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Abstract

The importance of behavioural economics in supplementing and extending the 
neoclassical analysis of taxpayer behaviour has been recognised for some time. This 
paper summarises contributions to date and outlines a way forward for integrating 
the behavioural and neoclassical approaches and developing a more coherent 
strategy of encouraging taxpayer compliance. The paper then provides significant 
further evidence relating to taxpayer behaviour by reporting some of the main results 
of two substantial surveys (N = 2,040 and 2,374) of Australian citizens’ beliefs, 
attitudes, values and motivations with respect to the tax system, widely defined. It 
is concluded that the behaviour of Australian taxpayers’ is not determined only by 
considerations of narrow economic rationality based on the expected financial costs 
and benefits of compliance or non-compliance but is also influenced by a much wider 
range of factors. Examination of the importance of these other factors might be the 
most fruitful way of improving tax compliance in the future. 
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1.  Introduction

The standard economic approach to analysing taxpayer behaviour offers 
many useful insights about what is in the interests of individuals to do 
in response to different economic costs and benefits. However, it has 
increasingly been supplemented by a more behavioural analysis. The two 
approaches have also been recognised by tax administrations as nicely 
illustrated by the following two quotations originating from the US 
Internal Revenue Service (IRS):

Are you crazy? A total paranoid to think that they really do know everything 
about you? That given half a chance, the IRS will wipe you out and send 
you off to jail?

No, I can assure you, there’s nothing paranoid, even neurotic, about feeling 
that way. Mental instability in no way creates that state of fear and loathing. 
What you feel exists for good reasons: the IRS has worked hard to put it 
there.

Nothing is more central to the IRS strategy of tax collecting than scaring you, 
the taxpayer, and keeping you that way.1

Since that was written by one of their former officials, the IRS have been 
working on an alternative approach, endorsed by the then Vice President 
Al Gore and Treasury Secretary Robert E. Rubin:

For the past five years, this Administration has been committed not just to 
a fairer tax code, including cutting taxes for middle-class families, but also to 
fairer tax collection. Our philosophy is simple: the taxpayers don’t work for 
us, we work for them.2

These two approaches are also to be found in the academic literature on 
tax compliance.3 The first of these is the relatively narrow view based on 
‘economic rationality’ and draws largely on economic analysis – some of 

1  J. L. Payne, CostlyReturns: The Burdens of the US Tax System, (1993), San Francisco: ICS 
Press.

2  A Gore & RE Rubin, Reinventing Service at the IRS, (1998), Internal Revenue Service, 
Department of Treasury, Washington DC.

3  Most recently summarised in S James & C Nobes, The Economics of Taxation: Principles, 
Policy and Practice, 7th ed. Revised, (2004), Prentice Hall. Discussed in more depth 
by S James & C Alley, Tax compliance, self-assessment and administration in New 
Zealand—Is the carrot or the stick more appropriate to encourage compliance? New 
Zealand Journal of Taxation Law and Policy, 5, (1999), 3-14.
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which is very sophisticated and some of which is not. The second approach 
may be termed the ‘responsible citizen approach’ that draws on findings 
from other academic disciplines such as psychology and sociology. There is 
now a huge literature on tax compliance, much of it based on a relatively 
narrow interpretation of economic rationality and utility maximisation. 
Some studies are seriously limited by their failure to take account of 
wider issues. Even a comprehensive definition of the term ‘compliance’ is 
more complex than many commentators seem to appreciate and should 
incorporate a wider behavioural dimension.

Any successful strategy for promoting compliance will necessarily 
draw on both approaches and in some important ways they complement 
each other. However, there has been a difference in emphasis as the 
two opening quotations illustrate. It is therefore helpful to take account 
of relevant empirical evidence that might indicate different roles these 
approaches might play in taxpayer compliance. This paper specifically 
draws on results from two substantial surveys. The first is the Community, 
Hopes, Fears and Actions Survey (CHFA Survey); a national Australian 
survey designed to assess attitudes towards the Australian tax system.4 In 
June 2000 a sample of 7,754 Australian voters were sent a 40 page self-
completion questionnaire incorporating 450 questions. Non-responders 
were sent subsequent mailings and 2,040 usable replies were received. The 
second survey was conducted between November 2001 and February 
2002 using a 28 page questionnaire with some 350 questions that was sent 
to 6,764 Australians. Non-responders were again followed up and 2,374 
usable responses were received. The results provide further evidence that 
taxpayers’ decisions are not just a simple calculation of likely financial costs 
and benefits in complying or not complying with the requirements of the 
tax system. Instead, they suggest that taxpayers’ attitudes and beliefs about 
the Tax Office and of paying tax can affect their compliance. Although 
there has been a great deal of work in the economic rationality tradition on 
compliance costs in Australia5 this present survey is concerned with wider 
issues regarding motivation and attitudes.

4  V Braithwaite, The Community Hopes, Fears and Actions Survey (2000) Centre for Tax 
System Integrity, Research School of Social Sciences,  Australian National University, 
Canberra.

5  See, for example, B. Tran-Nam, C Evans, K. Ritchie & M. Walpole, Tax compliance 
costs: Research methodology and empirical evidence from Australia, National Tax 
Journal, 53 (2000), 229-252; C Evans, J. Pope & J. Hasseldine (Eds.), Taxation Compliance 
Costs, (2001), Sydney: Prospect Media.
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Before discussing the findings we should first provide an indication of 
the direction the paper is going to take. Given its relevance to taxpayer 
compliance and attitudes it is helpful to remind ourselves of the purposes 
of taxation and this is done in Section 2. This also helps clarify the basis of 
the different views on the subject. The concept of tax compliance is then 
examined in more detail in Section 3. The approach to tax compliance 
based on economic rationality then follows in Section 4 and the taxpayer as 
a responsible citizen approach in Section 5. Section 6 turns to the evidence 
provided by the two surveys. Finally, Section 7 draws some conclusions.

2.  The Purpose of Taxation

Following Musgrave6 and others, the economic justification for the public 
sector and the consequent requirement for taxation can be described as 
having three areas - the allocation branch, the distribution branch and the 
stabilisation branch. The allocation branch is concerned with inefficiencies 
in the market system in the allocation of economic resources. In an 
important sense this is the root of the economic rationality approach to tax 
compliance. The distribution branch is concerned with the redistribution 
of income and wealth towards that which society considers more equitable. 
It is in this justification for government economic activity that one of 
the roots of the ‘responsible citizen’ approach lies. The third area is the 
stabilisation branch which might justify a role for government in trying 
to smooth out cyclical economic fluctuations and ensuring a high level 
of employment and price stability. However, there has been considerable 
debate and dispute about how effective the public sector can be in this 
matter.7 

Musgrave’s classification provides a useful general framework for 
attempting to integrate the two basic approaches to tax compliance and 
this is illustrated in Figure 1. The allocation branch is concerned with issues 
of efficiency in resource allocation, and this is conventionally analysed 
by supposing that individuals act to maximise utility. Tax compliance is 
therefore also seen as a matter of economic rationality and taxpayers as 
individuals who consider the pecuniary gains and losses from compliance 
or non-compliance. The distribution branch is concerned with issues of 
equity and incidence – how the effects of taxes are distributed. This would 

6  RA Musgrave, The Theory of Public Finance: A Study in Political Economy, (1959), New 
York: McGraw-Hill.

7  For example, see James & Nobes, supra note 3, chapter 6.
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see taxation as an equity matter and might view the taxpayer in the more 
complex role of a member of society rather than simply a calculator of gains 
and losses. Both approaches offer explanations of compliance behaviour 
and major contributions to the development of a compliance strategy. 

Figure 1: Different Approaches to Tax Compliance

RATIONALE FOR PUBLIC SECTOR EXPENDITURE AND TAXATION

 Allocation Branch Distribution Branch

 Issues of efficiency in Issues of equity, fairness  
 resource allocation. and incidence.

 Tax compliance as a Tax compliance as 
 problem of economic a problem of equity
 rationality?  and fairness?

 The taxpayer as selfish calculator The taxpayer as a  
 of pecuniary gains and losses? “good citizen”?

     Optimal compliance policy? 

