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Abstract The “slippery slope framework” suggests voluntary and enforced compli-
ance as the two motivations underlying tax compliance behavior. Using questionnaire
data based on a sample of 476 self-employed taxpayers we show that perceptions of
procedural and distributive justice predict voluntary compliance, and trust in authori-
ties mediates this observed relation. In addition, the relation between retributive justice,
i.e. the perceived fairness with regard to the sanctioning of tax evaders, and enforced
compliance was mediated by power, just as the relation between perceived deterrence
of authorities’ enforcement strategies and enforced compliance. With regard to both
retributive justice and deterrence also a mediational effect of trust on the relation to
voluntary compliance was identified. Furthermore, voluntary and enforced compli-
ance were related to perceived social norms, but these relations were neither mediated
by trust nor power. Our findings are of particular relevance since the literature identi-
fies self-employed taxpayers as evading considerably more taxes than employees and
therefore they are an important audience for interventions to raise tax compliance.
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1 Introduction

Research on tax compliance has a long tradition in the field of economics, but in psy-
chology it received special attention only in recent years. The classical economic posi-
tion was dominated by the model proposed by Allingham and Sandmo (1972). They
framed the decision to evade taxes as an individual decision under uncertainty, deter-
mined by the factors income level, tax rate, probability of detection, and penalty rate
(Allingham and Sandmo 1972). Based on von Neumann and Morgenstern’s axioms for
behavior under uncertainty (1947), and building on the economic theory of criminal
activity (Becker 1968), the rationale is that taxpayers predominantly seek to maxi-
mize their own expected utility and thus evade if they can expect to get away with
it. However, taking into account the rather low probability that a taxpayer may be
audited in almost any country as well as the relatively low level of fines for evasion,
the assumption that solely the level of deterrence determines whether citizens evade
taxes must be seriously doubted. An overview of the inconsistent empirical findings
in the literature with regard to the traditional economic factors income, tax rate, audit
probability, and severity of fines is reported in Kirchler et al. (2010).

As a consequence, alternative factors like the perceived fairness of the tax system
and social norms were identified as relevant influences concerning the tax honesty of
citizens. The relevance of fairness issues regarding tax behavior was already recog-
nized by Schmolders (1960), who postulated that unfair treatment in comparison to
others or with respect to the benefits from public goods might be an important deter-
minant of tax morale. Justice considerations are not relevant in the classical economic
approach of deterrence. Nevertheless, different aspects of fairness and justice were
found to be related to tax compliance, showing that perceived fairness with regard to
governmental institutions and the tax system has a significant influence on tax morale
(e.g., Calderwood and Webley 1992; Fjeldstad 2004; Tyler 2006; Wartick 1994).

Social norms relate to the acceptance of tax evasion among a relevant reference
group, and a number of studies confirmed that perceived tax evasion among friends
and colleagues is correlated with hypothetical as well as self-reported tax evasion (e.g.,
Bergmann and Nevarez 2005; Cullis and Lewis 1997; Webley et al. 2001). However, as
in the case of the traditional economic factors, findings concerning rather psychological
determinants of compliance have to be considered as more or less inconclusive as well
(for a review see Kirchler 2007).

The “slippery slope framework™ of tax compliance (Kirchler et al. 2008) offers
a possibility to integrate the puzzling effects of economic and psychological factors
and is widely cited in recent publications on tax behavior (e.g., Alm and McClennan
2012; Bazart and Pickhardt 2011; Durham et al. 2014). In this framework different
motivations for paying taxes are differentiated: enforced and voluntary compliance. It
is assumed that mainly traditional economic factors such as audit probability and fines
determine perceived power of authorities to enforce compliance, whereas psycholog-
ically relevant factors such as the perception of a fair tax system and social norms
affect trust in authorities resulting in voluntary cooperation. Thus, the “slippery slope
framework™ introduces two major dimensions which both influence the level of tax
compliance: trust in authorities and power of authorities. Tax honesty can be achieved
either by taking measures that increase trust or by measures to enhance power, but the
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resulting compliance differs in quality. The basic assumptions of the “slippery slope
framework” were also formalized in an economic model (Prinz et al. 2014) and were
supported by empirical research in recent years (e.g., Kogler et al. 2013; Lisi 2012;
Muehlbacher et al. 2011).

