to trust the authority, whereas those who consider coercive power legitimate tend to trust
the authority. This, in turn, may determine whether citizens’ interactions with the authority is
characterized by antagonism and lack of compliance or synergism and compliance. Which of
these perceptions of power dominate may depend on perceptions of how coercive power is
used: targeted against non-compliant taxpayers to safeguard the cooperative majority (i.e.,
retributive justice) or randomly to threaten all taxpayers in general to comply.

Thus, striking the balance between power and trust is crucial. In two experimental studies
conducted in Vienna, Austria, with 261 participants overall, Hofmann et al. (2014) test the
effects of coercive and legitimate power applied in combination. In the experiments, tax
authorities are described as having low or high coercive power (e.g., imposing lenient or severe
sanctions) and/or low or high legitimate power (e.g., having non-transparent or transparent
procedures). The combination of both strategies is assumed to cause greater levels of intended
compliance than each strategy alone. The authors find that coercive power and legitimate
power both seem to affect intended tax compliance, if applied separately:

e When only legitimate power is applied, authorities are perceived as benevolent but
without sufficient measures at their disposal to prosecute free riders, inducing some
intended tax compliance but less than when both qualities of power are exercised in
combination.

e On the other hand, application of only coercive power resulted in lower intended tax
compliance.

e However, when both qualities of power are applied in combination, legitimate power —
but not coercive power —has an impact on intended tax compliance.

Siglé et al. (2018) also test predictions from the slippery slope framework, examining the role
of trust and power in corporate tax compliance via survey data collected among
representatives of large (profit and not-for-profit) organisations in the Netherlands (n=271).
Overall, the results support the development of trust-based regulatory activities (e.g.
cooperative compliance strategies): The authors find a positive relationship between trust and
tax compliance; power appears to be negatively associated with voluntary compliance; and
they find no significant relationship between power and enforced compliance. Furthermore,
they find a moderating effect of power on the relationship between trust and voluntary
compliance: high power appears to undermine the positive effect of trust on self-reported
voluntary compliance.

Kastlunger et al. (2013) test predictions from the slippery slope framework regarding the
dynamics of power and trust on a sample of 389 self-employed Italian taxpayers and
entrepreneurs, finding that trust is positively related to voluntary tax compliance. They also find
that trust is negatively related to coercive power and positively related to legitimate power.
Both coercive power and legitimate power are correlated with enforced compliance —
however, the effect of enforced compliance actually leads to increased evasion.

Batrancea et. al. (2019) study trust and power as determinants of tax compliance across 44
nations from five continents (N=14,509) in a series of experiments. Overall, they find that
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despite some between-country variation, trust and power are important determinants of tax
compliance across all nations — despite different economic, sociodemographic, political, and
cultural backgrounds. In general, the power effect is larger than the trust effect. More
specifically, the authors find that trust and power foster compliance through different
channels:

e Trusted authorities (those perceived as benevolent and enhancing the common good)
register the highest voluntary compliance

e Powerful authorities (those perceived as effectively controlling evasion) register the
highest enforced compliance

e Trust and power are not fully complementary: In countries with already high levels of
trust and compliance, too strict enforcement (e.g., high audit rates and severe fines)
may in fact result in reactance and resistance provoking noncompliance.

Retributive justice is important for voluntary compliance. Based on survey data from a sample
of self-employed taxpayers, Kogler, Muehlbacher & Kirchler (2015) finds that while perceived
retributive justice has no direct effect on the taxpayer's own compliance, it does have a
significant positive effect on trust, which in turn leads to voluntary compliance. At the same
time, perceived retributive justice is positively related to the perception of power as being
legitimate, which is important in building or maintaining a service- or confidence-based tax
climate.

Sjoberg et al. (2019) conduct a survey experiment based on a very large sample of 65,000
respondents from 50 countries, which allow the authors to assess causal effects across a wide
range of contexts. The study shows that increasing the salience of anti-corruption efforts has a
significant effect on tax morale, and that this effect is quite homogenous across countries. Thus,
the study provides evidence that retributive justice is an important driver of tax morale and,
hence, voluntary compliance.

Different tax climates, different enforcement strategies. In an experimental study of behavioural
responses to authority, Silverman, Slemrod & Uler (2014) investigates the interplay between
two sources of authority - authority “to” (legitimate power) and authority “in” (expert
knowledge) — as drivers of compliance. They find that neither affects voluntary compliance
without the other, while together they induce more voluntary compliance than any other
combination of policies. This indicates that the reaction to an authority depends on whether
that authority is perceived to be legitimate.

Using survey data from taxpayers from three culturally different countries (Austria, Finland, and
Hungary), Gangl et al. (2020b) find that coercive power is negatively related to implicit trust
and in turn to intended tax compliance. This shows that coercive power’s positive impact on
tax compliance is undermined if coercive power reduces implicit trust. The study also shows
that for all countries, legitimate power positively affects tax compliance intentions only via
reason-based trust, thus supporting previous findings about the relationship between
legitimacy and trust.