The main question of interest here is how to integrate them in designing 
an overall strategy by deriving what might be called an optimal compliance 
policy. While there is a wealth of literature on various aspects of compliance, 
there is relatively little on how these aspects might be optimally combined 
with others in order to develop an overall strategy for compliance. This 
could, however, be important even at a more detailed level. For instance, 
it has been pointed out that a policy innovation designed to reduce one 
form of non-compliance might result in taxpayers transferring their non-
compliance activities to take advantage of a now superior alternative 
opportunity.8 Simply assessing only the direct impact of that measure 

8  S Klepper & D Nagin, Tax compliance and perceptions of the risks of detection and 
criminal prosecution, Law and Society Review, 23 (1989), 209-240.
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might be inadequate and misleading. More generally, a full evaluation of 
any aspect of compliance policy should take account of its effects on each 
of the relevant areas and the best place to start is to look again at the 
concept of tax compliance.

3.  The Concept of Tax Compliance

The definitions of tax compliance frequently used in the literature might be 
considered to be too simplistic.9 The most common previous approach has 
been to conceptualise compliance in terms of the ‘tax gap.’ This represents 
the difference between the actual revenue collected and the amount that 
would be collected if there were 100 per cent compliance, though there 
are some variations. For example, and rather curiously, Brand10 refers to the 
‘market share’ of the Internal Revenue Service (IRS) in the USA. What 
Brand means by this is ‘the amount of the projected total tax base that 
the IRS actually collects.’ Andreoni, Erard and Feinstein include a time 
dimension to compliance, but are still mainly concerned with tax evasion 
as the central part of the tax gap definition.11 However, the basic concept of 
the ‘tax gap’ of non-compliance seems to be far too simplistic for practical 
policy purposes. Successful tax administration requires taxpayers to co-
operate in the operation of a tax, rather than be forced to undertake every 
aspect of their obligations unwillingly. Tax law cannot cope with every 
eventuality and has to be supplemented with administrative procedures 
and decisions and, just as importantly, in order to work it has to have 
a reasonable degree of willing compliance on the part of the taxpayers 
themselves.

One issue is whether ‘compliance’ refers to voluntary or compulsory 
behaviour. If taxpayers ‘comply’ only because of dire threats or harassment 
or both, this would not appear to be full compliance, even if 100 per cent 
of the tax was raised in line with the ‘tax gap’ concept of non-compliance. 
Instead, it might be argued that proper compliance means that taxpayers 
meet their tax obligations willingly, without the need for enquiries, 
obtrusive investigations, reminders or the threat or application of legal or 
administrative sanctions. A more appropriate definition could therefore 

9  A more comprehensive definition has been developed by James & Alley, supra note 3.
10  P Brand, Compliance: A 21st Century approach, National Tax Journal, 49(3) (1996), 

413-420.
11 J Andreoni, B Erard & J Feinstein, Tax Compliance, Journal of Economic Literature, 36(2) 

(1998), 818-860.
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include the degree of compliance with tax law and administration that 
can be achieved without the immediate threat or actual application of 
enforcement activity.

It is also too simplistic to suppose that there is some fixed tax revenue 
that would be collected if all taxpayers observed 100 per cent obedience 
with the law. The level of potential tax revenue is determined by the level 
of economic activity. It is possible that an intrusive tax regime might reduce 
the willingness of taxpayers to earn more money or engage in commercial 
activity, not only because of the associated tax liability, but because that 
extra liability might involve inconvenient administrative requirements or 
the risk of a heavy handed official response. There is also the ‘spite effect’ 
described by Musgrave.12 It is not known how powerful any spite effects 
might be but they could further affect the revenue potential. Paradoxically 
the ‘tax gap’ definition of non-compliance might then have been partly 
satisfied because there is less to collect.

Tax compliance may be seen in terms of tax avoidance and tax evasion. 
The two activities are conventionally distinguished in terms of legality, with 
avoidance referring to legal measures to reduce tax liability and evasion to 
illegal measures. Since taxation is not always precise, Seldon has also coined 
the term ‘tax avoision’ to describe circumstances where the law might 
be unclear.13 However, some commentators see non-compliance only 
as a problem of evasion, which does not seem to capture the full policy 
implications of the issue. Clearly tax evasion is an extreme form of non-
compliance. However, if law-abiding taxpayers go to inordinate lengths to 
reduce their liability this could hardly be considered to be ‘compliance’ 
either. Such activities might include engaging in artificial transactions to 
avoid tax, searching out every possible legitimate deduction, using delaying 
tactics and appeals wherever this might reduce the flow of tax payments 
and so on. ‘Tax exiles’ even seem to prefer to emigrate, rather than fulfil 
their obligations as citizens - hardly an example of ‘compliance.’ Even if 
such activities are within the letter of the law, they are clearly not within 
the spirit of the law. Compliance might therefore be better defined in 
terms of complying with the spirit as well as the letter of the law.14

12  Musgrave, supra note 6, at 240.
13  A Seldon, Tax avoision: The economic, legal and moral inter-relationship between avoidance and 

evasion, (1979), Institute of Economic Affairs, London.
14  D McBarnet, When compliance is not the solution but the problem: From changes in 

law to changes in attitude, In V Braithwaite (Ed.), Taxing Democracy: Understanding Tax 
Avoidance and Evasion, (2003), Aldershot: Ashgate.
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The ‘tax gap’ approach overlooks the possibility that some taxpayers 
pay more than their legal obligation. Not all taxpayers seek out every 
possible method of reducing their tax liability and an unknown number 
do not claim their full entitlement to allowable deductions. For example, in 
reporting on non-filers in ‘The Australian Tax System: Fair or not?’ survey, 
McCrae and Reinhart15 had one respondent who stated ‘I pay too much 
tax, I’m just too lazy to claim it! [a tax rebate] But I’d rather have a decent 
health system and pay more’.

A further complication, of course, is that taxation is used for many 
other purposes than raising revenue. As an instrument of economic and 
social policy the purpose of taxation is often to influence behaviour. It 
can therefore actually be the intention of the tax that it is avoided. For 
example, it has been argued that higher taxes on alcoholic drinks16 and 
tobacco17 would reduce the consumption of those products and lead 
to improvements in the health of the population. Any such changes in 
behaviour would constitute tax avoidance, but it would be in the spirit 
as well as the letter of the law and would fit the definition of compliance 
offered here, but not the ‘tax gap’ definition discussed earlier. There have 
also been developments in other forms of ‘corrective taxation’ referred to 
as environmental taxes,18 green taxes19 and so on. The ‘tax gap’ approach 
to compliance is clearly too simplistic and inappropriate with respect to 
compliance in such cases. Compliance in this context would appear to 
indicate compliance with government policy in a wider sense, rather than 
only compliance with the tax law, and therefore what could be expected 
from a responsible citizen. 

4.   Taxpayer Compliance and Economic Rationality

This approach to tax compliance is based on a relatively narrow 
interpretation of economic rationality. It is supposed that totally amoral 

15  J McCrae & M Reinhart, Non-filers: What we know, Centre for Tax System Integrity 
Research Note 1, (2003), Australian National University (http://ctsi.anu.edu.au). 

16  PJ Cook & MJ Moore, This tax is for you: The case for higher beer taxes, National 
Tax Journal, 47 (1994), 559-573; IJ Irving & WA Sims, The welfare effects of alcohol 
taxation, Journal of Public Economics, 52 (1993), 83-100.

17  WK Viscusi, Promoting smokers’ welfare with responsible taxation, National Tax Journal, 
47 (1994), 547-558.

18  S Smith, Taxation and the environment, Fiscal Studies, 15 (1992), 19-43.
19  WE Oates, Green taxes: Can we protect the environment and improve the tax system 

at the same time? Southern Economic Journal, 61 (1995), 915-922.
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individuals maximise their utility by maximising their income and wealth. 
They will evade tax if they consider that by doing so they can expect to 
increase their spending power. According to Bernasconi ‘evading tax is like 
gambling’ and is perceived as an economic transaction like any other.20 
Following this approach, compliance and non-compliance are simply 
explained by the sum of costs and benefits involved. 

