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1 INTRODUCTION

Taxpayers are facing challenging times, which lead them
to look for ways of reducing their costs, including their tax
liabilities. Against this background, governments are
searching for new methods of collecting revenue and
increasing compliance. In doing so, tax administrations are
moving towards an approach based upon good governance
principals. This new course of action is based on the
management inference between social systems, the ethnics
and is mainly focused on the institutional and interactive
cooperation between governmental and non-governmental
actors. In dealing with the issue in this manner, tax
compliance, efficient tax systems and the question of
taxpayer motivation are the most relevant factors.

In terms of this new approach, the interaction between
taxpayers and governments should be based on trust,
reciprocity, assistance and coordination. The primordial
objective is no longer to catch non-compliant taxpayers
but rather to encourage voluntary compliance. It is
therefore necessary, to review the tax system, its norms,
agents and policies and the way tax administrations build
relationships with taxpayers: who should be considered as
clients: citizens who want to pay taxes and who need the
help of the State in order to do so.

Any review of a tax system requires cooperation
between the government, business people and academic
experts. The construction of an efficient relationship
between taxpayers and tax administrations requires the
exchange of their respective ideas, experiences, concerns
and the latest theoretical approaches. The rules adopted by
lawyers, for example, need the support of economic and
business theory, while the incorporation of research from
other areas such as psychology, are necessary in
understanding both the personal motivation of taxpayers
and in identifying the factors which have the greatest
influence on their behaviour.

It is against this background, that the Austrian
Ministry of Finance and the Institute for Austrian and
International Tax Law, in cooperation with the Faculty of

Psychology of the University of Vienna, organized the
International Interdisciplinary Conference: Tax Governance
– The Future Role of Tax Administrations in a Networking
Society. The aim of the conference was to share ideas and
experiences, as well as to promote new developments in
the taxpayer/tax administration relationship.

The conference was divided into four panels:
The first panel: Tax Crime and Sanctions, explored the new

fraud structures and the tax authorities’ responses to these
in the fight against tax evasion; the role of sanctions: their
effectiveness and limitations, was also analysed.

The second panel: Tax Evasion and Aggressive Tax Planning,
dealt with the distinction between tax planning and
aggressive tax planning. The focus was on the modern
structures created for tax planning purposes; the
qualification given by tax administrations; the role of tax
advisers; the concept of aggressive tax planning;
agreements with authorities; and binding rules.

The third panel, Enhanced Relationship, discussed the
benefits that an enhanced relationship provides both for
the revenue authorities and for taxpayers. In this regard,
the impact of transparency as an agent for certainty and
the role played by the type and quality of service States
provide to taxpayers were also considered relevant.

The last panel: Voluntary Compliance, focused on the
definition of ‘voluntary’. It looked at the new techniques
used to illicit taxpayer compliance and an analysis of the
mental processes occurring in the taxpayer’s mind. The
importance of cooperation between the tax administration
and taxpayers and the influence of public morality on the
willingness of taxpayers were also central to the discussion.

The interaction of the different disciplines, national
experiences and backgrounds represented in the panels,
gave rise to some interesting debate. In each of the panels,
new areas of research were identified that academics
(psychologists, economists and lawyers collectively) and
tax administrations might wish to explore in the
future, for the improvement of the relationship
between governments and taxpayers and to increase tax
compliance.
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2 FIRST SESSION: TAX CRIME AND SANCTIONS

Session 1 focused on the topic, ‘Tax Crime and Sanctions’.
The paper: Are Graduated Tax Penalties Efficient? written

by Alex Raskolnikov (Columbia Law School) and presented
by Tina Ehrke-Rabel (Institute for Fiscal Law, University of
Graz), seeks to identify an efficiency-based rationale for
graduated tax penalties, but does not find one. The author
introduces the discussion by highlighting areas where
graduated penalties can be justified on a welfare basis. In
the case of externalities, optimal regulations induce
private actors to choose the socially optimal outcome in
the course of satisfying their individual needs. The article
looks at the way in which a system of graduated penalties
may achieve this in some areas, such as speeding. The
author concludes, however, that the same reasoning in
relation to possible inducements to compliance, is
inapplicable in the context of tax law violations due to the
fundamentally differing nature of the problem. Rather
than an internalization of external harm, the goal of
optimal taxation lies in a minimization of labour-leisure
distortions. Economic theory accepts that the socially
optimal outcome – a world without taxes – cannot be
achieved given the exogenous setting of the distributional
objective. The author suggests that tax-motivated
decisions give rise to a variety of social costs that cannot be
fully deterred by any penalty scheme. Since tax-motivated
choices may not easily be distinguished from those
unrelated to tax, measures aimed at deterrence inevitably
may impose an unjustified burden on those practices,
which, although displaying the characteristics of
avoidance, are in fact, harmless. Moreover, given the
limitations of enforcement, considerable resources might
be spent by taxpayers in order to avoid detection and
prosecution. Without knowledge about the relationship
between these costs and the cost of any penalty, the author
argues that one cannot evaluate a tradeoff, leading him to
the conclusion that optimal deterrence analysis cannot be
deployed in the tax context. In the remainder of the
article, he discusses the implications of this conclusion for
conventional arguments about graduated tax penalties. He
concludes that intuitive optimal deterrence justifications
for applying a system of graduated penalties do not apply
in the tax context, and that the existing limited efforts to
identify the key tradeoffs which should guide efficient tax
enforcement are incomplete, indeterminate or implausible.

