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Purpose of our research
What ? Interaction climate between citizens and authorities.

(individuals, employed and self-employed; income tax
and VAT).

Why ? Tax authorities are predominantly in a 
command-and-control-mindset, convinced of a gloomy
picture of massive evasion and the undifferentiated
necessity of frequent audits and harsh sanctions
Paradigm change: 
enforced compliance - co-operative compliance).

How ? Interviews, focus groups, association techniques, 
surveys, lab and field experiments.



Overview

1. Representations of taxes
2. Power of authorities: audits and fines
3. Decision making under uncertainty: anomalies and 

choice architecture
4. Anomalies and power (backfiring effects) 
5. Trust and interaction
6. The SSF
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In a democracy the day when you pay your 
taxes, April 15, would be a day of celebration, 
because you're getting together to provide 
resources for the programs you decided on. 

Noam Chomsky 



In the United States, the day when you pay 
your taxes is a day of mourning because this 
alien force - the government - is coming to rob 
you of your hard-earned money. That's the 
general attitude, .... 

Noam Chomsky 



Representations of taxes
Sussman, A. B. & Olivola, C. Y. (2011). Axe the tax: Taxes are disliked more 
than equivalent costs. Journal of Marketing Research, 48, 91-101.

Participants are presented with this hypothetical scenario:
You want to buy a new TV. Calling around, you find that two stores, Bob’s 
Electronics and Tom’s Electronics, carry the model that you have in mind. 
Bob’s Electronics is located very close, but offers no discount. Tom’s 
Electronics (located about a 30-minute drive away) offers the TV 

• [tax-free, which is equivalent to an 8% discount/
• with a 9% discount]. 

Where do you go to make your purchase?

More participants (N=131) preferred to travel 30 minutes to receive a 
discount when it was an 8% tax-related discount than when it was a 9% tax-
unrelated discount (76% vs 59%). 



Kasper, M., Olsen, J., Kogler, C., Stark, J. & Kirchler, E. 2017. Attitudes and 
social representations about taxation, tax avoidance and tax evasion (Nigar Hashimzade)

Typical taxpayer

Honest taxpayer

Tax avoider

Tax evader

Negative-positive
Lazy-hard working
Stupid-intelligent

Judgements of typical, honest taxpayers, tax avoiders and tax 
evaders (Peabody semantic differential; N = 235 taxpayers)



Law and economic theory consider tax behavior as
outcome of a decision under uncertainty (risk) 

„command and control“ 

The standard theory of human behaviour is based on 
several assumptions:
• individuals are rational, trying to maximize their utility,
• individuals have unlimited willpower,
• individuals are self-interested.

Taxpayers need to be enforced to pay taxes. Audits and 
fines are signals of power of authorities detering from free-
riding and individual profit maximization.

From James Alm, 2014, Tulane University, USA.



Indeed, we are (too) smart …

From Hamlet, Prince of Denmark by William Shakespeare 
(Act II, Scene 2)…

Hamlet: ...What a piece of work is man! How noble in 
reason! how infinite in
faculties! in form and moving, how express and admirable! 
In action how like an angel! in apprehension, how like a 
god! The beauty of the world!...





Power of 
Authorities

Maximum

Minimum

Compliance

Minimum

Maximum

Power of authorities

Enforced Tax Compliance Regulation by
• audits and
• fines



Audits and fines (= power)
Average compliance rate by fine rate and audit probability 
(standard deviations in parentheses; Alm et  al., 1995, p. 11)

Audit Fine rate
probability 1 2 4
--------------------------------------------------------------------------------------------------------------

0.05 9.0 (  4.0) 6.9 (  3.2) 12.2 (  4.2)
0.30 10.9 (  6.0) 21.4 (  4.4) 39.8 (  7.4)
0.60 9.8 (  8.0) 54.8 (10.6) 70.3 (  7.5)

Alm, J., Sanchez, I., & deJuan, A. (1995). Economic and noneconomic factors in tax compliance. Kyklos, 48(1), 3-18



… when tasks are simple!

… we are smart …

From Hamlet, Prince of Denmark by William Shakespeare 
(Act II, Scene 2)…

Hamlet: ...What a piece of work is man! How noble in 
reason! how infinite in
faculties! in form and moving, how express and admirable! 
In action how like an angel! in apprehension, how like a 
god! The beauty of the world!...