An early model frequently quoted is that of Allingham and Sandmo21 
and there have been many refinements and developments of their model 
since. Clearly the tax structure – that is the set of tax rates – may influence 
compliance22 and there has also been work on regressive taxes23 and non-
linear tax schedules.24 Other aspects that might affect the rate of return to 
non-compliance, such as inflation25 are also included and there are many 
other factors which might be quantified and included in the decision-
making process. Uncertainty is also an important factor in these calculations26 
and can, of course, extend to other players in this game – even those such 
as risk averse tax collectors.27 This leads on to other costs such as those of 
concealment.28 In addition, the chances of getting caught are obviously 
important so the probability of tax evasion being detected is relevant,29 as 

20  M Bernasconi, M, Tax evasion and orders of risk aversion, Journal of Public Economics, 67 
(1998), 123-134.

21  MG Alllingham & A Sandmo, Income tax evasion: A theoretical analysis, Journal of 
Public Economics, 1 (1972), 323-338.

22  J Alm, R Bahl & MN Murray, tax structure and tax compliance, Review of Economics and 
Statistics, 72(4) (1990), 603-613; CT Clotfelter, Tax evasion and tax rates: An analysis of 
individual tax returns, Review of Economics and Statistics, 65(3) (1983), 363-373.

23  PB Nayak, Optimal income tax evasion and regressive taxes, Public Finance, 33(3) 
(1978), 358-366.

24  JH Pencavel, A note on income tax evasion, labour supply and nonlinear tax schedules, 
Journal of Public Economics, 12 (1979), 115-124.

25  SE Crane & F Nourzad, Inflation and tax evasion: An empirical analysis, Review of 
Economics and Statistics, 68(2) (1986), 217-223.

26  See J Alm, B Jackson & M McKee, Institutional uncertainty and taxpayer compliance, 
American Economic Review, 82 (1992), 1018-1026.

27  J Tzur & E Kraizberg, Tax evasion and the risk averse tax collector, Public Finance, 50 
(1995), 153-165.

28  H Cremer & F Ghavari, Tax evasion, concealment and the optimal linear income tax, 
Scandinavian Journal of Economics, 96(2) (1986), 219-239.

29  CM Fischer, M Wartick & M Mark, Detection probability and taxpayer compliance: A 
review of the literature, Journal of Accounting Literature, 11 (1992), 1-46.
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are the deterrent effects of auditing for non-compliance30 and the relative 
effects of different audit schemes.31 Tax agents are also important so the 
whole approach can also be applied to them - for instance the penalties 
that might be imposed on them.32 This cost-benefit approach can also be 
extended to the point that compliance can be improved with pecuniary 
rewards to taxpayers.33 It is also possible that taxpayers consider the benefits 
the community receives from government expenditures.34

However, this narrow ‘calculus of pleasure and pain’ as described by 
Jevons in the 19th Century does not seem to provide a full explanation of 
taxpayer behaviour. For example, there is empirical evidence that shows 
that many taxpayers are inherently honest and will disclose their financial 
affairs accurately regardless of the incentive to cheat.35 A policy of treating 
the taxpayer as a responsible citizen rather than just an amoral fiscal gambler 
seems to justify more attention than perhaps it has in policy areas to date. 
This is also important given the greater role self-assessment now plays in 
some tax systems.36 

5.  The Taxpayer as a Responsible Citizen

The second approach to tax compliance is helpful in the present context 
and there are many contributions from different disciplines that suggest 
there is a range of other factors that might influence taxpayers’ behaviour. 

30  JA Dubin & LL Wilde, An empirical analysis of federal income tax auditing and 
compliance, National Tax Journal, 41(1) (1988), 61-74.

31  J Alm, MB Cronshaw & M McKee, Tax compliance with endogenous audit selection 
rules, Kyklos, 46 (1993), 27-45; JH Collins & RD Plumlee, The taxpayer’s labour and 
reporting decision: The effect of audit schemes, The Accounting Review, 66 (1991), 559-
576.

32  AD Cuccia, The effects of increased sanctions on paid tax preparers: Integrating 
economic and psychological factors, Journal of the American Taxation Association, 16 
(1994), 41-66.

33  J Falkinger & W Walther, Rewards versus penalties: On a new policy against tax evasion, 
Public Finance Quarterly, 19 (1991), 67-79.

34  J Falkinger, Tax evasion and equity: A theoretical analysis, Public Finance, 43(3) (1988), 
388-395.

35  B Erard & JS Feinstein, Honesty and evasion in the tax compliance game, Rand Journal 
of Economics, 25(1) (1994a), 1-19; J Gordon, Individual morality and reputation costs as 
deterrents to tax evasion, European Economic Review, 33 (1989), 797-805.

36  NA Barr, SR James & AR Prest, Self-assessment for Income Tax, (1977), London: 
Heinemann; S James, Self-assessment and the UK Tax System, (1995), Research Board of 
the Institute of Chartered Accountants in England and Wales, London.
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For instance, work in sociology has suggested a number of relevant variables 
such as social support, social influence, attitudes and certain background 
factors such as age, gender, race and culture. Psychology reinforces this 
approach and has even created its own branch of ‘fiscal psychology’.37 The 
contribution of psychology includes the finding that attitudes towards the 
State and revenue authorities are important factors as well as perceptions 
of equity in determining compliance decisions. The roles of individuals in 
society and accepted norms of behaviour have also been shown to have 
a strong influence.38 The main theme of this approach is that individuals 
are not simply independent selfish utility maximisers (though this might 
be partly true) but that they also interact with other human beings in 
ways that depend on different attitudes, beliefs, norms and rules. It also 
means that as taxpayers they can normally be expected to act as responsible 
citizens. That is, in normal circumstances, they should conform with 
reasonable obligations of the tax system without the detailed application of 
enforcement activity mentioned in the previous section.

There are many detailed contributions to this approach - including some 
by economists. For example, Spicer and Lundstedt examined taxpayer norms 
and attitudes towards the tax system and tax offenders some time ago,39 
and non-maximising behaviour more recently.40 The importance of equity 
and fairness has also been a frequent theme.41 Background factors such as 
cultural influence have been examined,42 so too have the implications of 

37  G Schmölders , Fiscal psychology: A new branch of public finance, National Tax Journal, 
15 (1959), 184-193; A Lewis, The Psychology of  Taxation, (1982), Oxford: Martin 
Robertson.

38  M Wenzel, Misperceptions of social norms about tax compliance: A pre-study, Centre 
for Tax System Integrity Working Paper No. 7, (2001a), Australian National University, 
Canberra; M Wenzel, Misperceptions of social norms about tax compliance: A field-
experiment, Centre for Tax System Integrity Working Paper No. 8, (2001b), Australian 
National University, Canberra.

39  MW Spicer & SB Lundstedt, Understanding tax evasion, Public Finance, 31(2) (1976), 
295-305.

40  MW Spicer, Civilization at a discount: The problem of tax evasion, National Tax Journal, 
39(1) (1986), 13-20.

41  For examples, see M Bordignon, A fairness approach to income tax evasion, Journal 
of Public Economics, 52 (1993), 345-362; FA Cowell, Tax evasion and equity, Journal of 
Economic Psychology, 13 (1992), 521-543.

42  C Coleman & L Freeman, Cultural foundations of taxpayer attitudes to voluntary 
compliance, Australian Tax Forum, 13 (1997), 313-336.
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different political systems.43 More direct contributions to policy in this 
area have come from a number of authors. For example, one is an appeal 
to taxpayers’ conscience44 and also to feelings of guilt and shame.45 Others 
have suggested more positive help for taxpayers46 and different methods of 
achieving this - such as the use of television to change taxpayers’ attitudes 
towards fairness and compliance.47

This research gives an indication of the extensive range of academic 
evidence that supports the responsible citizen approach. This view has also 
been recognised by some tax authorities, for example in the UK, Japan 
and Australia. The UK revenue service has had a traditionally deferential 
approach towards income taxpayers,48 though there has been some 
movement away from that stance in recent years, particularly following 
the introduction of a partial system of self-assessment from the 1996/97 
tax year. 