The article: An Assessment of the Influence of Sanctions and
Other Factors Upon International Taxpayer Compliance written
by Ken Devos (Monash University), reviews the literature on
tax compliance and suggests that a combination of various
measures is required in order to prevent tax crime. He
points out that early research in the field was mainly based
on economic deterrence models which interpreted tax
evasion as a risky gamble. Audit probabilities and fines
were thus considered as the main determinants of tax
evasion. However, the author explains that current

research highlights the impact of psychological and
sociological factors such as tax morale or perception of tax
fairness. He discusses empirical studies, which provide
evidence to support the assertion that both economic and
non-economic factors increase the overall deterrent effect,
before he goes on to specifically consider the role of
sanctions. While he regards sanctions as playing a
particularly important role, he cautions that the other
factors influencing tax evasion must not be omitted from
the analysis; specific features such as media coverage, tax
law simplification or withholding arrangements have been
found to be critical in preventing tax fraud. The author
concludes that a combination of persuasive and coercive
approaches is likely to yield the best results in reducing
tax evasion and outlines the implications of his findings
for the design of tax policy.

The articles: Tax Governance – The Future Role of the Tax
Administration in a Networking Society written by Gerhard
Dannecker (University of Heidelberg) and Roman Leitner
(University of Linz), and presented by Augusto Fantozzi
(Former Minister of Finance, Italy), and: Tax Crime and
Sanctions written by Eleonor Kristoffersson (Örebro University),
presented by Scott D. Michel (Caplin & Drysdale, USA),
deal with the topic of tax sanctions from a legal point of
view, the latter article looking at the subject matter
primarily from a Swedish perspective. These articles
highlight a general trend towards an internationalization
of tax fraud and tax crime, mirroring the dynamic
internationalization of the world’s economies, and the
consequential need for tax authorities to look beyond their
national borders when fighting tax crime and tax fraud.
Various kinds of tax-offensive behaviour are identified in
the articles: first, there are the so-called typical ‘tax
offences’ such as non-disclosure of income, employment of
illegal workers, evasion of capital income tax and evasion
by way of deducting non-business related expenses;
second, the increased degree of organization of various
kinds of tax evasion among small and medium-sized
businesses; third, the issue of VAT ‘carousel fraud’ in the
context of the European Union’s harmonized VAT system;
and fourth and finally, fraudulent cooperation between tax
advisors and corrupt members of tax authorities are
considered to pose a threat, not only to the tax revenue,
but also to the state of the law, as the perceived abuse of
authority may cause a loss of tax payer confidence in the
system. The articles mention different measures taken by
tax authorities to fight tax offences; tax audits are regarded
as the centrepiece of each tax authority as it is only where
taxpayers face the risk of a potential audit at any time that
tax offences can be prevented. The articles also discuss the
use of electronic data, the development of erudite software
and the setting up of special tax audits as useful tools in
enhancing the effectiveness of tax audits. Moreover, on the
basis that tax evasion – mostly detected in the course of a
tax audit – is the foundation for criminal proceedings;
they also highlight the need for cooperation and

‘Tax Governance:The Future Role ofTax Administrations in a Networking Society’

265



coordination between the administrative departments for
tax audits and those for criminal proceedings. The articles
also draw attention to the fact that an effective fight
against tax offences and crime requires the raising of
public awareness. In addition to information campaigns –
which have been successfully conducted in Sweden – one
way to increase awareness is to reflect the seriousness of the
crime in the severity of the penalty. The authors also
consider the introduction of criminal penalties for legal
entities: providing punishment for both the offender and
the organization. Lastly and importantly, both articles
emphasize the boundaries established by the European
Convention of Human Rights, EU law and national
constitutional law in relation to the use of sanctions,
specifically: the principles of legality, legal certainty,
proportionality and non bis in idem.