Based on a combination of an online and a lab experiment, Gangl et al. (2020a) argues that
depending on the perceived interaction history between tax authority and taxpayer, different
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policies are needed to build or maintain confidence. They find that in an antagonistic climate,
a combination of high coercive and high legitimate power can change the climate to one of
confidence. Importantly, however, the same power combination applied in a confidence
climate actually erodes this climate. Thus, the strategies and instruments needed to move from
an antagonistic or service climate to one of confidence may no longer work - or can even be
counter-productive - once a confidence climate has been established and needs to be
maintained.

3.2.2. Communication: Nudging, persuasion, and deterrence

There is abundant evidence that taxpayers’ compliance behaviour can be affected directly
through communication initiatives by the tax authority. Several factors can affect behaviour
when emphasized in communication, including risk and consequences of detection, tax morale,
fairness, reciprocity and the benefits for society of being compliant. At the same time, research
shows that for such interventions to have the desired effect, the details of their design are
crucial.

Simple letters and reminders can affect voluntary compliance. In a study of the impact of
simplification, deterrence and tax morale as content elements in letters on tax compliance, De
Neve et al. (2020) show that simplifying communication substantially increases compliance.
Through a series of natural field experiments, they demonstrate, among other things, that
simplified tax filing reminders increase subsequent tax filing by 8% (relative to the standard
reminder). For late taxpayers, the simplified reminder increases subsequent tax payment by as
much as 23%. The authors conclude that simplification is far more cost-effective than standard
enforcement measures, yielding a potential for substantial reductions in enforcement costs.

Bott et al. (2020) also experiments with varying the content of letters to taxpayers to study the
drivers of tax compliance with special emphasis on the role of tax morale. They conduct a large-
scale randomized field experiment based on a sample of more than 15,000 taxpayers in Norway
who were likely to have misreported their foreign income. The study shows that both moral
suasion (arguments evoking tax morale) and perceived detection probability affect taxpayer
behaviour: While the moral letter mainly works in depth (the degree of the responding
taxpayer’s change in behaviour), the detection letter works in breadth (the number of taxpayers
who change behaviour).

Two natural field experiments conducted by Biddle, Fels & Sinning (2018) in collaboration with
the Australian Taxation Office (ATO) suggests that businesses are responsive to certain types of
nudges. The authors find that changing the phone script of desk auditors and simplifying the
subsequent follow-up letter reduced the proportion of default assessments raised by the ATO
by an impressive 69 percent.

Including social norm messages in standard reminder letters may also increase voluntary
compliance. Hallsworth et al. (2017) demonstrate this via two large-scale natural field
experiments using administrative data from 200.000 taxpayers in the UK, all of whom had to
file self-assessment tax returns. The study shows that the framing of information increases
payment rates for overdue tax up to 70 days after the intervention, indicating that
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incorporating moral costs (relating to social norms, public services and/or moral duty) into
taxpayer communication can influence voluntary compliance at low economic cost to the tax
authority.

In a non-tax related but rule-compliance-specific scenario, Apesteguia, Funk & Iriberri (2013)
study how to promote compliance with rules that carry low penalties and test the effect of
sending email messages (reminders) with different contents to users of all public libraries in
Barcelona. The underlying motivation is that if reminders are effective when the penalty of non-
compliance is low, effects are likely to be present in other cases where penalties are more
substantial (e.g., tax compliance). The study shows that a general reminder of the users' duty
is effective in promoting rule compliance and that adding other contents to the general
reminder — such as social motivation (functioning/purpose of compliance), a reminder about
previous non-compliance of the recipient and/or a reminder about the penalty — does not
increase compliance significantly compared to just the general reminder. The study also shows
that the reminders provoked the biggest reactions in those recipients who complied least in
the past — however, even the “good” (i.e., compliant) recipients reacted positively, indicating
that the reminders did not crowd-out intrinsic motivation.

Also in the context of simple reminders but with an additional element of social pressure,
Battiston & Gamba (2016) focus on the compliance of shop sellers with the legal obligation of
releasing tax receipts for each sale. They conduct a field experiment among bakeries in Italy
where, according to the authors, a considerable gap between legal obligation and actual
behaviour is known to exist. The social pressure treatment applied is an explicit request for a
receipt when this is not released. The study finds that a single request for a receipt causes a 17
percent rise in the probability of a receipt being released for a sale occurring shortly thereafter,
causing on average more than two receipts to be released without the customer explicitly
asking for it. The authors also find strong evidence of persistence in such compliance decisions.

However, like audits, letters and reminders may also backfire with already compliant taxpayers.
Castro & Scartascini (2015) conducts a field experiment in a municipality in Argentina targeting
property tax taxpayers’ beliefs regarding the levels of enforcement, reciprocity, and peer-
effects of the tax system. Taxpayers who received the deterrence message were almost 5
percentage points more likely to comply compared to the control group. The reciprocity and
peer-effects messages also increased the probability of compliance for some taxpayers, but
those who actually complied in the past tended to react negatively to information about other
people’s compliance levels. This shows that not only “harder” instruments (e.g., audits — see
research related to guideline #4) but also “softer” approaches such as peer-effect nudging can
backfire with intrinsically motivated, compliant taxpayers.