In Japan the purpose of tax administration in the self-assessment system 
is to ensure all taxpayers understand the importance of taxation and 
submit returns and pay their correct tax liabilities voluntarily. To achieve 
this, Japanese tax administration aims to establish a consistent and sound 
environment for compliance and sets out its policy under three main 
headings:49

43  WW Pommerehne, A Hart & BS Frey, Tax morale, tax evasion and the choice of policy 
instruments in different political systems, Supplement to Public Finance, 49 (1994), 52-
69.

44  DJ Hasseldine & SE Kaplan, The effect of different sanction communications on 
hypothetical taxpayer compliance: Policy implications from New Zealand, Public 
Finance, 47 (1992), 45-60.

45  B Erard & JS Feinstein, The role of moral sentiments and audit perceptions in tax 
compliance, Supplement to Public Finance, 49 (1994b), 70-89; HG Grasmick & RJ 
Bursik, Conscience, significant others and rational choice: Extending the deterrence 
model, Law and Society Review, 24 (1990), 837-861.

46  PA Hite, A positive approach to taxpayer compliance, Public Finance, 44(2) (1989), 249-
266.

47  ML Roberts, An experimental approach to changing taxpayers’ attitudes towards 
fairness and compliance via television, Journal of the American Taxation Association, 16 
(1994), 67-86.

48  B Sabine, A History of Income Tax, (1966), London: George, Allen and Unwin; B 
Strümpel, The contribution of survey research to public finance, In AT Peacock (Ed.), 
Quantitative Analysis in Public Finance, (1969), New York: Praeger, at 29.

49  National Tax Administration, An Outline of Japanese Tax Administration 1992, (1992), 
Japan.
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• establish an environment which encourages taxpayers to 
submit proper returns and pay taxes voluntarily. This includes 
communication with taxpayers through public relations, 
general guidance and consultations. In tax audits, one of the 
aims is also to use the opportunity to improve taxpayers’ 
understanding of the tax system and to facilitate voluntary 
compliance;

• to ensure correct assessments – with enforcement action if 
necessary;

• to develop self-disciplined and efficient offices with good 
human relations. This recognises that to improve voluntary 
compliance on the part of taxpayers, the revenue authorities 
should act in a fair and impartial way and their work should 
be disciplined, cheerful and efficient. With the right attitudes, 
taxpayers find it easier to approach the tax authorities.

Despite its sometimes aggressive reputation, the US Internal Revenue 
Service has recognised the importance of voluntary compliance – for 
example as outlined in its document Compliance 2000.50 The views of those 
with an interest in tax administration, both inside and outside the IRS, 
were asked to respond to questions about the organisational goals of the 
IRS and compliance strategies to achieve those goals. The IRS document 
also states: 

These efforts should be viewed as ‘doing the job right on the front end’. 
Correcting problems and unintentional non-compliant behaviour through 
enforcement sanctions should be viewed as ‘rework’. Quality principles 
demonstrate that ‘rework’ is more costly than ‘doing the job right on the 
front-end’…Increasing citizen participation and ownership of the tax system 
is an integral part of this direction. Such techniques as taxpayers accessing 
their own account data; identifying and removing organisational barriers to 
compliance; and positive incentives for compliance should be pursued.51

In Australia the responsible taxpayer approach has also been considered by 
their revenue service. The Australian Tax Office (ATO) has developed a 
‘Compliance Model’ which links different motivating factors in taxpayers’ 

50  Internal Revenue Service, Compliance 2000, Report to the Commissioner of Internal 
Revenues, (1991), IRS, Washington DC.

51  Internal Revenue Service, supra note 50, at 17.
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compliance behaviour and the appropriate Tax Office response.52 The 
model shows a continuum of taxpayer attitudes towards compliance at four 
levels together with the appropriate compliance strategy as follows:

Attitude to Compliance Compliance Strategy
Have decided not to comply Use full force of the law
Don’t want to comply Deter by detection
Try to, but don’t always succeed Help to comply
Willing to do the right thing Make it easy.

In the academic literature the style of enforcement emphasised is to begin 
by taking account the problems, motivations and conditions behind non-
compliance.53 Taxpayers are initially given the benefit of the doubt and the 
revenue service’s trust in their honesty is an important part of an initial 
regulatory encounter. Strong emphasis is placed on educating taxpayers 
regarding their tax obligations and assisting them to comply, while those 
aspects of administration that rely principally on threats and the automatic 
imposition of penalties are not emphasised. It is only when taxpayers 
continue to be uncooperative that more interventionist measures (for 
example sanctions) are considered. 

There is also the Australian Taxpayers’ Charter introduced by the ATO in 
1997. This followed the Joint Committee of Public Accounts’ 1993 enquiry 
into the ATO’s administration of the Income Tax Acts. The Committee 
expressed concerns about the perceived imbalance of power between the 
ATO and the community and recommended the development of the 
Taxpayers’ Charter as a possible remedy.54 The Charter has been described 
as:

the document that defines the kind of relationship the Australian Tax Office 
aspires to have with the Australian public. The Charter provides the basis 

52  Australian Taxation Office, Compliance Program 2002-03, (2002), Australian Taxation 
Office, Canberra.

53  See, for example, V Braithwaite & B Braithwaite, An evolving compliance model for 
tax enforcement, In N Shover & JP Wright (Eds.), Crimes of Privilege, (2001), New 
York: Oxford University Press; K Murphy, Moving towards a more effective model of 
regulatory enforcement in the Australian Taxation Office, (forthcoming), British Tax 
Review.

54  Commissioner of Taxation, Annual Report 2001-2002, (2002), Australian Taxation 
Office, Canberra.
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for establishing a cooperative, respectful and trusting relationship with the 
public.55

Clearly this is entirely consistent with the responsible taxpayer approach. 
We now turn to some empirical evidence from Australian citizens on how 
far they considered the Australian Tax Office to have acted in line with the 
Charter and more general evidence relating to the narrow economic and 
responsible citizen approaches to taxpayer compliance.

6.   The Surveys

The empirical evidence presented in this paper comes from two surveys. 
The first is the Community Hopes, Fears and Actions (CHFA) Survey.56 
The goals and measures of this survey are summarised in Braithwaite,57 the 
survey method, sample representativeness and data quality in Mearns and 
Braithwaite58 and preliminary findings from the survey are presented in 
Braithwaite, Reinhart, Mearns and Graham.59 The survey was designed to 
obtain a picture of the beliefs, attitudes and motivations held by Australian 
citizens with respect to the Australian Tax Office, the tax system, Australian 
democracy and other taxpayers in the year 2000. This was a particularly 
interesting time for such a survey to be undertaken as it coincided with 
the introduction on 1 July that year of a goods and services tax (GST).60 
Therefore, public consciousness of taxation could be expected to be higher 
than it might have otherwise been.

The amount of information generated by the survey was substantial. 
The questionnaire ran to 40 pages and contained 450 questions. It 
included a number of psychometric scales concerned with attributes such 

55  V Braithwaite & M Reinhart, The Taxpayers’ Charter: Does the Tax Office comply and 
who benefits?, Centre for Tax System Integrity Working Paper No. 1, (2000), Australian 
National University, Canberra, at 1.

56  Braithwaite, supra note 4.
57  Braithwaite, supra note 4.
58  M Mearns & V Braithwaite, The Community Hopes, Fears and Actions Survey: Survey 

method, sample representativeness and data quality, Centre for Tax System Integrity 
Working Paper No. 4, (2001), Australian National University, Canberra.

59  V Braithwaite, M Reinhart, M Mearns & R Graham, Preliminary Findings from the 
Community Hopes, Fears and Actions Survey, Centre for Tax System Integrity Working 
Paper No. 3, (2001), Australian National University, Canberra.

60  S James, VAT/GST: the UK experience revisited, Revenue Law Journal, 10 (2000), 72-
87.
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as trust, justice and social values, together with a wide range of questions 
measuring respondents’ interactions with the tax system. Also measured 
were a selection of demographic and background factors of the respondent 
and his or her spouse.