Cognitive Reflection Test (Frederick, 2005)

(1) You buy 3 products which cost € 5, € 10, € 20. In total you

pay: _______ €

(2) Multiply 10 by 10 = _______

(3) A bat and a ball cost € 220. The bat costs € 200 more than 

the ball.

How much does the ball cost?  € _____ 

Correct answer:

– € 10 (Bat € 210 + Ball € 10 = € 220)

– [Frequently chosen intuitive, but wrong answer: € 20]



The experiential, affective and the analytical system 
Affective system

• Holistic, intuitive
• Affective, pleasure-/aversion  

oriented
• Associative links
• Behavior due to emotionally 

charged experiences
• Fast processing
• Directly action-oriented
• Self-evident, „experience is 

believing”

Analytical system

• Analytical, logical, reason-oriented
• Logical links
• Behavior due to deliberate 

weighing of advantages and 
disadvantages

• Reality is processed in abstract 
symbols, words and numbers

• Slow processing
• Indirectly action-oriented
• Justification of decisions and 

actions with logic and evidence

Dual information processing



• People are not always capable of processing complex 
information adequately („cognitive scrooge”)

• Complex decisions are „short cut” by heuristics (lack of 
motivation and time)

• Risk asymmetry in gain and loss situations (framing 
effects, chances of loss or profit, endowment effect, sunk 
costs, mental accounting, etc.)

Decision making under uncertainty: 
anomalies and choice architecture



Anomalies …

• Subjective perception, errors & biases
• Heuristics
• Prospect theory: loss aversion and risk behavior



Perception and subjective construction of reality



… if you want your visitors to slow down, design 
your floor tiles …



Count the “F” in the text

FINISHED FILES ARE THE 
RESULT OF YEARS OF 

SCIENTIFIC STUDY 
COMBINED WITH THE
EXPERIENCE OF YEARS



Manipulation

(decoy effect)
Dan Ariely and

The Economist

… You could get access to all our 

web content for $ 59 

a subscription to the print 

edition for $125

or a

combined print and 

web subscription, also for $125

Intuitively, the offer of the print-alone option 

seemed absurd. Nobody, even a staunch 

luddite, would rationally choose to forego web 

access when it costs nothing extra, so why 

even list it? Why not just say that the print 

subscription also includes access to the web 

archives?

84 %

16 %

0 %

68 %

32 %



Perception and subjective motives: 
Taxpayers possess 3 planks; authorities may

conclude they have 4





Subjective value +

-

A     B

-A   -B

convex

concave

Reference 

point

Loss Gain

Losses (tax) loom larger (2x) than gains

Prospect Theory



We are often not rational 
utility maximizers

We are humans with aspirations, 
desires and emotions



Behavioral insights and choice
architecture (nudges) 

… besides audits and fines,
... choice architecture impacts on behavior



Law (command and control) 
vs nudging as policy instrument
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Behavioural Insights Team (BIT)



EAST (Behavioural Insights Team, UK)

• Easy: Make it easy! People are much more likely to

do something if it‘s easy and low-hassle.

• Attract: Poeple are drawn to that which catches their

attention, and that which is attractive to them.

• Social: People are strongly influenced by what others

are doing or have done.

• Timely: Interventions are more effective before

habits have formed, or behaviour has been disrupted for

other reasons.

Halpern, D. (2015). Inside the nudge unit. How small changes can make big difference. London: WH Allen, an imprint by Ebury Publishing.



Behavioral insights …
§ Audits and fines impact on (rational) decisions and 

behavior (system 2)
§ Choice architecture impacts on behavior (system 1)
§ …
§ Audits and fines can backfire (rather than impact on 

cool-rational decisions and behavior)

30



Power of 
Authorities

Maximum

Minimum

Compliance

Minimum

Maximum

„Anomalies“ considered in designing choice architecture, 
can be observed also with regard to power of authorities

Enforced Tax Compliance Regulation by
• audits and
• Fines

and backfiring ?



Fines: Anomalies

Gneezy, U. & Rustichini, A. (2000). A fine is a price. Journal of Legal Studies 29(1) 1-18. 
Experimental group: Managements of 6 day care centers introduced a fine for late pick up of  children; Control group: 4 day care
centers did not introduce a fine.

32

A fine is a price !



One-shot experiments vs repeated tax payments; Kirchler, Maciejovsky & Schwarzenberger (2005)
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Fines & audits: Anomalies



Audits in the „field“
Lab experiments have shown that audits
impact on compliance,
but there are possible drawbacks.