The article Deterrence, Tax Coping Frames and Defiance
written by Valerie Braithwaite (Australian National Univer-
sity), presents different coping styles and motivational
postures adopted by individuals, based on the assumption
that taxation constitutes a threat to an individuals’ freedom.
According to the author while some taxpayers might adapt
a problem-focused coping style by taking control of their
financial affairs, always trying to minimize their tax-
burden, others might take on an emotion-focused coping
style in the form of feeling oppressed by taxation. Alterna-
tively, another approach might be the reinterpretation by
taxpayers, of ‘tax-paying’ as a ‘threat’ by way of cognitively
reframing it into an honourable activity. The article also
suggests that coping styles influence the level of taxpayer
cooperation with the tax authority; while taking control
increases the non-deferential posture of dismissive defiance
that in extreme cases leads to tax avoidance, feeling
oppressed results in the communication of dissatisfaction to
the tax administration. On the basis of a study conducted in
Australia in 1999, the author suggests that deterrence has
positive effects as it increases moral thinking: thus enhanc-
ing tax compliance. However, measures intended to deter,
increase resistant defiance among people with the
emotional-focused and feeling-oppressed coping style. She
argues, therefore, that in order to be effective, tax adminis-
trations should be responsive to individuals. This regula-
tory approach is shown clearly in the so-called regulatory
pyramid which is driven by the principle of using only as
much pressure as is necessary to achieve compliance. At
lower levels of the pyramid, education and persuasion of the
taxpayer may be sufficient, while at the top of the pyramid
severe sanctions should be imposed. The article concludes
by pointing out the value of the regulatory approach: where
tax authorities cooperate with the taxpayers who want to do
so, most will choose to return to the bottom of the pyramid
in order to avoid punishment by the authorities.

3 SECOND SESSION: TAX EVASION AND

AGGRESSIVE TAX PLANNING

The second session dealt with tax evasion and aggressive
tax planning (ATP).

The article: Tax Evasion and Aggressive Tax Planning
written by Theo Keijzer (Dorean Global Tax Policy B.V.) and
presented by Josephine Feehily (Irish Tax and Customs Admin-
istration), highlights that, due to the lack of universally
accepted definitions, the demarcation between the terms
tax evasion and ATP is rather vague. The author contends
that in a globalized world, delineating acceptable forms of
tax planning from ATP is not only in the interest of
taxpayers, local authorities and politicians, but also of the
public in general and of the tax authorities in other
countries. For politicians and tax authorities, maintaining
an attractive business environment and achieving a high
rate of tax compliance is crucial. Hence, provisions stipulat-
ing mandatory reporting of tax schemes and rules to protect
the tax base are enacted. By way of example, the author cites
the general and specific anti-avoidance rules recently intro-
duced by India, the UK, the EU Commission in the
Common Consolidated Corporate Tax Base (CCCTB) pro-
posal, and the Organisation for Economic Co-operation and
Developments (OECD) in the 2011 Updated Guidelines for
Multinational Enterprises. The article also refers to the fact
that taxpayers are interested in certainty, optimal low tax
burden and access to foreign markets without obstacles. The
public, represented by non-governmental organizations
(NGOs), wants taxpayers to pay their fair share, while the
legislator wants to attract foreign businesses in order to
keep the income and the employment rate high. The article
highlights that this struggle of conflicting interests has led
to the incorporation, at national level, of complex legisla-
tive rules in what continue to be distinct tax systems.
According to the author, this trend is not sustainable.
Rather, the various needs of the aforementioned actors
would be best served by the implementation of simpler tax
rules, enhanced relationships, joint audits and a single
consolidated model as opposed to regional tax systems.

Following the presentation of the article, discussion
amongst the participants identified the need for a change
in corporate tax systems and noted the fact that shorter tax
codes do not automatically create greater certainty for
taxpayers. From the taxpayer perspective, willingness to
comply was perceived to increase in response to offered
‘rewards’ instead of focusing on deterrence like most
current tax systems. Advanced Pricing Agreements
were referred to in the course of discussion, as being one
such type of ‘reward’. The view was also expressed, that
taxpayers disclosing all relevant information to the tax
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administration should be free from any subsequent
criminal prosecution.

The article Would a Simpler Tax System Reduce ‘Aggressive
Tax Planning’ written by James Alm (Tulane University) and
presented by Christian Kaeser (Global Head of Tax, Siemens
AG), deals with the effect of the complexity of tax systems
on Aggressive Tax Planning (ATP). It also addresses the
contrast between the theoretically clear cut definitions of
legal tax avoidance and illegal tax evasion and the lack of a
generally accepted definition of ATP. Moreover, Alm states
that by decreasing the effective tax rate on income below
the legally prescribed tax rate, ATP complies with the
letter but abuses the spirit of the law.