In the present study, the main assumptions of the “slippery slope framework”, as
well as the influence of underlying variables like fairness perceptions, social norms,
and deterrence are investigated applying a questionnaire within a sample of exclu-
sively self-employed taxpayers in Austria. Since self-employed have considerably
more chances to evade taxes than employees and evidentially use these opportunities
(e.g., Kleven et al. 2011; Slemrod 2007), a validation of the influence of trust and
power on intentions to comply within this respective group is of special importance.
In a first step, by applying regression analyses, we show that (i) trust in authorities
serves as a significant predictor of the motivation to comply voluntarily, (ii) perceived
power of authorities serves as a significant predictor of enforced compliance, and (iii)
both trust and power are significant predictors of compliance in general, regardless of
its underlying motivation.

Furthermore, we expect perceived fairness to fuel trust, and trust to mediate the
effect of fairness on voluntary compliance. In accordance to established classifica-
tions in social psychology (e.g., Adams 1965; Thibault and Walker 1978; Tyler 1990)
three types of fairness will be considered in our study: (i) procedural justice, (ii)
distributive justice, and (iii) retributive justice. Procedural justice refers to the fair-
ness of the process of resource distribution and other tax related decisions made by
authorities. Essential components of procedural justice are neutrality of the proce-
dures, trustworthiness of the tax authorities and respectful treatment (Tyler and Lind
1992; Murphy 2003). Actually, there is empirical evidence that high trust in authori-
ties might serve as a boundary condition to the effectiveness of procedural fairness as
an instrument to increase tax compliance (Van Dijke and Verboon 2010; Wahl et al.
2010a,b). Distributive justice concerns the exchange of resources with regard to ben-
efits and costs of the tax system. Relevant comparisons are made on the individual,
the group, and the societal level. If the tax burden is perceived to be heavier than that
of comparable others, compliance is likely to decrease (Spicer and Lundstedt 1976;
Juan et al. 1994). As procedural fairness, also distributive justice is assumed to affect
perceived trustworthiness of tax authorities and should therefore entail a higher degree
of voluntary compliance (Kirchler et al. 2008). Finally, retributive justice refers to the
appropriateness of sanctions in case of an offence. Unreasonable, intrusive audits and
unfair penalties are said to evoke negative attitudes towards taxes and the responsible
authorities (Striimpel 1969; Wenzel and Thielmann 2006). In this vein, perceptions of
lacking retributive justice will decrease trust in authorities and as a consequence affect
voluntary cooperation. However, since perceptions of retributive justice also depend
on detection and punishment of tax evaders, retributive justice is likely to be related
to the power dimension of the “slippery slope framework™, too (Kirchler et al. 2008).

Besides fairness, social norms are assumed to fuel trust and the effect of norms
on voluntary compliance should be mediated by trust and power. Possible mediation
effects concerning social norms will be investigated. With regard to the “slippery
slope framework”, norms are related to both, trust and power. Social norms may de-
or increase trust, and, in addition they affect tax laws and the role given to authorities,
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which influences their power (Kirchler et al. 2008). Referring to Wenzel (2004) the
relationship between social norms and tax compliance is complex. Taxpayers are
assumed to internalize the social norms and act according to their respective reference
group (e.g., the group of self-employed) only if they strongly identify with this group.

Atlast, we investigate potential mediation effects of perceived power in whether tax
authorities’ deterrence strategies are effective. Deterrence corresponds to the instru-
mental goal of prevention of future crimes by exertion of negative sanctions. In the
“slippery slope framework”™, it is argued that the interpretation of fines and the tar-
get group to which fines are specifically directed matters (Kirchler et al. 2008). In
an antagonistic climate, fines can be part of a “cops and robbers” game, in a syn-
ergistic climate they may be perceived as an adequate retribution for behavior that
harms the community. Thus, deterrence might be connected to trust and to power.
Fines that are perceived as too low could serve as an indicator that the authorities are
weak and therefore undermine trust. Inappropriate high fines in case of misinterpreta-
tion of ambiguous tax laws may erode the perception of retributive justice, provoking
taxpayers to try and compensate their losses by evading again.