Descriptions of tax authorities’ power and trustworthiness in brochures or news media can have
behavioural effects. Through a series of experiments, Hartl et al. (2015) investigate whether tax
evasion is influenced by the mere description of an authority wielding coercive power,
legitimate power, and coercive and legitimate power combined. The study shows that
participants’ beliefs regarding tax authority’s power significantly shape compliance decisions —
a result that holds both for coercive and legitimate power and for the two types combined. On
the other hand, objective information about fine rates had no effect. Thus, the study indicates
that descriptions of the tax authority —for example in information brochures and media
reports— can actually affect tax compliance via taxpayers’ beliefs.
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In a similar vein, Kasper, Kogler & Kirchler (2015) examines how descriptions of tax authorities’
attributes of trust and power featured in the media affects intended tax compliance.
Conducting a survey-based experiment where participants are exposed to real excerpts from
newspaper coverage on tax issues, the authors find that both trust and power attributes affects
compliance intentions. By using actual newspaper excerpts about a real tax authority (the
Austrian) instead of fictitious information about a fictitious tax authority, this experiment
improves on the external validity compared to many other experiments and thus strengthens
the evidence of the relationship between trust, power and compliance.

Mass media campaigns may improve both intended and actual compliance. Cyan, Koumpias,
Martinez-Vazquez (2017) investigates the effects of mass media campaigns on individual
attitudes towards tax compliance using survey data from Pakistan. Specifically, the study
examines the effectiveness of campaigns in the TV and national newspapers used by the
Federal Board of Revenue (FBR) of Pakistan to increase awareness, tax filing, and, ultimately,
tax morale. Survey data was collected in 2014 immediately after these mass media campaigns
by the FBR. The authors find improved perceptions towards tax compliance for respondents
exposed to both the TV and the newspaper advertisements. Perhaps surprisingly, newspaper
ads were more effective, so the choice of media platform can be important.

In a related study, Koumpias & Martinez-Vazquez (2019) examines the effect of mass media
campaigns on income tax filing based on survey data collected on tax eligible individuals soon
after the filing deadline. They find that exposure to newspaper ads providing information on
tax eligibility increased income tax filing, while ads informing about the tax filing deadline or
the financial penalties of not filing —interestingly— had no effect. TV ads using moral suasion
and portraying self-employed taxpayers improved tax filing among the self-employed but not
among the broader survey population. Like the study by Hallsworth et al. (2017), this
demonstrates that the behaviour of self-employed taxpayers —who are important in terms of
compliance because they have real opportunities to evade (see Kleven et al. 2011)— can be
affected by tax authorities via other means than audits.

3.2.3. Respectful treatment: The importance of fairness

Fairness and mutual understanding matters to taxpayers — and for compliance. In general,
procedural fairness in the tax administration’s treatment seems to matter to taxpayers. Based
on a nation-wide survey of Australians' views of their tax system and its administration (the
Community Hopes, Fears and Actions Survey), Braithwaite (2003) documents that in terms of
overall fairness, perceptions of insufficient procedural fairness from the tax office is an
important factor along with economic self-interest and satisfaction with the nation’s
democracy.

However, not only does fairness matter to taxpavyers, it also affects compliance. Using data from
Australia as well, Kirchler, Niemirowski & Wearing (2006) demonstrate that the degree to which
taxpayers and tax officials share beliefs and evaluations about a range of issues (including tax
law complexity, tax mentality, ethics and social norms and judgments of tax officers and tax
preparers’ support) is related to taxpayer compliance. This is important, because it indicates
that procedural fairness matters: psychological theories propose that parties’ mutual view of
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the central issues at hand shapes the quality of an interaction, and that the quality of
interaction, in turn, is a highly important aspect of perceived (and actual) procedural fairness.

Respectful treatment in audits affects subsequent compliance. While respectful treatment
appears valuable in itself also when it comes to audits, research indicates that it also affects
subsequent compliance of audited taxpayers. Frey & Feld (2002) shows that taxpayers’
willingness to pay their taxes (known as tax morale) is supported, or even raised, when tax
officials treat them with respect in cases of less than full compliance. Measuring different
approaches to taxpayer treatment via a survey sent to the tax authorities of the 26 Swiss
cantons, the authors also find that when tax officials approach taxpayers instrumentally, forcing
them to pay their dues, taxpayers tend to respond by actively trying to avoid taxation.

Based on a survey of 652 taxpayers who has experienced enforcement from the Australian
Taxation Office, Murphy (2008) shows that feelings of resentment can mediate the relationship
between disapproval and compliance. Specifically, the taxpayer’s perception of the
enforcement experience (stigmatic or reintegrative) can influence feelings of resentment,
which then affects how punishment influences subsequent compliance behaviour.

Procedural fairness is important — but affect compliance systematically only for some types of
taxpayers. Gobena & van Dijke (2016) explores the moderating roles of legitimate and coercive
power held by the tax authority in the relationship between procedural fairness, trust in the tax
authority, and voluntary tax compliance. Via a survey among Ethiopian business owners, they
test if procedural fairness fosters voluntary tax compliance — particularly when legitimate
power of the tax authority is low and when coercive power of the authority is high, i.e. in an
antagonistic tax climate. Results confirm this prediction, and the authors argue that the
moderating role of legitimate power on voluntary tax compliance seems to occur because
procedural fairness leads to voluntary compliance via cognition-based trust. In other words:
(more) procedural fairness leads to (more) cognition-based trust, which in turn leads to (more)
voluntary compliance — but only for those taxpayers who have an antagonistic relation (low
perceived legitimate power, high perceived coercive power) to the tax authority.