The sample was chosen at random from publicly available electoral rolls. 
A sample of 7,754 Australian voters was chosen – a figure that contemporary 
response rates suggested would yield at least 2,000 usable responses. The 
survey process was based on the Dillman Total Design Method61 that has 
also been the model for other successful academic mail surveys. The initial 
mailing was sent out in June 2000 consisting of a covering letter, the 
questionnaire and a reply-paid envelope. The letter explained the intent of 
the survey and guaranteed anonymity, though each questionnaire contained 
an identification number to allow non-respondents to be followed-up. After 
19 days the 6,765 non-respondents were sent a reminder card encouraging 
them to have their say. After a further 12 days a second reminder card was 
sent to the remaining 6,060 non-respondents. Finally, after another 35 days 
a second questionnaire, covering letter and reply paid envelope were sent 
to the 5,303 remaining non-respondents. Twenty four days later another 
reminder card was sent to non-respondents and this was followed up again 
by a final reminder card eight days later. After these repeated appeals for 
participation, and after people who were not contactable were taken into 
account, a total of 2,040 usable responses were received – an adjusted 
response rate of 29 per cent.62 

In order to gauge how representative these responses were, the Australian 
Bureau of Statistics was commissioned to provide comparative data from 
the 1996 Census of Population and Housing. Statistical comparisons 

61  DA Dillman, Mail and Telephone Surveys: The Total Design Method, (1978), New York: 
John Wiley.

62  While this response rate seems somewhat low, it compares very well with other recent 
tax surveys conducted in Australia (K Murphy, The Australian Tax System of Tax Scheme 
Investors, (2002), Centre for Tax System Integrity: Australian National University; I 
Wallschutzky, Possible causes of tax evasion, Journal of Economic Psychology, (1984), 5, 
371-384; I Wallschutzky, Issues in research methods: With reference to income tax research, 
(1996), Unpublished manuscript, University of Newcastle, Australia; M Wenzel, K 
Murphy, E Ahmed & M Mearns, The What’s fair and what’s unfair survey about justice 
issues in the Australian tax context, (2003), Centre for Tax System Integrity: Australian 
National University). While it is possible that the low response rate may produce a 
response bias, it should be noted that the sample was broadly representative of the 
overall population. 
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suggested that the sample was broadly representative of the population 
with respect to sex, occupation and education but with some bias towards 
those working in areas requiring reading and writing skills. Also, younger 
age groups were under-represented which is not unusual in surveys of this 
sort and might also have been influenced by the tendency for financial and 
tax arrangements to be more complex for those in older age groups. 

The second survey was a development and expansion of the CHFA 
Survey and was again modelled on the Dillman Total Design Method. One 
of the main aims of the second survey was to explore whether or not views 
towards taxation had changed over the two year period. The survey was 
conducted between November 2001 and February 2002 and employed a 28 
page self-completion questionnaire containing some 350 questions. There 
were 308 questions in common with the original CHFA survey. As before 
the questionnaire consisted of a number of psychometric scales measuring 
attributes of interest, together with questions measuring interaction with 
the tax system and a selection of demographic and background variables.  
The second survey sample consisted of three groups. The first consisted of 
1,944 of the respondents to the original CHFA Survey (the other 94 had 
removed their ID number on the first survey), 2,000 randomly selected 
non-contacts from the CHFA Survey and a new sample of 3,000 from 
the electoral roll. The main purpose for contacting an additional 5,000 
taxpayers who did not complete the first survey was to boost the overall 
response rate to the second survey. It was not expected that the groups 
would differ in their responses (hence, for the purposes of the present paper 
the responses of all the taxpayers to the second survey were combined). 

A “pre-letter” was sent to each of the 6,944 selected respondents on 
12 November 2001 explaining the purpose of the study, identifying the 
Australian National University as the sponsoring organisation, guaranteeing 
respondent confidentiality and offering a toll-free 1800 number should 
they have any questions. A number of refusals and returned letters were 
received and a package containing a covering letter, questionnaire and 
reply-paid envelope was sent to the remaining 6,764 individuals nine 
days later. No return date was specified. This was to avoid the temptation 
to respondents of leaving the questionnaire until that time or failing to 
complete it because that date had passed. Each questionnaire contained 
an identification number to allow selective follow-up of non-respondents. 
After eight more days, the 5,903 non-respondents were sent a reminder 
postcard and after a further seven days a second reminder postcard was sent 
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to the remaining 4,999 respondents. A second questionnaire was sent to the 
remaining 3,996 after a further 13 days. Reminder postcards were sent again 
27 days later and again after a further nine days. By the end of June 2002 a 
total of 2,374 usable responses were received. It is interesting to note that 
195 responses were received from among the 2,000 individuals who had 
not responded 18 months earlier to the CHFA survey. The final unadjusted 
response rates by sample group were 59.7 per cent for the respondents to 
the 2000 CHFA survey, 9.75 per cent of the non-contacts from the 2000 
survey and 32.4 per cent of the new sample from the electoral roll. 

The representativeness of the sample was again assessed using data 
collected from the 2001 Census of Population and Housing. As in the 
first survey, the sample in the second survey was broadly representative 
of the population with some bias towards those working in professional 
occupations. In addition, the second survey both under-represented 
younger participants and slightly over-represented older participants.

The respondents in both the 2000 and 2002 surveys were between 18 
and 93 years of age (M = 48.39, SD = 15.55 for 2000 and M = 50.10 and 
SD = 14.98 for 2002). For the 2000 survey, 47 per cent of respondents were 
male and 53 per cent female. For the 2002 survey 51 per cent were male 
and 49 per cent female. The average personal income level of the 2000 
respondents for the previous financial year was approximately AUS$28,000 
and their average family income was about AUS$49,000. For the 2002 
respondents the figures were AUS$32,000 and $54,000 respectively.

THE TAXPAYERS’ CHARTER

The surveys consisted of different sections, each designed to measure 
different aspects of taxpayers’ attitudes and opinions towards the ATO, 
the tax system and paying tax. Also measured were their views about the 
type of world they would like to live in. Discussion will be limited to 
those findings relevant to taxation. One section of both surveys presented 
taxpayers with the 12 principles outlined in the ATO’s Taxpayers’ Charter. 
Survey respondents were informed that the Taxpayers’ Charter was the 
document that sets standards for the way the ATO conducts its dealings 
with taxpayers. Respondents were asked if they believed the ATO behaved 
in accordance with the 12 principles of the Taxpayers’ Charter. 

One of the most positive responses indicated that taxpayers thought 
they were being treated as honest by the Tax Office – a very supportive 
factor in encouraging the responsible citizen approach.63
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Table 1 presents a summary of the responses to this section of both 
surveys. Of the three best areas of performance, two might be categorised 
as straightforward and routine – ‘accepting your right to get advice from 
a person of your choice’ and ‘keeping the information they contain about 
you confidential’. However, as already indicated, it is notable that the other 
principle that was rated in the top three was related more directly to the way 
taxpayers felt they were treated – namely as ‘honest’ in their tax affairs. 

At the other end of the scale respondents were less impressed with the 
accountability of the ATO and its efforts in minimising compliance costs. 
Worries about minimising compliance costs is a reminder that the narrow 
economic rationality approach is also relevant and this result might indicate 
an area where there is scope for some improvement. 

One matter for concern is the apparent fall in the mean ratings between 
the 2000 and 2002 surveys. There is no statistically significant differences 
for the responses regarding the ATO ‘respecting your privacy’ or ‘helping to 
minimise your costs in complying with tax laws. However, with respect to 
all the other 10 principles Table 1 indicates significant falls in respondents’ 
agreement that the Australian Tax Office meets it obligations under the 
Taxpayers’ Charter. 