2 Method
2.1 Participants

Overall, 1,729 people were randomly selected by an institute for market research
from a panel of self-employed Austrian taxpayers and were invited to participate in
an online-survey in June 2008. Participation took about 40 min and for completing the
questionnaire credit points were received, which could be exchanged subsequently
for a 15 Euros restaurant voucher. The initial rate of return amounted to nearly 40 %,
the final sample—excluding incomplete and invalid questionnaires—resulted in 476
participants (final return rate of about 28 %). The excluded participants were removed
from the sample because they either turned out not to be self-employed, did not indicate
to be taxpayers, or because they did not complete the questionnaire. The initial response
rate of 40 % is typical of response rates for online surveys, which for instance varied
between 20 and 47 % in a comparison of different survey methods (Nulty 2008).
The mean age of participants was approximately 45years (M = 45.20; SD =
10.48) and about one third of the sample were females (31.3 %). The Austrian micro-
census of the year 2006 as official representative statistics of the population and the
labor market in Austria indicates that the median age of Austrian self-employed falls
into the category between 45 and 49 years, with a tendency to the lower bound. The
percentage of self-employed women is listed as 34.9 %. Different levels of educa-
tion were distributed relatively equally in the sample (25.8 % compulsory education;
38.9 % general qualification for university entrance; 35.3 % academic education). The
vast majority of participants had a gross income of below € 50,000 per year (71.9 %)
compared to a lower number of participants in higher income categories (€ 50,000—
100,000: 19.9 %; above € 100,000: 8.2 %). Overall, the present sample can be con-
sidered as representative for self-employed taxpayers in Austria with regard to age,
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gender, and also concerning the respective region of residence. For education and
income levels this information was not available.

2.2 Material

Besides introductory questions to check whether respondents were self-employed and
had to pay taxes on income, the questionnaire consisted of three blocks of items about
social identity of Austrian and of self-employed taxpayers, respectively. These scales
were not used in the present study. All other scales are presented in detail below
(items for all scales used in the present study can be found in the “Appendix’) and
were answered on a 7-point scale (1 = strong disagreement to 7 = strong agreement).
For each participant the respective items of the different scales were aggregated and
subsequently scale means were calculated.

Perceived trust in tax authorities was measured by the item “The Austrian Tax
Office is trustworthy”, and perceived power of tax authorities by the statement “The
Austrian Tax Office has extensive means to force citizens to be honest about tax”. The
different forms of compliance, voluntary and enforced compliance, were measured by
two items each. The scale voluntary tax compliance consisted of the items, “I pay my
tax as a matter of course” and “I would also pay my tax if there were no controls”
(o = .78). The two items on enforced compliance were, “I pay tax because the risk of
being checked is too high” and “I feel that I am forced to pay tax” (e« = .70). These
scales are adapted from a draft version of the TAX-I questionnaire (Kirchler and Wahl
2010) and similar previous studies on the “slippery slope framework™ (e.g., Wahl
et al. 2010a, b). The measure for general tax compliance was computed by averaging
both these subscales. Hence, it captures the intention for compliance regardless of its
underlying motivation. We refrained from asking openly about compliance in general,
since compliance levels in surveys directly requesting compliance information are
likely to be overstated due to social desirability (Andreoni et al. 1998; Elffers et al.
1987).

Perceived procedural justice was measured by 26 items (e.g., “The decision
processes and tax audits of the Austrian tax administration are executed fairly”;
o = .92). The scale for distributive justice consisted of overall 12 items (e.g., “The
amount of taxes I have to pay is fair”; « = .93), in which the fairness of the tax
burden had to be assessed for the individual participant, for self-employed taxpayers
in Austria, and for Austrian taxpayers in general. Perceived retributive justice was
measured by 6 items (e.g., “The Austrian legal system guarantees that tax evaders get
the penalty they deserve”; o« = .87).