The authors explore this result further in another study (Gobena & van Dijke 2017), where they
investigate how identification with the nation interact with procedural fairness and trust in the
tax authority in predicting voluntary tax compliance. The study is conducted as a comparative
analysis by including taxpayers in a developing country (Ethiopia) and in a developed country
(the US). It turns out that the relationship between procedural fairness and voluntary tax
compliance that Gobena & van Dijke (2016) found particularly among citizens with low trust in
the tax authority only holds for citizens who weakly identify with the nation. Overall, this means
that the finding about procedural fairness leading to voluntary compliance is not universal, but
limited to citizens with an antagonistic relationship to the tax authority and a weak national
identity.

Positive rewards may sometimes work — but only under specific conditions. Although rewarding
honest taxpayers to increase compliance sounds good on paper, the answer from empirical
research remains unclear:

e On the one hand, Bazart & Pickhardt (2011) shows via a lab experiment that positive
rewards in the form of individual lottery winnings for fully compliant taxpayers can have
a strong positive impact on tax compliance, as they pull potential tax evaders into the
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compliant taxpayer domain. However, the authors note that this holds especially for
men and in economies with a low rate of tax compliance.

e On the other hand, Brockmann, Genschel & Seelkopf (2016) find that reward
treatments significantly affected tax behaviour in their experiment — but not in a
straightforward manner: Women altered their behaviour as expected and complied
somewhat more, while men reacted strongly in the opposite manner and evaded a
much higher percentage of taxes than under the baseline.

e In addition, Fochmann & Kroll (2016) find that rewards, perhaps surprisingly, have a
negative overall effect on tax compliance, and also that rewards affect the decision of
taxpayers asymmetrically. Specifically, rewards have either no effect (for those who are
rewarded) or a negative effect (for those who are not rewarded) on tax compliance.

Farrar, Hausserman & Rennie (2019) investigate the joint influence of financial incentives and
revenge (an intrinsic motivation) on taxpayers’ intentions to report others’ tax fraud in an
experiment with 210 taxpayers from the United States. The authors argue that previous
whistleblowing studies investigating crowding effects have not manipulated intrinsic
motivation, which makes it difficult fully to assess whether that intrinsic motivation has been
crowded in or out by an incentive. They find that having a revenge motive significantly increases
tax fraud reporting intentions and that the same goes for receiving a financial reward. It turns
out there is a weak crowding-out effect from a financial reward on a revenge motive, and that
moral obligation mediates the relation between revenge and tax fraud reporting intentions. In
sum, however, offering a financial reward to a whistle-blower with a revenge motive is still
effective.

Emotions seem to be important, too. Recently, researchers have begun to study the role of
emotions in tax situations, investigating if certain types of emotions have systematic effects on
compliance. For example, Maciejovsky, Schwarzenberger, Kirchler (2012) conducts a series of
experimental studies to investigate how emotions affect tax ethics. The study shows that
affective priming and the ease with which tax information is retrieved moderate tax ethics, and
that the relative effectiveness of deterrence —such as audit probabilities and tax fines— is
moderated by affect.

Enachescu et al. (2019a) show that tax decisions elicit different emotions, which do seem to
have an impact on compliance. Specifically, the researchers find that both positive emotions in
general and specific negative feelings of self-blame, anger, and fear are important: Both self-
employed and employed participants reported higher compliance intentions after having
positive experiences with the tax authorities as compared to negative ones, and these effects
were mediated in different ways by anger-related, self-blame-related, and positive emotions.

Thus, while the study of the significance of emotions in tax situations has yet to yield clear policy
recommendations, they do support the general idea of a multifaceted policy approach that
emphasizes not only enforcement, but also cognitive and affective aspects of human
behaviour.
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3.2.4. Transparency and predictability by reducing complexity and uncertainty

Higher service quality and lower tax complexity reduces evasion. A lack of transparency and
predictability in the tax system can be bad for taxpayers’ willingness to comply as well as create
opportunities for evasion that would not otherwise be there under less complicated and
uncertain conditions:

e Hanousek & Palda (2004) shows that a higher perceived quality of government services
is related to a lower frequency of tax evasion.

e Cummings et al. (2009) also find that tax compliance increases with individual
perceptions of good governance and, additionally, that responses to enforcement are
enhanced by these perceptions.

e Richardson (2006) finds that complexity has the strongest impact on tax evasion
compared to other important factors like education, income source, fairness and tax
morale.

e Fochmann & Kroll (2016) analyze how the redistribution of tax revenues influences tax
compliance behaviour by applying different reward mechanisms — in other words, the
authors test whether the perceived effectiveness of the tax system (and political
system) in redistributing tax revenues towards desirable purposes make taxpayers
reciprocate with compliant behaviour.