Backfiring of audits
Juan P. Mendoza, Jacco L. Wielhouwer & Erich Kirchler, 2017. The 
backfiring effect of auditing on tax compliance. Journal of Economic 
Psychology, 62, 284-294.
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Backfiring of audits
Country level analysis

Juan P. Mendoza, Jacco L. Wielhouwer & Erich Kirchler, 2017
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Question: How are audits and tax compliance related at country-level?

Theory: Economic deterrence increases with auditing frequency. 
Auditing – as external control - has a positive effect on enforced
compliance. 
The auditing effect on voluntary compliance is less clear: 
auditing signals efforts to detect and control evasion. This may be
perceived as expertise of authorities; fairness and trust. Audits can
lead to voluntary compliance. 
Auditing can also signal distrust and – in case of excessive, costly
and intrusive audits, conducted in an inquisitive style - lead to
enforced compliance, tax avoidance, and the intend to evade.
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Associations between auditing level and compliance indicators (N=260) 

Tax evasion

(predicted 

values)

Auditing level

Backfiring of audits: Country level analysis

To examine the non-linear association, auditing level is mean-centered and its square is incorporated into the analysis. In line with prior cross-country in- vestigations (e.g., Hail et al., 2015), a fixed

effects model with robust standard errors (clustered by country) was applied. This allows to control for structural (time-invariant) country characteristics (Kezdi, 2003), and generate standard errors

that are robust to both heteroskedasticity and intra-group (cross-country) correlation (Stock &Watson, 2008; Perez-Truglia, 2009). 



TAS (IRS): Audit impact study
Sebastian Beer, Matthias Kasper, Erich Kirchler & Brian Erard, 2015
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http://www.taxpayeradvocate.irs.gov/Media/Default/Documents/2015ARC/ 

ARC15_Volume2_3-AuditImpact.pdf

• impact of audits on subsequent reporting behavior

• Data: Schedule C filers (sole proprietors with revenue

<200,000 $/yr) between 2005-2011 (17,699 tax filers; 

2,204 audited + control group)



Audits increase 
compliance… (Beer et al., 2015)
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N = 9,375



… but audit outcomes 
matters! (Beer et al., 2015)

39

No additional assessment Additional assessment

-21 %
+44 %

N = 9,375



Results
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• In the aggregate, taxable income increases 
by roughly 10% one year after the audit (2% 
after 3 years). 

• While taxpayers with an additional tax 
adjustment increased their reported income 
by around 64% one year after the audit 
(44% after 3 years), 

• taxpayers with no additional assessment 
reported around 15% less income the year 
after they were audited (21% after 3 years). 



Explanations

Negative impact potentially driven by various dynamics…

• Regression to the mean effect

• Overcompliant taxpayers may find out that they overreported in the past

• Audits provide new information to taxpayers (p of audits and detection) 

• Audits may be ineffective in detecting non-compliance

• Taxpayers may infer that the risk of a future examination is low given that no

adjustments were made (bomb crater effect)

• Audits are signals of distrust: interaction climate might be affected by harsh

auditing procedures vs audits as instruction

• compliant taxpayers may feel like a „chump“ for complying, may feel penalized

and find audits a waste of resources



Audit type has little impact on attitudes, justice perceptions, trust, power perceptions 
etc. Audit outcome has high impact!

3 Clusters of people:
(1) trusting – voluntary compliant
(2) distrusting – angry
(3) cautious – enforced 

Percentages of clusters by audit type and audit outcome

distrusting – angry

Audit outcome: 
Positive adjustment

Audit outcome: 
No adjustment

Audit outcome: 
Refund

Cluster 1: “trusting – voluntary compliant”
Cluster 2: “distrusting – angry”
Cluster 3: “cautious – enforced”

32%

33% 35%

21%

32%

47%

trusting – voluntary
compliant 20%

38%
42%

cautious - enforced
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Audits and fines are a simple answer to a 
complex phenomenon!

For every complex problem 
there is an answer that is 
clear, simple, and wrong.

Henry Louis Mencken (12 September 1880-29 January
1956), was a twentieth-century journalist, satirist, social 
critic, cynic, and freethinker, known as the "Sage of 
Baltimore" and the "American Nietzsche”. 



Paul A. M. van Lange et al. 