The 12 items of the social norms scale concerned tax related norms among self-
employed taxpayers as well as among Austrian taxpayers (e.g., “In general, self-
employed taxpayers have the opinion that taxes should be paid honestly on the entire
income”; a = .82). Finally, the deterrence scale consisted of four items (e.g., “The
Austrian tax legislation guarantees that tax evaders are detained from further similar
delinquencies.”; « = .84). The scales assessing justice perceptions, social norms and
deterrence were developed by referring to essential theoretical knowledge concerning
these issues (cf. Tyler 1990; Wenzel 2004) and their wording was adapted for the
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Table 1 Summary of OLS regression analysis with demographics, trust, power and the interaction trust x
power as independent variables and voluntary compliance as dependent variable (N = 448)

Comparative groups Model 1 Model 2
B SE (B) B B SE (B) B

Sex —0.122 0.096 —.057 —0.124 0.096 —.058
Age 0.007 0.004 .072 0.007 0.004 .070
Education 0.023 0.058 018 0.021 0.058 .016
Income 0.099 0.072 .064 0.098 0.072 .063
Trust 0.393 0.044 .395°%H* 0.396 0.045 .398*H*
Power 0.003 0.044 .003 0.001 0.044 .001
Trust x Power —0.038 0.038 —.043
R% = .16 for model 1; RZ = .17 for model 2. The variable sex was dummy coded with 0 = female and

1 = male; education was coded with 1 = compulsory education, 2 = qualification for university entrance,
3 = academic education; income was coded with 1 = below € 50,000 per year, 2 = € 50,000-100,000, 3
= above € 100,000; trust, power, and voluntary compliance were coded from 1 = strong disagreement to
sk

p < .001

specific context of the present study. As mentioned before, all scales were presented in a
Likert-type form, where participants had to indicate their agreement to one or several
statements on the respective issue (1 = “I completely disagree”, 7 = “I completely
agree”). All variables were z-transformed before running the analyses.

3 Results
3.1 Trust and power as predictors of compliance

The analysis of the relationship between trust and power revealed a significant but low
positive correlation (r = .13; p < .01). This shows that high trust is accompanied by
the perception of high power and vice versa, suggesting that perceptions of trust and
power influence each other in a positive way.

Two linear regression models! were estimated to test the hypothesis that perceived
trust in the tax authorities is a significant predictor of voluntary tax compliance. In
model 1 the socio-demographic variables sex, age, educational level, and income as
well as trust and power were included, in model 2 the interaction trust x power was
added. In the first model only trust was identified as a significant predictor of voluntary
compliance. In the second model, when the interaction trust x power was added, again
only trust was significant. None of the demographic variables was significant in model
1 or in model 2. These findings are in line with the basic assumptions of the “slippery
slope framework” (see Table 1 for details).

' To check for robustness, all analyses presented in the following were repeated by dichotomizing the
dependent variable through a median split and running logistic regression. Results remain exactly the same.
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PP

PR

Voluntary Compliance

Powey Trust

Fig. 1 Voluntary tax compliance as a function of trust and power (indices represent the original scale
format of 1-7)

Figure 1 depicts these findings with regard to voluntary tax compliance by using
local linear regression analysis. As expected, the way compliance changes as a function
of trust and power resembles the theoretical relations as postulated in the “slippery
slope framework™, i.e. the figure identifies trust as the main determinant of voluntary
compliance.

In the next step, a similar regression analysis was run with enforced compliance
as criterion. As depicted in Table 2, model 1 of the analysis revealed the socio-
demographic variable gender as significant predictor of enforced compliance. Hence,
women feel a stronger enforcement to pay taxes in general. In addition, model 1
showed that enforced compliance mainly depends on perceived power of authorities,
but not on trust. In the second model, again gender and power were identified as signif-
icant predictors of enforced compliance, but no effect of the interaction trust x power
could be identified. Figure 2 shows the results of a local linear regression analysis on
enforced compliance affirmed power as main input for enforced compliance.

With regard to general compliance, i.e. not differentiating between voluntary and
enforced compliance, a regression analysis (see Table 3 for a summary) revealed a
significant influence of sex and income on tax compliance in general. Thus, women
and people with higher income tend to be more compliant. Furthermore, both trust and
power were confirmed as significant predictors of overall compliance. No significant
influence of the interaction trust x power was found in model 2, whereas the influence
of sex, income, trust and power remained stable. Nevertheless, the influence of the
socio-demographic variables was clearly not as prominent compared to trust in and
power of authorities.