Reducing uncertainty through information increases voluntary compliance. Through a lab
experiment, Alm, Cherry, Jones & McKee (2010) looks into differences in compliance between
a classic “enforcement” paradigm and a revised “service” paradigm, where participants are
offered various kinds of assistance or “services” to help them figure out their tax liabilities.
While the risk of being audited is constantly present, the experiment shows that uncertainty
reduces the degree of both filing and reporting compliance while information provided by the
tax authority to reduce uncertainty has a positive impact on both.

McKee, Siladke & Vossler (2018) also investigates effects of reducing uncertainty through tax
administration assistance and services in the lab. In this experiment, variations in both the level
of liability uncertainty and the cost and quality of information services are tested on a diverse
set of participants comprising both students and non-students (whereas most social science
lab experiments rely on students only). Results show a strong and positive effect of information
services on tax compliance, and that without information services, being audited actually
means reporting a lower tax liability afterwards.

Information reduces unintentional mistakes and compliance costs. Taking the study of
information effects to the field, Kosonen & Ropponen (2015) shows that providing information
about the tax code significantly helps firms to avoid making unintentional mistakes in their tax
filing. They do so via a survey experiment, where information about VAT rules are mixed in
between attitude questions in the version sent to the treatment group, while the control group
receives the same survey only without these pieces of information.

Using survey data, Eichfelder & Kegels (2014) study how authority behaviour affects the burden
of firms in complying with tax regulations. They find that the most cost-relevant aspect seems
to be the timely provision of helpful information — more so than problems with contact or
contradictory statements from officials. And most importantly, they find that a customer-
unfriendly administration increases the burden of complying with the tax law by about 27%.
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3.2.5. Trust-enhancing digital government services: Challenges and opportunities

Taxpayers’ trust in tax authorities are both challenged and potentially strengthened through
digitalisation. The transformation of public service provision into citizen self-service creates
both new opportunities and challenges for public administration in general. This is no less true
for tax authorities in particular. In recent years, public administration research has begun
exploring how digital services provision raises new types of concerns for public sector agencies
(see, e.g., Prins, Raab & Keymolen 2012), though systematic empirical evidence on the
comparative merits of various digital solutions is at this point still scarce.

e While new technologies such as data mining, machine learning, sensor technology, and
service automation may lead to benefits through further digitalizing service provision
and furthering the democratic potential of digital government, the very same
technologies could also be used by authorities to restrict, control, and conduct
surveillance of citizens (Lindgren et al. 2019).

e Tax authorities also need to be aware that providing digital services to citizens can
support but not fully replace the need for in-person communication — a fact made even
more salient by the covid-19 pandemic (Alm et al. 2020). At the same time, digital
services and capabilities are essential for any tax authority in a globalized world, and
the constantly increasing importance of digitalisation for public administration in
general and tax authorities in particular show no signs of stopping in the near future.

e Furthermore, the productive potential is undeniable — not only from a taxpayer
perspective, but also seen from the tax authority: In a recent Deloitte survey of 1200
government officials from more than 70 countries, 78 percent of respondents indicated
that digital capabilities enables their employees to be more responsive to citizens'
needs and also foster trust in government and public services (Jeppesen et al. 2020).

Digital services can increase trust, but scepticism and privacy concerns remains a factor for many
citizens. Gracia & Ariflo (2015) study the extent to which e-government initiatives affect trust
in public administration via a web survey of 448 citizens who used public e-services in Spain.
They find that the perceived quality of public e-services indeed does have a positive effect on
trust in the public administration. However, the study also shows that communication
campaigns (i.e., to promote the benefits and use of e-government) only influence trust in the
public administration for citizens with a favourable attitude towards e-government.

To affect trust in public administration, e-government initiatives must themselves be
trustworthy. Janssen et al (2018) conducts a review of research on the subject within the public
administration and information systems literatures in order to identify relevant variables
influencing — and depending on — the trustworthiness of digital government. They find that
among 19 relevant variables identified, a great majority are drivers of digital trustworthiness,
many of which arguably need careful attention by tax authorities in designing digital solutions
and services: integrity, trust in government, trust in technology, transparency, responsiveness,
competence, accountability, privacy concerns, perceived security, perceived risk, system
quality, service quality, satisfaction, perceived ability to use, perceived prior knowledge, and
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disposition to trust. Here, too, factors like privacy concerns, security and risk are part of the mix
along with other relevant aspects related to the potential benefits of e-services.

Trustworthiness of e-services are important, but so is the citizen’s digital skills. Schneider et al.
(2020) conducts a controlled experiment with 161 participants of how two types of nudging —
default options and popularity signals — affects users” adoption of electronic identification (elD).
They find that both nudges increase elD adoption, but it turns out that default options are a
double-edged sword since they simultaneously fuel privacy concerns towards the government.
This negative effect attenuates the desired effect of setting the default option to “yes” on elD
adoption. However, the study also shows that this challenge can be mitigated by adding social
proof cues, i.e. information about other users' take-up of the elD.