In order to highlight the issue of the theoretical
complexity of tax systems, Alm’s article refers to the US
Internal Revenue Code (IRC) which has been changed
more than 4,400 times over the last ten years and induced
estimated compliance costs of up to US Dollars (USD) 225
billion per year in the United States. In addition to
complex legislative changes, the complexity and
uncertainty which may arise as a result of a change in
judicial opinion is also a risk factor for taxpayers and thus
crucial for ATP. Furthermore, the author distinguishes tax
base risk (i.e., the risk that the nature of the tax base
might be changed by the government) and tax rate risk
(i.e., the risk that the tax rate applied to the tax base
increases). Individual reactions towards the different forms
of risk range from increasing the size of the tax base when
facing an increased tax base risk, to decreasing the size of
the tax base when facing an increasing tax rate risk. Thus,
the degree of uncertainty about the possible outcomes of
ATP (in terms of probability of success) or the stability of
the tax rate for reported income should be decisive for the
extent to which taxpayers can engage in ATP. The author
also indicates that economic models prevailing in tax law
literature assume that taxpayers know the correct amount
of taxes due, which is not very likely in practice. Moreover,
Alm addresses the fact that psychological research suggests
that perceptions of transparency and fairness in tax systems
and administrations have a positive influence on tax
compliance. Accordingly, the results of theoretical analyses
from different perspectives are conflicting with regard to
the impact of complexity on ATP. Since there is little
information on the extent of aggressive tax planning, the
article suggests that laboratory experiments offer the
possibility to understand the mechanisms driving tax
compliance in complex environments. The results from
such experiments propose that uncertainty in relation to
tax liability lowers compliance rates for filing and
reporting, and that the provision of taxpayer information
services significantly increases compliance rates. It is noted
however, that to date the actual impact of complexity on
reporting behaviour has yet to be determined.

Considering theoretical and practical information, Alm
concludes that higher levels of ATP may be caused by
complex and uncertain tax systems, but that simplification
of tax systems may not necessarily reduce ATP. However,
he notes that behaviour is driven by various factors which
may only be partly influenced by administrative policies.
Therefore, he considers necessary that individual
differences are taken into account when designing policies
to control ATP. To this end, he suggests the use of
different paradigms: the enforcement paradigm (repression
of illegal behaviour by detection and punishment), the
service paradigm (provision of services, treatment of tax
payers as clients) and the trust paradigm (implementing
social norms which encourage tax compliance and change
the culture of paying taxes).

Some further aspects which the author presents suggest
that complexity increases ATP, since a more complex
system provides more opportunities for aggressive tax
planning with prevention and enforcement becoming
more difficult. Taking findings from other disciplines into
consideration, he states that increasing complexity
discourages compliance with social norms, decreases trust
in the tax system, destroys intrinsic motivation and
diminishes tax morale. Thus greater complexity seems to
increase ATP, and greater simplicity seems to reduce ATP.

The article: A Field Experiment on Moral Suasion and Tax
Compliance Focusing on Under-Declaration and Over-Deduction
written by Benno Torgler (Queensland University of
Technology) and presented by David Rosenbloom (New York
University), explores the influence of moral suasion on tax
compliance of individuals in a field experiment conducted
in the Swiss Commune of Trimbach. Of the 3,497
taxpayers of Trimbach, 578 individuals were selected
randomly and divided into a treatment and a control
group. The members of the treatment group received a
letter from the Commune Fiscal Commissioner in addition
to their tax forms. In this letter, it was emphasized that
the Commune would suffer greatly if the inhabitants did
not pay their taxes, and that the Fiscal Commissioner
trusted in their sense of responsibility to meet their
obligations. Unlike similar previous studies and field
experiments, the author had access to the results of the
audits of the taxpayers. All tax forms were inspected so
that a comprehensive analysis was therefore possible. The
main conclusion of the experiment was that no statistically
significant difference between the two groups was found.
However, as far as income tax evasion was concerned,
analysis showed that homeowners belonging to the
treatment group were more compliant. During the
discussion, some conference participants expressed the
view that reputational risks are of greater importance for
corporate taxpayers, such as stock companies, than for
individuals. Thus, they pointed out that publishing the

‘Tax Governance:The Future Role ofTax Administrations in a Networking Society’

267



name of non-compliant corporate taxpayers might be
considered a powerful tool for combating tax evasion.