To summarize, these results confirm the basic assumptions of the “slippery slope
framework”. High trust, just as high power leads to more tax compliance, and each
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Table 2 Summary of OLS regression analysis with demographics, trust, power and the interaction trust x
power as independent variables and enforced compliance as dependent variable (N = 448)

Comparative groups Model 1 Model 2

B SE (B) B B SE (B) B
Sex —0.252 0.102 —.117* —0.255 0.102 —.118*
Age —0.004 0.004 —.044 —0.004 0.004 —.046
Education —0.060 0.061 —.046 —0.063 0.061 —.049
Income 0.142 0.076 .090 0.139 0.076 .088
Trust —0.062 0.047 —.061 —0.057 0.047 —.056
Power 0.266 0.047 2627+ 0.264 0.047 2607
Trust x Power —0.058 0.041 —.066

R? = .09 for model 1; R? = .09 for model 2. The variable sex was dummy coded with 0 = female and 1
= male; education was coded with 1 = compulsory education, 2 = qualification for university entrance, 3
= academic education; income was coded with 1 = below € 50,000 per year, 2 = € 50,000-100,000, 3 =
above € 100,000; trust, power, and enforced compliance were coded from 1 = strong disagreement to 7 =
strong agreement and were z-transformed

*p < .05 ¥ p < .001

4d. oot -1 - R S

Enforced Compliance

Power ‘ ‘ Trust

Fig.2 Enforced tax compliance as a function of trust and power (indices represent the original scale format
of 1-7)

determinant affects different forms of compliance. Accordingly, when both—trust and
power—are low, compliance decreases sharply. In contrast, the influence of demo-
graphic variables such as gender or income has to be considered as rather negligible.
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Table 3 Summary of OLS regression analysis with demographics, trust, power and the interaction trust x
power as independent variables and general compliance as dependent variable (N = 448)

Comparative groups Model 1 Model 2

B SE (B) B B SE (B) B
Sex —0.278 0.101 —.128** —0.281 0.101 —.130**
Age 0.001 0.004 012 0.001 0.004 .009
Education —0.032 0.060 —.025 —0.036 0.060 —.028
Income 0.176 0.075 J112* 0.173 0.075 .109*
Trust 0.210 0.047 207 0.216 0.047 213
Power 0.211 0.047 207 0.207 0.047 2047
Trust x Power —0.071 0.040 —.080
R% = .11 for model 1; R? = .12 for model 2. The variable sex was dummy coded with 0 = female and 1

= male; education was coded with 1 = compulsory education, 2 = qualification for university entrance, 3
= academic education; income was coded with 1 = below € 50,000 per year, 2 = € 50,000-100,000, 3 =
above € 100,000; trust, power, and general compliance were coded from 1 = strong disagreement to 7 =
strong agreement and were z-transformed

*p < .05 % p <.01; ¥* p < .001

3.2 Mediational effects of trust and power

In the remaining analyses trust and perceived power will be tested for mediating
the impact of an array of variables which are frequently reported in the tax liter-
ature to affect compliance: Procedural justice, distributive justice, retributive jus-
tice, social norms, and deterrence measures. Each of these variables is tested for
its effect on voluntary and enforced compliance, and whether the effect observed can
be explained by an in- or decrease in trust and power. Hereby, in addition to the clas-
sical approach to mediation analysis by Baron and Kenny (1986), a Sobel-Test was
applied.

Procedural justice In accordance with the assumptions of the “slippery slope frame-
work”, the hypothesis that trust mediates the effect of perceived procedural fairness
on voluntary cooperation was clearly confirmed. As suggested by Baron and Kenny
(1986) three regression analyses with fairness, trust and voluntary compliance were
computed. Regression coefficients for (i) the effect of procedural justice on voluntary
compliance, (ii) the effect of procedural justice on trust, and (iii) the effect of proce-
dural justice on voluntary compliance when including trust as a predictor are depicted
in Fig. 3. Performance of a Sobel-Test approves the assumption that trust mediates
the effect of procedural justice on voluntary compliance (Sobel-Test statistic = 5.73;
p < .001). When running the same analysis with enforced compliance as criterion,
no mediation effect of trust was observed (Sobel-Test statistic = 1.02; p = .31).
Since procedural justice was not related to power (8 = .00; p = .97), power was
rejected as a potential mediator for the relationship between procedural justice and
both, voluntary and enforced compliance.
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Trust in the
Authorities
.65 3w
Procedural Voluntary
Justice > Compliance
.32*** (.10)