Rodriguez-Hevia, Navio-Marco, Ruiz-Gomez (2020) examine which factors influence European
citizens in their adoption of e-government services performing regression analysis on a simple
random sample of 15434 respondents taken from a 2016 EU survey on ITC usage in households
and by individuals. They find that especially digital skills are an increasingly influential factor,
previous experience with simple e-government activities (e.g., obtaining information) being the
the most important aspect thereof. Based on their results, the authors conclude that instead
of an access divide among citizens of the EU, a skills divide now seems more and more relevant
in terms of e-government services adoption and use across the EU. Thus, e-service quality —
and the responsibility of tax authorities and other public agencies in ensuring this through
efficient and transparent solutions — is arguably more important than ever.

3.3. Tax authorities’ relations with third parties

This section covers empirical findings related to the interaction between tax authority and third
parties. The studies reviewed here are related to guideline no. 7. Work proactively and in
cooperation — make sure that third parties are part of your trust-based strategy.

Third-party reporting and income withholding are essential for compliance. Third-party reporting
— where employers, banks, pension or investment funds report taxable income earned by
individuals directly to the tax administration — is crucial for securing tax revenue in developed
economies and has been an integral part of the tax system in many countries for years.
Combined with employers’ withholding of employees’ income, third-party reporting can reduce
the degree of non-compliance for personal income tax to only about one (1) percent (IRS 2019,
Lederman 2010) by virtually eliminating the opportunity to evade (Kleven et al 2011). In a sense,
such a regime dissolves the distinction between voluntary and enforced compliance by
dramatically narrowing the scope of choice in the taxpaying situation, establishing automated
compliance as a new default.

Tax practitioners influence compliance decisions — and are susceptible to actions and
communication by tax authorities. As an intermediary between taxpayer and tax authority, the
tax practitioner faces a constant dilemma by being both an advocate for the taxpayer and
fulfilling a duty towards the tax system (AICPA 2009). Research on the interaction between tax
practitioners — i.e., tax auditors and tax professionals — and their clients documents the
important role of the former in shaping compliance decisions of the latter. However, research
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also shows that practitioners are to a large extent open for persuasion by tax administration
actions and conduct.

e Based on a survey of 1373 tax practitioners selected from the Australian Taxation
Office’s database, Wurth & Braithwaite (2017) argues that tax practitioners could be
divided into three main categories or ‘clusters’ (plus a residual group of outliers): The
duteous; the contingent (i.e. conditionally cooperating); and the aggressive. Comprising
22 percent, 63 percent and 14 percent, respectively, the fact that the middle group of
contingents is by far the largest suggests considerable potential for tax authorities to
affect the behaviour of tax practitioners by way of action, communication and conduct
in general.

e Bobeketal. (2019) studies contentious interactions between tax professionals and their
clients from the professional’s side via two surveys including a total of 229 tax
professionals. They find —among other things— that more than two-thirds of the time,
tax professionals are able to persuade clients to change their original position, partially
or fully.

e Examining the survey results from a sample of 143 tax professionals from various
organizational and corporate backgrounds, Blanthorne, Burton & Fisher (2012) show
that the ability of tax professionals to reason morally influence their reporting decisions
irrespectively of what the client prefers. They find that as the level of moral reasoning
increases, the aggressiveness of the reporting position decreases. Combined with the
potential for tax authorities to affects tax professionals, this opens up prospects for
trust-based engagement with tax professionals.

Public sector agencies depend on each other in building and maintaining citizens’ trust. Trust in
the tax authority and tax compliance is not only affected by the tax system and the tax
authority’s administration of tax laws. The operation of the public sector in general matters,
too. As documented with respect to the dynamics of trust (see guideline #6), trust in
government in general can influence taxpayers’ willingness to comply by affecting trust in the
tax authority specifically. Perhaps not surprisingly, it appears that there may well be significant
spillover effects from trust in public sector institutions in general to trust in the tax authority.

e With respect to trust in government, Jimenez & lIyer (2016) find that trust in
government has a significant influence on both perceived fairness of the tax system and
compliance decisions based on a sample of taxpayers in the USA.

e Along similar lines, Glizel, Ozer & Ozcan (2019) find that trust in government in general
is systematically linked to tax justice perceptions and tax compliance among
independent accounting professionals in Turkey.

e Both studies support an earlier result in the literature found in a study by Scholz & Lubell
(1998), who find that trust in government significantly increase the likelihood of tax
compliance even when effects of an internalized sense of duty to obey laws and the fear
of getting caught evading taxes are also accounted for.

3.4. Inside the tax authority: Organizational culture and management

This section covers aspects and themes related to the inner workings of the tax authority with
potential relevance for trust-based approaches to compliance. Subsection 3.4.1 is related to
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guideline no. 8. Focus on how organisational behaviour supports trust, and subsection 3.4.2 is
related to guideline no. 9. Performance management with a trust-based approach.

3.4.1. Trust in organisational culture and practice

Organisational culture matters — and is difficult to change. Enachescu et al. (2019b) study the
implementation of Horizontal Monitoring (HM) in Austria — a cooperative compliance project
representing a shift in the prevailing command-and-control paradigm towards enhanced
cooperation between taxpayers and tax authorities. Perceptions and experiences among tax
officials and employees in participating companies were monitored over a period of three
years, including both officials and employees who were directly involved in the project and
officials and employees who were not. The authors find that employees of companies taking
part in the project were highly positive — whether they were directly dealing with HM
procedures in their company or not.