One interesting question was whether some segments of Australian 
society had different views regarding the ATO’s adherence to the Taxpayers’ 
Charter. Taxpayers’ responses to the CHFA Survey were therefore analysed 
with respect to seven social-demographic indicators – personal annual 
income, age, sex, marital status, number of children, nationality and 
educational attainment. The results indicate that there were no major 
differences between social-demographic groups in their views about the 
Tax Office’s performance with respect to the Charter. However there was 
a slight tendency for older people, those with less personal income and 
those with no children to express more confidence in the Tax Office’s 
performance.64

63  See also Braithwaite et al, supra note 59.
64  Further details of this analysis and the results are presented in Braithwaite & Reinhart, 

supra note 55.
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Table 1: Mean ratings given by respondents on the degree 
to which the Australian Tax Office meets its obligations 
under the Taxpayers’ Charter for total samples for the year 
2000 and 2002#

Total sample

Taxpayer’s Charter Mean

Year 
2000

Year 
2002

Accepting your right to get advice from a person of your choice 3.96 3.68**

Treating you as honest in your tax affairs 3.95 3.69**

Keeping the information confidential 3.93 3.86*

Treating you fairly and reasonably 3.66 3.39**

Respecting your privacy 3.65 3.64 NS

Giving you access to information they hold about you 3.64 3.45**

Offering you professional service and assistance 3.47 3.39*

Giving you advice and information 3.42 3.30**

Explaining decisions about your tax affairs 3.39 3.30*

Giving you the right to a review from outside the Tax Office 3.38 3.20**

Being accountable for what they do 3.28 3.09**

Helping to minimise your costs in complying with tax laws 2.89 2.84 NS

* p < 0.05
** p < 0.001

#Scores range from 1 (almost never) to 5 (almost always). Year 2000 Minimum N = 1,873. Year 2002 Minimum 
N = 2,203.

TAXPAYERS’ EXPERIENCES WITH THE TAX OFFICE

Another section of both surveys captured the respondents’ personal 
experiences with the ATO. Questions covered whether respondents 
had ever been audited by the ATO, whether they had ever been fined 
or penalised by the ATO, whether they had ever contested an assessment 
given by the ATO and whether they had ever requested information from 
the ATO. About a third of all respondents indicated that they had had 
some kind of conflict with the Tax Office in the past. However, while 
72 per cent reported in 2000 that they mostly or almost always agreed 
with the decisions of the ATO, this figure had fallen to 52 per cent in the 
2002 survey. Looking specifically at the group who responded to both the 
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surveys, the percentage who indicated they agreed with decisions of the 
ATO fell from 74 per cent in 2000 to 55 per cent in 2002.

TAXPAYER ATTITUDES

In this part of the surveys – designed to measure taxpayer attitudes towards 
the ATO – there is more evidence that seems to support the responsible 
citizen approach. Respondents were presented with 61 attitude statements 
and were asked to indicate how much they disagreed or agreed with each 
statement (responses could range from 1 ‘strongly disagree’ to 5 ‘strongly 
agree’). From the 61 attitude statements, 12 multi-item scales were 
constructed to measure taxpayers’ motivational postures towards the ATO 
as well as their views about the fairness and legitimacy of the ATO.

MOTIVATIONAL POSTURES

Motivational postures represent the ways in which individuals position 
themselves with regard to a regulatory authority and are predispositions 
to compliant or non-compliant behaviour.65 One of the aims in both 
surveys was to measure five motivational postures in the taxation context: 
commitment, capitulation, resistance, disengagement and game playing. 
Prior research that explored the role of motivational postures in people’s 
compliance decisions was only able to identify the first four postures. 
However, that research was conducted in the nursing home context66 In 
her book, Valerie Braithwaite described what she saw as a fifth attitude to 
compliance in the taxation arena; that of game playing.67

If a taxpayer adopts a commitment posture towards the tax system and 
the ATO, it means that they feel a sense of moral obligation to pay their 
taxes and pay their taxes with good will because they believe paying tax 
ultimately advantages everyone. If adopting the posture of capitulation it 
means that a taxpayer may not be happy with the ATO or tax system, but 
they acknowledge that it is a part of life and that they must accept that 
taxes need to be paid. Capitulation signals an intention to be cooperative 

65  V Braithwaite, Games of engagement: Postures within the regulatory community, 
Law and Policy, 17 (1995), 225-255; V Braithwaite, Dancing with tax authorities: 
Motivational postures and non-compliant actions, In V Braithwaite (Ed.), Taxing 
Democracy: Understanding Tax Avoidance and Evasion, (2003), Aldershot: Ashgate; V 
Braithwaite, J Braithwaite, D Gibson & T Makkai, Regulatory styles, motivational 
postures and nursing home compliance, Law and Policy, 16 (1994), 363-394.

66  Braithwaite, supra note 65.
67  Braithwaite, supra note 65.
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with the ATO. Taxpayers who adopt a resistant posture are likely to view 
the ATO with antagonism because they feel the ATO pushes them around. 
Further, these taxpayers believe that people should take a stand against the 
ATO. Taxpayers who are disengaged from the tax system are those who 
do not care that they are not doing the right thing by the ATO and they 
believe the ATO cannot do anything to them if they choose not to pay 
their taxes. Finally, taxpayers who adopt a game-playing posture enjoy the 
game of finding the grey areas of tax law and the challenge of minimising 
tax.68  

From the description of these postures, it can be seen that taxpayers who 
adopt a committed or captured posture are more likely to be compliant, 
while those who are resistant or disengaged are more likely to be non-
compliant. Game players tend to like finding the loopholes in tax law so 
are also more likely to be non-compliant with the spirit of the law.

The dominant postures revealed by the survey are commitment and 
capitulation. Scores ranged from 1 (strongly disagree) to 5 (strongly agree) 
and the mean score for commitment was 3.85 in 2000 and 3.94 in 2002 
(a significant increase) and for capitulation 3.40 in 2000 and 3.38 in 2002. 
As Braithwaite (2003) suggests, this might be expected in a democracy and 
reflect a positive orientation to authority.69 Resistance was the next most 
popular posture (M = 3.18 in 2000, increasing to 3.21 in 2002) – perhaps a 
sign of a healthy democracy in that many taxpayers are willing to question 
the decisions of the tax authority. The least pervasive postures were game-
playing (M = 2.42 in 2000 and 2.35 in 2002) and disengagement (M = 
2.31 in 2000 and 2.30 in 2002) – again an encouraging result for Australian 
tax compliance.

FAIRNESS AND LEGITIMACY

A particular area of interest in the surveys involved taxpayers’ perceptions 
of justice and legitimacy. In the field of law enforcement, Tom Tyler has 
previously used a number of scales to measure aspects of procedural justice 
and institutional legitimacy and these scales were also measured in the 
Australian tax survey.70 Procedural justice concerns the perceived fairness 
of the procedures involved in decision-making and the perceived treatment 

68  V Braithwaite et al., supra note 59.
69  Braithwaite, supra note 65, at 23.
70  T Tyler, The psychology of legitimacy: A relational perspective on voluntary deference 

to authorities, Personality and Social Psychology Review, 1 (1997), 323-345.
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one receives from a decision maker.  Findings in the literature suggest that 
when people feel that the procedures involved in decision making are 
unfair then this may undermine the perceived legitimacy of the decision 
maker.71  If an organisation is perceived to be illegitimate then people are 
generally less likely to follow and accept their decisions.72 The particular 
scales used in the CHFA Survey to measure perceived procedural justice 
and legitimacy were (1) neutrality, (2) respect, (3) trust in fair treatment, 
(4) citizens treated as trustworthy, (5) consultation with the community, (6) 
perceived legitimacy and (7) obligation to obey decisions.

Table 2 shows that the ATO was rated at or above the midpoint on four 
of the five measures of procedural justice in the CHFA survey. With respect 
to the fifth measure regarding consulting the community and the average 
scores for the two legitimacy scales – overall favourability (which was a 
measure of legitimacy) and obligation to accept the Tax Office view – it 
was found that the responses were all just below the midpoint, indicating 
that the Tax Office could do more in these areas to improve community 
confidence in the tax system.

The 2002 survey did not include two of the variables relating to 
procedural justice – ‘neutrality’ and ‘trust in fair treatment’. As Table 2 
shows, there was the same mean score for ‘respect’ in both surveys, but 
regarding both ‘citizens treated as trustworthy’ and ‘citizens felt consulted 
about tax issues’ there was a significant drop in the mean scores in the 2002 
survey. However in terms of legitimacy there was an increase in the mean 
score regarding ‘obligation to obey’.