Fig. 3 Standardized regression coefficients for the relationship between procedural justice and voluntary
compliance as mediated by trust (N = 476). Note: ***p < .001; the number in parentheses indicates the
standardized regression coefficient when controlling for the influence of trust

Trust in the
Authorities

45 35

Distributive Voluntary
Justice Compliance

26 (10%)

Fig. 4 Standardized regression coefficients for the relationship between distributive justice and voluntary
compliance as mediated by trust (N = 476). Note: *p < .05, ***p < .001; the number in parentheses
indicates the standardized regression coefficient when controlling for the influence of trust

Distributive Justice. The analysis revealed that trust also mediates the relation between
distributive justice and voluntary compliance. Detailed results are depicted in Fig. 4,
and the mediational effect again is supported by the outcome of a Sobel-Test (Sobel-
Test statistic = 6.21; p < .001). No mediation effect of trust concerning the relation
of distributive justice and enforced compliance was found (Sobel-Test statistic = 0.70;
p = .49), and again power had to be rejected as potential mediator for the relation
between distributive justice and both compliance variables, because distributive justice
was no significant predictor of power (8 = —.04; p = .45).

Retributive justice Asexplained in the introductory section, retributive justice is likely
to be related to both, the trust dimension as well as the power dimension. In fact, we find
that retributive justice has an effect on voluntary tax compliance via trust (Sobel-Test
statistic = 3.88; p < .001), although retributive justice is not a significant predictor
of voluntary compliance in our data (B = .07; n.s.). In this case, it is appropriate
to speak of an indirect rather than of a mediational effect (Hayes 2009; Mathieu and
Taylor 2006). Figure 5 presents the indirect effect of retributive justice on voluntary
compliance through trust. In contrast, no mediation or indirect effect, respectively,
was found when investigating the impact of power on the relation between retribu-
tive justice and voluntary compliance, because power was no significant predictor of
voluntary compliance ( = .05; p = .26). In line with that a Sobel-Test revealed no
significant result (Sobel-Test statistic = 1.05; p = .29).

Concerning the power dimension, an indirect effect was observed as well when
perceived power was tested for mediating the relation between retributive justice
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Trust in the
Authorities
19 40
Retributive Voluntary
Justice > Compliance
.07 (-.01)

Fig. 5 Standardized regression coefficients for the relationship between retributive justice and voluntary
compliance as mediated by trust (N = 476). Note: ***p < .001; the number in parentheses indicates the
standardized regression coefficient when controlling for the influence of trust

Power of the
Authorities

14 P

Retributive Enforced
Justice > Compliance

.07 (.04)

Fig. 6 Standardized regression coefficients for the relationship between retributive justice and enforced
compliance as mediated by power (N = 476). Note: **p < .01, ***p < .001; the number in parentheses
indicates the standardized regression coefficient when controlling for the influence of power

and enforced compliance (Sobel-Test statistic = 2.59; p < .01; detailed results are
shown in Fig. 6). Replacing power by trust and testing if trust mediates the relation
of retributive justice and enforced compliance yielded no significant result (Sobel-
Test statistic = —1.35; p = .18), mainly due to the fact that trust was no significant
predictor of enforced compliance (f = —.07; p = .15).

Social norms As proposed in the tax literature social norms are a significant predictor
of voluntary compliance (B = .12; p < .01), while there is no relation to enforced
compliance (B = —.05; p = .32). Neither trust (3 = .01; p = .96) nor perceived
power (B = .0l; p = .95) were related to social norms, and thus both have no
mediational effect on the relation between social norms and voluntary compliance, as
well as on the relation between social norms and enforced compliance. We will refer
to these findings in the discussion.