4 THIRD SESSION: ENHANCED RELATIONSHIP

The third session carried the title ‘Enhanced Relationship’:
that is, establishing and sustaining mutual trust between
taxpayers and revenue bodies.1

The article: Horizontal Monitoring in Slovenia, written by
Mitja Čok (University of Ljubijana, Faculty of Economics) is
based on the Tax Administration of the Republic of
Slovenia and, in particular, the pilot project of Enhanced
Relationship (named Horizontal Monitoring) which was
launched in 2010. This project is based on the Dutch
model and was launched in cooperation with the Dutch
Tax and Customs Administration. Horizontal Monitoring
in Slovenia follows from a common agreement between
the tax administration and taxpayers. The project is
implemented in several steps; the first of these being the
creation of a taxpayer profile. This is followed by an
introductory interview, an analysis of the taxpayer’s
internal tax controls and finally, by continuous monitoring
of the taxpayer. According to the author, Horizontal
Monitoring is particularly suitable for large corporate
taxpayers who want to pay their tax obligations in the
correct amount and have no history of evading taxes.
Currently, the project includes seventeen of the largest
Slovenian taxpayers. The article points out that, besides an
improved relationship between the tax administration and
taxpayers, both parties share better insight and
knowledge, resulting in increased voluntary tax
compliance. While tax auditing is retrospective in nature,
Horizontal Monitoring is focused on the present and
future operations of taxpayers and their interaction with
the tax administration. As a result, taxpayers are provided
with tax certainty in advance. Notwithstanding some
introductory difficulties, after two years of operation,
Horizontal Monitoring in Slovenia has already shown
positive results. In the long term, the project should
improve the tax culture and the tax system, and it should
increase the international tax attractiveness of the country.

The article was commented on by Theo Poolen
(Netherlands Tax and Customs Administration); who provided
further insight into the Slovenian model and also the
original Horizontal Monitoring employed in the
Netherlands. He pointed out that Horizontal Monitoring
relies greatly on a country’s legal structure. In the
Netherlands, it is an agreement between the tax
administration and taxpayer to work together within the
legal structure, and it is based on mutual trust,
transparency and understanding. In the Netherlands,
Horizontal Monitoring addresses not only the large

taxpayer segment but also it focuses on smaller and
medium-sized companies and still requires further
development since, with regard to small businesses, the
tax administration does not enter into compliance
agreements but proceeds through tax intermediaries.
Finally, the commenter emphasized that Horizontal
Monitoring is not an absolute compliance measure but
only one part of an overall compliance risk strategy.
Hence, a compliance strategy should also include other
measures to influence behaviour.

The article: Enhanced Relationship – A New Impetus for
Tax Enforcement? written by Klaus-Dieter Drüen (Heinrich-
Heine-University Düsseldorf), deals with the implementation
of ‘Enhanced Relationship’, which has been introduced by
the OECD. The OECD encourages enhanced
communication between tax authorities and taxpayers as a
means of managing the tax repercussions of the economic
crisis and to address the increased demand placed on tax
administrations as a result of aggressive tax planning. The
paper discusses firstly, the conceptual premise on which
these endeavours are based, and goes on to deal with the
possible practical and legal objections to the application of
an Enhanced Relationship. According to the author, it is
doubtful – notwithstanding the laudable objectives of
accelerating and improving the assessment process – as to
whether the OECD is on the right track by imposing an
Enhanced Relationship approach. As various approaches
for Enhanced Relationship already exist throughout
different jurisdictions, the author questions the need for a
theoretical superstructure. He believes that, instead of
imposing a superior approach, another solution to increase
compliance, could be to refine and to internationalize
existing best practices in cooperation.

This article was commented on by Chris Tailby (HM
Revenue & Customs). He explained that it is not
unreasonable that the Enhanced Relationship approach
addresses only larger taxpayers since they contribute in
larger measure to the tax revenue of a country. With
regard to the concerns of the author; namely that taxpayers
may think that appeals are excluded or that there is
pressure on taxpayers not to appeal, the commenter
indicated that he assumes that in the UK, the taxpayers
working within the Enhanced Relationship approach feel
that they do have access to the tax tribunals if they get
into difficulties with the tax authority. Furthermore, the
commenter pointed out that a single model for Enhanced
Relationship might not suit all countries and taxpayers.
As such, the concept requires a different interpretation in
different countries: offering guidelines instead of
compulsory rules. He also explained that the mobility of
tax personnel could present a challenge. According to
Tailby, a further problem is that tax administrations might
get too close to taxpayers. Governance rules are therefore

Notes
1 See Org. Econ. Co-operation & Dev., Study into the Role of Tax Intermediaries 40 (2008).
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required in order to achieve the correct tax results. He
agreed with the author that it is crucial to have a change
in mentality. He also considered that Enhanced
Relationship might function more easily in a less rigid
system. Finally, the commenter predicted that not all
taxpayers would be receptive to engagement in Enhanced
Relationship.