„… authorities are often associated with structural
solutions, such as sanctioning free riding and rewarding
cooperative action, 
and trust is often associated with interpersonal relations. 
But like trust among people, 
trust between people and institutions (institutional trust) 
is crucial for the acceptance of rewards and 
punishment.“ 

Parks, C. D., Joireman, J. & Van Lange, P. A. M. (2013)
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Institutions

1. Competence (knowledge and the ability to communicate 
knowledge = legitimate and expertise power)

2. Integrity (authenticity; honest/thorough consultancy)
3. Transparency (concerning rules, procedures)
4. Benevolence (giving advice and communicating; willingness 

to take the client’s perspective)
5. Value congruence (of important values and norms)
6. Stability (predictability)
7. Reputation (positive trustworthy image)

Determinants for trust in financial institutions (Gärling, Kirchler, Lewis, & van Raaij, 2010)

Trust 
Mayer et al.‘s (1995) trust model: ability, benevolence, 
integrity are characteristics of trustworthy individuals.



Trust in Authorities

Voluntary Tax
Cooperation

Minimum

Maximum

Compliance

Minimum

Maximum

Trust

Regulation by
building trust
• Complexity and

understanding
• Attitudes (morale)
• Horizontal trust: 

social norms
• Vertical trust: 

distributive and
procedural (and
retributive) fairness



Power of 
Authorities

Maximum

Minimum

Compliance

Minimum

Maximum

Power and trust

Enforced Tax Compliance

Trust in Authorities

Voluntary Tax
Cooperation

Minimum

Maximum

Compliance

Minimum

Maximum



Power of 
Authorities

Maximum

Minimum

Compliance

Minimum

Maximum

Power and trust

Enforced Tax Compliance

Trust in Authorities

Voluntary Tax
Cooperation

Minimum

Maximum

Compliance

Minimum

Maximum



Power and Trust

• Trust is the base of effectful power (audits, fines):

– Deterrence justifications must be coupled with an 

affirmation of trust in the target (Mooijman, van Dijk, van 

Dijk & Ellemers, 2016)

– Tax cheating is less prevalent in countries with trustworthy

governments (Slemrod, 2002)

• Tsikas (2017): 25 European countries-study: 1-point 

increase in trust (10 point scale) increases compliance

by 4.2%
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The Janus-face of power
French & Raven defined social power as the potential to influence 
someone - the target of influence (a change in the belief, attitude or behavior).
Scholars in social psychology distinguish between different qualities of power 
(French & Raven 1959; Turner 2005; Tyler 2006): 

coercive power vs. legitimate power 
Coercive or harsh power = negative and positive reinforcements, sanctions, 
benefits; fines, imprisonment 

Legitimate power or soft power = legitimacy of the power institution, provision 
of information, knowledge and skills of the authority, capacity to be a figure for 
identification

50
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Extended Slippery Slope Framework
(Gangl, Hofmann, Kirchler 2015)



Increase of perceived
legitimate power & 
reason-based trust

Coercive
power

Protection

Voluntary 
compliance

Trust
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Legitimate
power

Decrease of perceived
legitimate power &
reason-based trust

FearAnger

Avoidance, 
enforced

compliance

Rational decisions: 
avoidance, evasion, 

enforced 
compliance

TargetedNot targeted



Behavioral insights

• Audits and fines are relevant, but…
• Choice architecture impacts on behavior
• Trust is relevant

• Complexity (compliance costs) and 
• understanding (non-understanding breeds distrust)
• Attitudes (tax morale) 
• Horizontal trust (social norms) and social identity
• Vertical trust :
• Distributive (balance between giving-receiving; law of reciprocity), 
• Procedural (competence, legitimacy, integrity, transparency, benevolence etc.)
• Retributive fairness (type of fines; delay of audits and fines)

• Interaction between power and trust defines the
interaction climate, and elicits emotions which
impact on enforced and voluntary compliance



^S

POWER
TRUST

POWER

TRUST

POWER TRUST

Sécurité & Liberté

(Journal du Siecle
https://www.google.at/search?q=journal+du+siecle+liberte&biw=1366&bih=673&site=
webhp&source=lnms&tbm=isch&sa=X&ved=0ahUKEwia27X225rKAhXHEywKHSKZ
A_wQ_AUIBigB#tbm=isch&q=journal+du+siecle+liberte+securite&imgrc=ASgOUoj_g
ogEDM%3A)  - retrieved 2017

Journal du Siécle

Power & Trust

Message of our research
54