71  Tyler, supra note 70; K Murphy, Procedural justice and tax compliance, Australian 
Journal of Social Issues, 38(3) (2003b), 155-197; K Murphy, An examination of taxpayers’ 
attitudes towards the Australian tax system: Findings from a survey of tax scheme 
investors. Australian Tax Forum, 18, (2003c), 209-242.

72  K Murphy, The role of trust in nurturing compliance: A study of accused tax avoiders, 
Law and Human Behavior, 28(2), (2004) 187-209. K Murphy, Procedural justice, legitimacy 
and compliance in the taxation context. Paper presented at the Regulatory Institutions 
Network Conference on Governance and Meta-regulation, Canberra, (2004) 6-8 
December; Tyler, T, Legitimacy and cooperation: Why do people help the police fight crime 
in their communities? Paper presented at the International Institute of  the Sociology 
of Law’s Conference on Emotions, Crime and Justice, Onati, Spain (2004) 13-14 
September.
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Table 2: Mean scores of respondents on scales measuring 
the procedural justice shown to citizens by the Australian 
Tax Office and the legitimacy of the Tax Office for the 
total sample in 2000 and 2002#

Year 
2000

Year 
2002

Scales Mean score

Procedural Justice

Neutrality 3.27 NA

Respect 3.26 3.26NS

Trust in fair treatment 3.06 NA

Citizens treated as trustworthy 3.20 3.14**

Citizens felt consulted about tax issues 2.70 2.62**

Legitimacy

Overall favourable evaluation 2.75 2.75NS

Obligation to obey 2.69 2.85**

** p < 0.01

#Scores range from 1 (strongly disagree) to 5 (strongly agree). Minimum n for 2000 = 1,971.

Minimum n for 2002 = 2,294.

NA means that this variable was not presented in 2002.

PERCEPTIONS OF FAIRNESS IN TAXATION

In order to measure the extent to which Australian taxpayers thought that the 
current tax system was not collecting tax fairly, respondents were presented 
with a list of 12 different occupational groups and were asked whether 
they thought each of the groups paid their fair share of tax. Respondents 
were also asked whether they thought they themselves paid their fair share 
of tax.  Using an analysis provided by Kinsey and Grasmick (1993)73 the 
responses were used to compute a measure of vertical unfairness, which 
shows the extent to which respondents thought that the system was not 
collecting tax fairly. Table 3 indicates that respondents on average felt that 
the wealthy were not paying their fair share of tax. For example, 77 per 
cent (78 in 2002) of respondents believed chief executives were paying 

73  KA Kinsey & HG Grasmick, Did the Tax Reform Act of 1986 improve compliance? 
Three studies of pre- and post-TRA compliance attitudes, Law and Policy, 15 (1993), 
339-325.
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less than their fair share, including 53 per cent who felt they were paying 
‘much less’ than their fair share. This contrasted with only 1 or 2 per cent 
who thought waitresses, farm labourers and unskilled factory workers were 
paying much less than their fair share.

Table 3: The percentage of respondents who said that 
certain occupational groups paid ‘a bit less’ or ‘much 
less’ than their fair share of tax. (‘much less’ responses in 
brackets) for the years 2000 and 2002 for the total sample#

Year 
2000

Year 
2002

Occupational Group % %

Chief executives of large companies 77 (53) 78 (53)

Owner manager of large companies 70 (38) 75 (44)

Senior judges and barristers 64 (32) 74 (45)

Surgeons 59 (24) 60 (26)

Doctors 51 (17) 49 (15)

Tax agents 46 (14) 48 (16)

Farm owners 29 (8) 29 (8)

Small business owners 24 (4) 23 (3)

Tradespeople 22 (5) 23 (5)

Waitresses 10 (2) 10 (1)

Farm labourers 9 (2) 9 (2)

Unskilled factory workers 6 (2) 5 (1)

# Minimum n for 2000 = 1,899 and for 2002 = 2264.

HONESTY

Another section of each questionnaire explored respondents’ views 
regarding honesty – both their own views and what they considered other 
taxpayers think. The results are shown in Table 4.

In line with previous research,74 respondents regarded themselves as 
more honest when it comes to paying tax than most other people.  For 

74  Wenzel (2001a, 2001b), supra note 38; M Wenzel, K Murphy, E Ahmed & M Mearns, 
Preliminary findings from “The what’s fair and what’s unfair survey about justice issues in the 
Australian tax context”, Centre for Tax System Integrity Working Paper, (forthcoming) 
Australian National University, Canberra.
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example, 72 per cent of respondents to the 2000 survey and 73 per cent 
of the 2002 survey agreed that they should honestly declare cash earnings 
on their tax returns.  Yet only 20 per cent of the 2000 survey and 26 
per cent of the 2002 survey believed that other people thought the same. 
Again these findings support the responsible citizen approach (that is, even 
though they believe others are not being honest in their tax affairs they still 
value being seen to be honest themselves).  

Table 4: Percentage of respondents who agreed with a 
given statement as a description of what they personally 
believed and as a description of what they thought others 
believed for the years 2000 and 2002 for the total sample#

Belief %

Agreed 
personally

Agreed 
others 

believed this

 Year 
2000

Year 
2002

Year 
2000

Year 
2002

You should honestly declare cash earnings on your 
tax return

72 3  20 26

It is acceptable to overstate tax deductions on your 
tax return

8 7 53 57

Working for cash-in-hand payments without paying 
tax is a trivial offence

32 31 56 63

The government should actively discourage 
participation in the cash economy

 48 51 23 34

# Minimum n for the year 2000 = 1,971, and for the year 2002 = 2,314.

DETERRENCE THEORY

As already indicated, the ‘economic rationality’ approach to compliance 
suggests that tax non-compliance is a decision simply involving the 
financial gains and losses weighted by the probability of being caught when 
evading tax. Contemporary deterrence theory, however, suggests that there 
are a number of dimensions that influence behaviour, apart from the risk 
of detection.75 These extra dimensions include the perceived probability 
of receiving various punishments, and the psychological and social 

75  Grasmick & Bursik, supra note 45.
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consequences of being caught. The questionnaire therefore included two 
hypothetical situations in order to test this view. The first was a scenario 
in which the taxpayer was asked to imagine they had not declared cash 
income of $5,000. The second scenario involved the taxpayer declaring 
work deductions amounting to $5,000 that were not legitimate.

Respondents were first asked to indicate what they thought the chances 
were that they would get caught for these offences. As can be seen in 
Table 5, 59 per cent of respondents in 2000 and 54 per cent in 2002 
thought there was a greater than 50/50 chance that they would get caught 
falsely claiming work deductions of $5,000.  Fewer respondents (i.e., 36 
per cent in 2000 and 33 per cent in 2002) felt they would get caught not 
declaring cash income of $5,000. In order to test the perceived probability 
of receiving various punishments, respondents were asked what the chance 
would be of receiving four types of punishment if they did get caught.  
The key findings are again presented in Table 5. As can be seen, responses 
given to the cash scenario were generally similar to the deduction scenario.  
Approximately 70 per cent of respondents thought there was a greater 
than 50/50 chance they would have to pay back tax and interest if caught, 
falling to approximately 55 per cent believing they would have to go to 
court if detected.

As mentioned above, there are also psychological and social problems 
posed by being caught for making false tax claims or not declaring cash 
income, which may go on to influence compliance behaviour. These 
psychological and social dimensions were measured two ways in the surveys. 
First, respondents were asked how much of a problem it would be for them 
if they received various types of punishment.76 As can be seen in Table 
5, approximately 80 per cent of respondents thought it would be a large 
problem if they were taken to court, fined and told to pay their tax with 
interest (this was regardless of whether they were caught not declaring cash 
income or falsely claiming working deductions). Surprisingly, however, 
only around 41 per cent thought it would be a large problem if they had 
to pay their tax back with interest.