For tax officials, however, those who were directly involved were significantly more positive
than those not directly involved, and the latter group remained considerably more skeptical
throughout the evaluation period. Thus, the study illustrates that a shift towards cooperative
compliance regimes requires a new mindset within a tax authority, which may appear difficult
to reconcile with the prevailing culture for many tax officials trained in a more classical,
deterrence-based tradition. This indicates — not surprisingly — that changing the prevailing
mindset and culture within a tax authority may take time.

Administrators’ trust in citizens affect citizen behaviour. While citizens’ trust in administrators
has received a lot of attention in research, the opposite relation — administrators' trust in
citizens —has received only marginal attention. Yang (2005) has characterized this as a 'missing
link' in the field of trust research, motivating the examination of the factors that influence
public administrators’ trust in citizens and the relevance of that trust to citizen involvement
efforts in citizen participation programs — i.e., a voluntary, prosocial form of behaviour not
unlike voluntary compliance in taxation. Based on a survey of 320 public administrators, the
study shows that administrators tend to hold a neutral view of citizens — neither trusting nor
distrusting — and that public administrators’ trust in citizens is positively related to proactive
citizen involvement efforts. The author concludes that the results indicate that public
administrators have to be trustworthy in order to win citizens’ trust.

Responsive regulation is possible, but consistency in practice is crucial. Research on the daily
work of street-level bureaucrats at the front lines of regulatory enforcement has shown that
inspectors do indeed utilise different enforcement styles. May & Wood (2003) study the impact
of inspectors' differing enforcement styles on compliance in the context of municipal
enforcement of building regulations. While the study finds no direct effect of differing
enforcement styles on compliance, enforcement styles do influence homebuilders' knowledge
of rules and the degree of cooperation between homebuilders and inspectors. Thus, the
authors conclude that consistency in enforcement style across inspectors is crucial, because
inconsistencies tend to immunize homebuilders to stylistic differences among inspectors. This
indicates that the recently much revered idea of 'responsive regulation' is highly sensitive to
consistent application among the front-line bureaucrats who are to implement this regime in
practice, because inconsistencies undermine regulatees' understanding of rules and the
development of shared expectations concerning compliance.
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3.4.2. Trust and performance management: A contradiction in terms?

Performance management was originally founded on the opposite of trust. While trust as a
guiding principle may be intuitively appealing, it is not the norm within the public sector. Van
de Walle & Six (2011) argues that distrust is often the guiding principle in institutional design
and in the operation of public services, pointing to the fact that public officials often have to
give account of their work through elaborate accountability processes. On the citizen's side,
they have to prove they are not cheating on benefits or taxes. A little over 20 years ago, Power
(1999) even argued that the rise of an 'audit society' demonstrated the pervasiveness of
attitudes of distrust within modern public administration. All of this has been linked to the
development of performance management within the public sector in developed economies
based on the principles of new public management (Van de Walle 2010, 2013).

Thus, a turnaround based on rethinking the paradigm seems necessary. Thus, the question
remains as to how performance management can be shifted towards a more trust-based
approach —in a way that affect outcomes in a desirable way. According to Yang & Holzer (2006),
researchers has found it difficult to empirically demonstrate the link between government
performance and citizen trust in government and argue that this is rooted in the difficulty of
defining and measuring government performance meaningfully. To be improved, current
performance-measurement practice must be shifted towards measuring what citizens really
care about —incorporating both political responsiveness, institutional design, and citizen input
—and be more systematic and integrated across public agencies.

A shift towards trust-based management and steering concepts is possible — and happening.
Halligan & Bouckaert (2009) argues that a development within performance management is
going on, in which there is a move away from the use of indicators based on a command and
control approach to a different approach of using performance management as an instrument
partly based on mutual trust. Bouckaert (2011) argues that this is visible throughout the public
sector in developed economies.

Choudhury (2008) argues that in public administration, compared with other leading concepts
such as legitimacy, accountability, efficiency, discretion, responsiveness, and public
participation, a focus on trust is quite recent but increasing. In working with increasing the focus
on trust, Choudhury argues for the importance in seeing trust not only as an important value
in itself but also as a means for resolving conflicts of priority between organisational values —
for example, balancing discretion with accountability.

Thus, the idea that trust between actors in collaborative arrangements is associated with a long
list of virtues, such as better performance, is no longer new. Klijn, Edelenbos, & Steijn (2010)
study governance networks characterized by complex interaction and decision making,
examining if trust influence the outcomes of environmental projects and if active network
management improve the level of trust in networks. Based on a survey of 337 participants
involved in environmental projects, their results indicate that trust does matter for perceived
outcomes and that network management strategies enhance the level of trust.
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4. Concluding remarks

The paper has presented an overview of relevant empirical findings in social science research on
tax compliance from the perspective of a tax administration aiming to work with trust-based
approaches to tax compliance. As such, the literature review in this paper builds on existing
surveys, acknowledging the importance of both trust and power for taxpayer behaviour. The
literature review constitutes a foundation of knowledge supporting the nine guidelines of the
Trust and Compliance Project carried out by the Fiscalis Project Group no. 98. The diversity and
breadth in scope of the project and its guidelines means that the literature review prioritizes
breadth over depth and becomes selective in nature in its treatment of themes, issues and
subfields.