The article: The ‘Enhanced Relationship’ Between Tax
Administrations and Large Corporate Taxpayers: Discretion and
Regulation, written by Judith Freedman (Oxford University,
Faculty of Law and Centre for Business Taxation), points out
that the concept of an Enhanced Relationship between tax
authorities and large business taxpayers has more than one
origin and takes different forms in different jurisdictions.
Still, the central themes have been drawn together by the
OECD as representing a desirable approach to efficient
resource allocation and risk management. According to
the author, Enhanced Relationship between tax authorities
and taxpayers is a positive concept that should be
encouraged. However, in the UK and especially where the
concept is expressly targeted at large corporations, clear
regulation is a crucial element. Therefore, she clarifies that
Enhanced Relationship has to be managed within a certain
framework so that it can be scrutinized to ensure that large
corporate taxpayers are not given undue preferences and
benefits by virtue of these arrangements; otherwise, legal
principles of equality would be contravened, and this is
not conducive to efficiency. The revenue authorities’
opinion about what is desirable behaviour should not
become a substitute for legislation and judicial decisions.
The author emphasizes that Enhanced Relationship is a
valuable concept and much more than a mere
administrative tool. Therefore, it must be applied with
proper care and controls.

Comments on this article were provided by Peter
Baumgartner (Former CEO of SwissHoldings) who perceived
Enhanced Relationship as being a prudent reaction to the
increasing complexity of the tax system. He mentioned
that Switzerland has established this kind of relationship
in a less formal way for many years. He suggested that, as
Enhanced Relationship is currently only a national
concept, tax administrations should consider whether
information they hold could be of interest for tax
administrations in other countries. The commenter agreed
with the author that Enhanced Relationship is a valuable
concept, but that it must be applied with proper care.
Finally, he emphasized that mutual trust and transparency
are crucial.

The article: Tax Authorities’ Interaction with Taxpayers:
Compliance by Power and Trust, written by Katharina Gangl,
Eva Hofmann and Erich Kirchler (University of Vienna,
Faculty of Psychology, Department of Applied Psychology) was
presented by one of the authors: Erich Kirchler. He
explained that tax compliance depends on both the power
of tax authorities and trust in the tax authorities. While
power is assumed to lead to enforced tax compliance, trust
drives voluntary cooperation. The aim of the article is to

differentiate between coercive and legitimate power and
between reason-based and implicit trust; moreover, it also
explores the dynamics between power and trust. The
authors maintain that the puzzle of contradictory
assumptions and research findings on the dynamics
between power and trust can be resolved by differentiating
coercive power from legitimate power and reason-based
trust from implicit trust. Two strong mechanisms
determine the dynamics between power and trust: coercive
power and implicit trust mutually erode each other,
whereas legitimate power and reason-based trust mutually
reinforce each other. The antagonistic climate is based on
coercive power. A service climate is theoretically based on
legitimate power and reason-based trust. The authors
point out that there cannot be a Utopia, but if there is
implicit trust one generates a confidence climate.
Depending on the severity of coercive power measures
which are applied, a confidence climate mutates into a
service climate or an antagonistic climate.

The third session dealing with Enhanced Relationship
ended with a lively debate, in which – amongst other
issues – the role of tax advisors; the issue of equal
treatment of taxpayers; and the question of whether
Enhanced Relationship should be mandatory or optional,
were discussed.

5 FOURTH SESSION: VOLUNTARY COMPLIANCE

The last session focused on diverse aspects of tax
compliance: from the correct meaning of the concept to
the key factors which motivate taxpayers towards
voluntary compliance.

The article: Voluntary Compliance written by Roman Seer
(Johannes Kepler University) provides a general overview of
voluntary compliance and a critical analysis of its key
factors. As a starting point, the author clarifies that
‘voluntary compliance’ does not refer to the freedom to
decide whether or not to pay taxes but rather the
taxpayer’s internal motivation for complying with such
obligation. Based on this, he identifies three groups of
taxpayers: those who comply based on their own will;
those who comply only in the face of the coercive measures
of tax authorities; and others who do not comply. The goal
of an effective tax compliance policy is to attract taxpayers
to the first group.

In addition, he states that achieving this goal requires
consideration of the following factors: (a) a fair and
coherent tax law system based on equality, certainty,
convenience of payment and economy in tax collection; (b)
A High State Tax Morale with which the taxpayer
identifies; (c) effective tax enforcement based on risk
management systems; (d) a structural tax enforcement
based on third parties’ help (withholding) and indirect
consumption taxes; (e) cooperation between government
and taxpayers based on sharing of information and
transparency; and (f) soft State measures such as easy access

‘Tax Governance:The Future Role ofTax Administrations in a Networking Society’

269



to tax agents, quality of the information shared and
improvement of tax compliance public relations.