The second way in which the psychological and social dimensions 
of deterrence were measured was to ask respondents about what their 

76  Respondents were not required to clarify what sort of problem receiving a punishment 
would cause for them, only how much of a problem it would be. ‘Problem’ here could 
therefore refer to any number of perceived problems (e.g., financial, embarrassment, 
anxiety, feeling stigmatised, etc.).
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emotional reactions would be to the particular punishment of being 
fined. In order to measure these emotional reactions, respondents were 
asked to respond to 26 questions; each was presented on a 4-point scale (1 
‘not likely to feel this way’ to 4 ‘almost certain to feel this way’).  The 26 
statements were based on Eliza Ahmed’s work on shame management77and 
responses to 18 of the statements were combined to form the shame 
acknowledgement scale. According to Ahmed, compliance is an unlikely 
outcome unless punishment results in reactions of shame acknowledgement 
(feeling guilty and embarrassed, wanting to put things right).78 Ahmed 
also argues that those who do not feel shame for wrong-doing are likely 
to displace their shame.  Shame displacement is a maladaptive emotional 
reaction and it undermines compliance as it leaves people feeling angry 
and resentful towards the authority imposing the punishment. People who 
displace their shame are also more likely to blame others for their wrong-
doing. The shame displacement scale was formed by combining responses 
to eight of the 26 statements. Respondents’ mean scores to both the shame 
acknowledgement and shame displacement scales are presented in Table 
5. From the results, we can see that the taxpayers sampled are much more 
likely to say they acknowledge shame than displace shame if caught for an 
offence.  

77  E Ahmed, N Harris, J Braithwaite & V Braithwaite, Shame Management through 
Reintegration, (2001), Cambridge: Cambridge University Press.

78  Ahmed et al., supra note 77.



TAXPAYER BELIEFS AND VIEWS: TWO NEW SURVEYS   185

Table 5: Profile of responses regarding the costs of non-
compliance in two hypotheticals for the year 2000 and 2002 
for the total sample#

Source of deterrence Not declaring 
cash income of 

$5,000

Falsely claiming 
work deductions 

of $5,000
Percentage saying >50/50 chance
2000 2002 2000 2002

Probability of getting caught 36 33 59 54

Probability of legal consequence (court + 
fine + tax with interest)

56 56 54  53

Probability of legal consequence (court + 
tax with interest)

53 54 52 51

Probability of legal consequence (fine + tax 
with interest)

66 65 67 66

Probability of legal consequence (tax with 
interest)

68 68 71 70

Percentage saying a ‘large problem’
(Responses on a 1 ‘no problem’ to 4 ‘large problem’ scale)

2000 2002  2000 2002
How big a problem would it be if you were 
taken to court, fined and had to pay your 
tax with interest?

80 77 81 77

How big a problem would it be if you were 
taken to court, and had to pay your tax 
with interest? 

71 68 72 69

How big a problem would it be if you 
were fined and had to pay your tax with 
interest?

63 64 63 63

How big a problem would it be if you had 
to pay your tax with interest?

  42 41 42 43

Mean scale scores
(Responses on a 1 ‘not likely’ to 4 ‘almost certain’ scale)

 2000 2002  2000 2002
Shame acknowledgement as a response to 
receiving a substantial fine. 

3.07 3.06 3.05 3.03

Shame displacement as a response to 
receiving a substantial fine. 

1.92 1.96 1.81 1.85

#Minimum n for the year 2000 = 1,860, and for the year 2002 = 2,228.
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TAX REFORM

If citizens are to be treated as responsible, then their views on tax reform 
are another area of interest. The aspect that was rated as the highest priority 
was that corporations should pay their fair share of tax – 60 per cent said 
this was of the utmost importance in the 2000 survey and 64 per cent in the 
2002 survey. Removing grey areas of the law was of the utmost importance 
to 40 per cent of respondents in 2000 and 41 per cent in 2002. Responses 
to the remaining list of tax reforms by priority went as follows:

• Ensuring wealthier individuals pay their tax (37 per cent in 
2000, 39 per cent in 2002);

• Making public the amount of tax paid by corporations (34 and 
35 per cent);

• Minimising regulation and paperwork (34 per cent in both 
surveys);

• Keeping taxation as low as possible (31 and 30 per cent);
• Broadening the tax base so that everyone contributes (30 and 

33 per cent);
• Giving corporations incentives to serve the community (29 

and 28 per cent);
• Keeping administration costs down (28 and 29 per cent);
• Simplifying the tax system and removing as many exemptions 

as possible (25 and 26 per cent).

PUBLIC EXPENDITURE

One question asked if respondents were satisfied with how their money 
was spent – 15 per cent (16 per cent in 2002) were, but 49 per cent were 
dissatisfied (50 per cent in 2002). Another set of questions asked respondents 
whether they would like to see more or less public expenditure on certain 
programmes. In general, respondents would like to see more expenditure 
on health (89 per cent in 2000 and 88 per cent in 2002 indicated they 
would like more spent), education (85 and 84 per cent), policing (70 per 
cent in both surveys), protection from illegal immigration (63 and 64 per 
cent), scientific research (61 and 62 per cent), employment (57 and 56 per 
cent) and industry development (56 and 58 per cent). Less than half of the 
respondents wanted to see more money spent on defence (48 and 47 per 
cent), welfare (46 and 42 per cent) law courts and legal aid (34 and 31 per 
cent) and the arts (16 and 14 per cent).
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7.  Conclusion

This paper summarises two very different approaches to tax compliance, 
each of which offer some insight into the issue of compliance. The narrow 
economic rationality approach sees the issue in terms of costs and benefits 
of compliant behaviour and therefore implies that the most important 
consideration is the expected financial return to different courses of 
action. According to this view, taxpayers will evade tax if they think they 
can gain from it financially. The responsible citizen approach attempts to 
take account of a wider range of factors that might influence taxpayer 
behaviour. This approach provides strong evidence that taxpayers are not 
simply independent selfish utility maximisers but that they also behave in 
ways that are consistent with different attitudes, beliefs, norms and rules. 
Citizens do not normally have to be coerced into behaving in a socially 
acceptable way and it is not necessarily true that they have to be with 
respect to taxation. Although crime might pay, most people do not find this 
to be a sufficient reason to become a criminal.

If most taxpayers are basically willing to comply with the requirements of 
the tax system, then tax agencies may be more effective if they concentrate 
on assisting them to do so rather than putting the emphasis on threats 
and sanctions. This can be done, for example, by producing clear and 
straightforward tax returns, guides and other forms of taxpayer support. 
Treating taxpayers who are essentially willing to comply as if they are 
potential criminals distracts both the tax agency and the taxpayers from the 
task at hand. Furthermore it might generate taxpayer resistance, legitimise 
tax evasion in the eyes of some taxpayers and even make it more acceptable 
for honest taxpayers to go to greater lengths to manipulate their affairs 
to avoid tax legally79. With respect to those who are prepared to defraud 
revenue agencies for financial gain, the appropriate response would be to 
focus on reducing the likelihood of financial reward for tax evasion. This 
can be done by improving detection rates and imposing penalties where 
appropriate.

The results of two substantial surveys are presented in this paper and 
provide further evidence supporting the view that the narrow economic 
approach alone is not sufficient to provide a sound basis for developing a 
policy of promoting taxpayer compliance. For example Table 4 indicated 
that nearly three-quarters of respondents said that they should honestly 

79  Murphy, supra note 70
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declare cash earnings on their tax return and only a small minority thought 
it was acceptable to overstate tax deductions. 

Given that the findings of the two surveys add weight to the responsible 
citizen approach, one area that might be examined is the relative 
importance of additional expenditure on promoting compliance. Rather 
than necessarily concentrating such resources on the minority who refuse 
to comply, at least some of it might be better spent providing more support 
to assist those who wish to do so to comply with the tax system. Instead 
of treating all taxpayers as irresponsible and potentially dishonest, a sound 
compliance strategy should be sufficiently flexible to take advantage of 
taxpayers’ willingness to act as responsible citizens while reserving more 
interventionist methods for those who are not willing to act in this way.

The Australian Tax Office has made significant progress in this direction, 
most notably in the development of the Compliance Model described 
in Section 4 above and which indicates the appropriate response to 
apparently different motivating factors in taxpayers’ compliance behaviour. 
It is clearly acknowledged that it is no longer sufficient just to establish 
whether particular taxpayers are compliant or not, but why they may not be 
compliant and what might be the best way to improve matters. Some other 
tax administrations have moved in the same direction and this seems to be 
the area with the most scope for improving compliance in the future.