The empirical findings with respect to fundamentals of taxpayer behaviour can be summarized
as follows:

e Tax morale and social norms: Differences in culture and tax morale are important in
explaining different levels of compliance across countries. It also appears that not only
are culture and tax morale closely linked, they are also both relatively persistent across
borders and generations. Furthermore, research shows that tax morale works both at
the individual level —interacting with reciprocity and social norms —and at the firm level,
also affecting firms’ tax compliance.

e Trust: Trust in government matters for compliance. So does trust in other taxpayers as
well as trust in the tax authority itself. Given the predictions of many different theories
in various disciplines of social science, these findings are not surprising. Research also
shows that crises are unlikely to reduce the importance of trust for compliance.
Measuring trust, however, is tricky — making things difficult for tax authorities when
gathering knowledge on taxpayers’ trust in the tax authority and in other taxpayers.

In terms of tax authorities’ engagement with taxpayers, the paper uncovers a range of relevant
empirical findings that can be summarized as follows:

e Power, trust, and the dynamics of enforced and voluntary compliance: In general,
research shows that enforcement remains an important tool for tax authorities but also
that enforcement must be done right to have overall positive effects on compliance. It
turns out that power, if perceived as coercive, may actually reduce trust and voluntary
compliance. Thus, striking the balance between power and trust is crucial. Research also
demonstrates that retributive justice is important for voluntary compliance, and that
different tax climates require different enforcement strategies.

e Communication: Overall, research shows that in communicating with taxpayers, tax
authorities can make use of many different kinds of persuasion and nudging techniques
and positively affect the likelihood of compliance via appeals to both morals, norms and
deterrence. Thus, simple letters and reminders can affect voluntary compliance, but like
audits, they may also backfire with already compliant taxpayers. Research also shows
that descriptions of tax authorities” power and trustworthiness in brochures or news
media can have behavioural effects, and that mass media campaigns may improve both
intended and actual compliance.
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Respectful treatment: The importance of fairness and mutual understanding between
taxpayer and tax authority for taxpayer compliance is a core result in the empirical
literature. Thus, it turns out that respectful treatment in audits affects subsequent
compliance, and that procedural fairness in general is important. However, procedural
fairness affect compliance systematically only for some types of taxpayers. Research
also shows that positive rewards may sometimes work under the right conditions, and
that emotions experienced by the taxpayer in the tax situation can affect compliance.
Transparency and predictability: Reducing complexity and uncertainty faced by the
taxpayer can positively affect compliance. Thus, research shows that higher service
quality and lower tax complexity reduces evasion, and that reducing uncertainty
through information increases voluntary compliance. Also, research confirms the
intuitive idea that information can reduce unintentional mistakes and compliance costs
for taxpayers.

Digitalisation: Digital government services can be trust-enhancing, but maintaining and
strengthening taxpayer trust through digital service poses a challenge to tax authorities.
Thus, research shows that digital services can increase trust, but also that scepticism
and privacy concerns remains a factor for many citizens. It turns out that
trustworthiness of e-services are indeed important as would be expected, but also that
taxpayers’ digital skills are crucial.

Turning to tax authorities’ relations with third parties, the following overall findings emerge:

By effectively removing the element of decision, third-party reporting and income
withholding are essential in maintaining high levels of compliance. Research also shows
that tax practitioners do influence compliance decisions, but also that they are
susceptible to actions and communication by tax authorities. Finally, research confirms
that trust in tax authorities is closely related to trust in authorities in general. Thus,
public sector agencies partly depend on each other in building and maintaining citizens’
trust.

Finally, looking inside the tax authority and focusing on organizational culture and management,
the following empirical findings can be summarized:

Organisational culture and practice: Organisational culture matters for how officials
approach citizens, and it is difficult to change. Thus, research documents that
administrators’ trust in citizens affect citizen behaviour, and that responsive regulation
is indeed possible, but that consistency in practicing such an approach is crucial.
Performance management: Since performance management was originally founded on
the opposite of trust in ‘new public management’ regimes, it seems that a turnaround
based on a rethinking of the paradigm seems necessary for tax authorities when
attempting to shift performance management in a trust-based direction. Research
indicates that a shift towards trust-based management and steering concepts is indeed
possible — and that such developments are already happening among tax authorities.

Taken together, these findings yield some implications from a tax administration perspective. On
one hand, it is clear that the empirical tax compliance literature is rich in evidence on taxpayer
behaviour. Behavioural factors and micro-foundations are covered quite well by research. At
the same time, more and more tax authorities gather, analyse and incorporate behavioural
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insights in practice, specific units or departments to this end no longer being a rare sight. On
the other hand, while intra-organisational matters are well researched when it comes to public
administration in general, evidence becomes scarce when focusing on tax authorities and the
relationships between their intra-organisational matters and taxpayers’ compliance in
particular. While this indicates an obvious potential for future research, the responsibility falls
on tax authorities themselves to increase the base of valid, empirical knowledge. To this end, a
greater use of field experiments based on randomized controlled trials appears as one of the
most promising avenues for tax authorities.
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