Jean-Pierre Lieb (General of Finance at France’s Department
of Taxation) commented on this article. He agreed that the
term ‘voluntary compliance’ is somewhat ambiguous.
Moreover, he noted that it is difficult to define which tax
morale should play the main role; the taxpayer’s or the
State’s. He pointed out that voluntary compliance requires
understandable tax systems and therefore, assistance to
taxpayers is a key factor for improving compliance. Finally,
he made reference to tax administrations services based on
risk management and taxpayer’s profiles.

During the discussion, suggestions as to how to define
‘voluntary compliance’ focused on the meaning of the term
in several jurisdictions (France, Sweden, United States
among others); also the need to distinguish between
corporations and individuals as taxpayers and to provide
different treatment to each one of these groups.

The article: Narrative and Tax Compliance written by
Susan Mors (University of California), deals with the
introduction of narrative as a tool for achieving tax
compliance among taxpayers who are outside mechanisms
like withholding, third party reporting and audit. The
article begins by exploring Responsive Regulation as a
mechanism for achieving compliance. This theory holds to
the view that taxpayers respond to initial government
persuasion. It notes, however, that the way to deal with
taxpayers, who do not have a strong relationship with
government, remains unclear. On this point, the author
suggests that the answer lies in the principle of reciprocity
which may be encouraged with norms addressing small
groups with whom non-compliant taxpayers may identify
(based on small group theory). Her proposal is to use a
narrative tax compliance strategy for such purposes.

This strategy encourages compliance through the use of
narrative based on two key factors: probability and fidelity.
The content of these narratives should cover the benefits
received from the government, the situations of compliant
taxpayers and the punishment given to non-compliant
taxpayers. Finally, the author summarizes the possible
challenges for her proposal: confidentiality; lack of
empirical data about the impact of using narrative for
achieving tax compliance (and tax authorities’ lack of
expertise in storytelling); and the cost of implementation
and how this cost relates to the actual increase in revenue.

The commenter, Rüdiger Jung (Luxembourg Bankers’
Association), highlighted the need for a balance between
the two types of narratives which the article identified.
His main concern was which one should prevail: the
punishment or the pro-social one; and the viability of
each. He also considered that tax narrative strategies
should focus on pro-social narrative based on his
perception of the feeling of trust in government. However,
he considered that the punishment strategy should pay
special attention to the principle of proportionality when
determining sanctions.

In response to these comments, the author of the article
considered that both pro-social and punishment narratives
are quite possible in so far as both are based on well-
formulated narratives that match taxpayer values. The
audience, however, expressed concern about the basis on
which the proposal was made and suggested that more
empirical research should be carried out to develop this
topic further.

The article: With Which Countries Do Tax Havens Share
Information?, written by Katarzyna Anna Bilicka and
Clemens Fuest (both from University of Oxford, Saïd Business
School), reviews the quality aspect of the Tax Information
Exchange Agreements (TIEAs) signed by Tax Havens,
after an exponential growth in such agreements during the
period from 2000 to 2011. The article notes that between
2008 and 2011, tax havens signed, on average, more
TIEAs with countries to which they have strong economic
links, thereby increasing their effectiveness in fighting tax
evasion. The authors highlight that before the OECD
Model treaty for information exchange in tax matters was
launched in 2002, separate bilateral agreements for tax
information exchange were the exception.

The article suggests that stronger economic links
increase the likelihood of agreements being signed. The
findings of the article suggest that while tax havens do not
systematically avoid signing TIEAs with countries with
which they have strong economic links, the fact that, on
average, tax havens only have agreements with about half
of their five most important partner countries, illustrates
that not all important and potentially relevant countries
are actually covered, and that tax havens do not seem to
face an overwhelming pressure to sign TIEAs with such
countries. The article concludes that none of the tax
havens studied has signed TIEAs with more than three out
of their five main trade partners. Moreover, it notes that
after meeting a threshold of signing twelve agreements,
the number of agreements signed by Tax Havens slows
down.

The commenter for this article, Sven-Olof Lodin
(Independent Legal Services Professional), stated that this
study clearly shows that the OECD’s efforts to encourage
tax havens to sign information exchange agreements have
been successful. At the same time, he considered that it
could not be excluded that tax havens are choosing
jurisdictions other than those where evaders reside. He
observed that the study is restricted to analysing TIEAs
signed directly with thirty-three tax haven jurisdictions;
yet, additional studies could be carried out reviewing non-
tax haven jurisdictions and their agreements with tax
havens. A specific review of the agreements reached with
Nordic countries would also be beneficial given that
Nordic countries have already signed over 200 treaties
with tax haven countries. Additionally, he considered that
a review of the structure of the treaties actually signed is
needed. In his concluding comments, he noted that this
was an important area of research in relation to
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compliance, and he highlighted the fact that a number of
OECD Member States still do not have treaties with tax
havens.

From the panel, it was suggested that, in addition to
the need for a proximity study, a review of the practical
aspects of the exchange of information is also required.
The audience suggested that an interesting follow up
study would also involve analysing those countries which
did not sign TIEAs or DTTs with trading partners. In
addition, it was highlighted that there is an assumption
that low tax jurisdictions are able to select countries to
enter into agreements with; however, they will no longer
be able to retain such discretion once the Peer Review
Process enters into force.

The article: Mental Accounting of Self-Employed Taxpayers:
On the Mental Segregation of the Net Income and the Tax Due
written by Stephan Mühlbacher and Erich Kirchler (both from
Vienna University), examines whether Mental Accounting,
as a mechanism for self-control, is used by self-employed
individuals for taxation. They find that the self-employed
differ widely in their perception of taxes. Self-employed
individuals are vulnerable to underestimating their tax
liability, especially in the early years of a business, due to
the mechanics of taxation, where true tax liability can only
be determined at the end of the tax assessment period.
Differences in responses show that segregation and
integration varies not only between individuals but also
intra-individually across situations. Against this
background, the authors develop a mental accounting
index on the basis of interview protocols. Attitude towards
taxes shows that mental accounting practices towards
segregation are negatively related to taxpayer’s attitudes
towards tax evasion.

The research shows that age, income and number of
employees affects mental accounting practices, and that
segregation improves tax morale and tax compliance. The
older the participants were and the higher their income,
the stronger was their preference for segregation.
Employee numbers, however, did not appear to affect this
preference. No significant relationship was found between
experience and preference for segregation or integration.
Preference for segregating tax due from revenue was found
to be related to a positive attitude towards the tax system
and towards paying taxes, and an improved tax morale and
tax compliance.

Comments on this article were provided by Otto Farny
(Chamber of Labour, Vienna) who considered that the
segregation of taxation in Mental Accounting by self-
employed individuals was an expected outcome:
businessmen develop a plan to handle tax payments. In his
view, it was surprising that research showed that
segregation is not related to taxpayer’s attitudes towards
tax evasion. He argued that evaders have to keep a close

check on income and expenses, in order to avoid detection,
and that this could only be achieved through segregation.
The commenter also stated that this apparent lack of
connection could be attributed to the characteristics of the
sample used. In addition, he highlighted the fact that
while one would expect segregation to be positively
related to age, the article showed that it also yields
positive results with respect to compliance.

6 CONCLUSION

Jeffrey Owens, who has since delivered his inaugural lecture
as Professor and Director of the WU Global Tax Policy
Center, pointed out that the initiative set out by the
conference should be taken forward: continuing the
collaboration between experts of all research areas,
bringing together and considering the opinions which
they all provided.

According to Owens, the best way to motivate voluntary
compliance is by guaranteeing that the services provided
by governments satisfy taxpayers’ demands for efficiency
and effectiveness. Future research requires to analyse the
relationship between tax and other crimes, for its
implications as regards the traditional concepts of
confidentiality; the role of human rights in taxation; the
increase of cooperation between tax authorities and
financial intelligence units; and very importantly – the
improvement of the taxpayer’s perception of tax
authorities. This last point is highly relevant as far as the
attitude of taxpayers towards compliance with their tax
obligations is concerned.

The movement towards a Good Governance approach
requires effort both in relation to service and enforcement.
As such, Good Governance should also be the focus in the
reduction of aggressive tax planning. In the furtherance of
this approach, it is above all necessary to have a clear
definition of the meaning of aggressive tax planning; an
analysis of the impact of GAARs and the application of
substance over form doctrine; and the suitability of an
enhanced relationship approach.

In this regard, the consolidation of the enhanced
relationship approach requires: an analysis of the risks
involved for both, governments and businesses; the
necessary considerations under the principle of legality;
the best method of implementation; and clarity as to the
efforts and assistance that Tax Administrations are actually
willing to provide.

Finally, Owens cautioned that developing countries
cannot be forced to follow exactly, the methods and
policies advised by the conference; instead, they should
carefully adapt these to their tax policies taking into
account their own needs and resources.

‘Tax Governance:The Future Role ofTax Administrations in a Networking Society’

271