Deterrence Following theoretical considerations, the variable deterrence should not
only be related to the power dimension of the “slippery slope framework™, but also to
the trust dimension. Actually, deterrence is neither a significant predictor of voluntary
compliance (B = .04; p = .39), nor of enforced compliance (B = .07; p = .15).
Nevertheless, an indirect effect of trust on the relation between deterrence and volun-
tary compliance was observed (Sobel-Test statistic = 2.84; p < .01; see Fig. 7 for
detailed regression results). No such effect could be found when testing a potential
mediation effect of power on the respective relation of deterrence and voluntary com-
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Trust in the
Authorities
14 40"
Deterrence Voluntary
> Compliance
.04 (-.02)

Fig. 7 Standardized regression coefficients for the relationship between deterrence and voluntary compli-
ance as mediated by trust (N = 476). Note: **p < .01, ***p < .001; the number in parentheses indicates
the standardized regression coefficient when controlling for the influence of trust

Power of the

Authorities

.24 e

Deterrence Enforced
> Compliance

.07 (.01)

Fig. 8 Standardized regression coefficients for the relationship between deterrence and enforced compli-
ance as mediated by power (N = 476). Note: **p < .01, ¥**p < .001; the number in parentheses indicates
the standardized regression coefficient when controlling for the influence of power

pliance (Sobel-Test statistic = 1.12; p = .26). As Fig. 8 shows, a mediational effect
of power on the relation between deterrence and enforced compliance was found as
well (Sobel-Test statistic = 3.81; p < .001). Again, the control analysis of a potential
mediational effect of trust on the same relation could not be identified (Sobel-Test
statistic = —1.21; p = .23).

4 Discussion

In a representative sample of self-employed taxpayers trust in the authorities was
found to be a strong predictor of voluntary tax compliance, whereas power of author-
ities was the most prominent predictor of enforced compliance. Concerning enforced
compliance, gender was observed as an additional significant determinant, showing
that women feel more enforced to pay taxes than men. Regarding tax compliance in
general, regardless if motivated voluntarily or by enforcement, both trust and perceived
power were found to be important determinants of tax honesty.

These results are in line with other research identifying trust as the main component
for explaining voluntary tax compliance, opposed to power as the main determinant
of enforced compliance (Muehlbacher et al. 2011; Wahl et al. 2010a). In general, the
positive effect of trust on honest tax reporting as reported in the literature was confirmed
(e.g., Bergmann 2002; Murphy 2004; Torgler 2003; Torgler and Schneider 2005), just
as the significant influence of audits and fines on tax payments found in other studies
(e.g., Allingham and Sandmo 1972; Andreoni et al. 1998; Fischer et al. 1992). No
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interaction effects of trust and power were observed, a finding that is in line with other
recent studies on the “slippery slope framework™ either reporting no or very small
interaction effects of trust and power with respect to voluntary, enforced, and general
tax compliance (Kogler et al. 2013; Muehlbacher et al. 2011). In general, interaction
effects of trust and power might most likely depend on the perception of authorities’
power: if sanctions are interpreted as legitimate, even a positive reinforcement of
trust and power can be expected. In case of perceiving power as coercive, a stronger
feeling of enforcement could lead to the counterintentional effect of decreasing trust
(Hofmann et al. 2014).

In our sample of self-employed taxpayers, trust mediates the relation between pro-
cedural justice and voluntary compliance, just as well as the relation between distrib-
utive justice and voluntary compliance. Since trust as an important precondition for
voluntary tax compliance may not be susceptible directly, enhancing procedural and
distributive fairness seems to be a possibility for authorities to increase tax compli-
ance. In addition, an indirect mediational effect of both, trust on the relation between
retributive justice and voluntary compliance, as well as power on the relation between
retributive justice and enforced compliance was found. Thus, it might be possible
to influence perceptions of trust and power by changing the prevailing impression of
retributive justice. An explanation for the finding that perceptions of retributive justice
seem to have no direct effect on compliance might be the fact that retributive justice
is interpreted as mainly concerning other taxpayers, not oneself. Referring to deter-
rence, again an indirect effect of both trust and power could be observed, which may be
interpreted as an opportunity to affect tax payments by measures of deterrence either
via trust or by power. An explanation for the absence of a direct impact of deterrence
on intentions to comply could once again be explained by the feeling that deterrence
is directed first and foremost against others. No mediational effect was found with
regard to social norms. Social norms are a significant predictor of both, voluntary and
enforced compliance, but seem to be related to neither trust nor power. These find-
ings may be best interpreted by assuming that social norms influence tax payments
directly, but are—at least in our study—not directly related to the perception of trust
in and power of authorities. It is important here to differentiate between institutional
and interpersonal trust (Alm et al. 2012), because social norms might predominantly
be connected to trust in other citizens rather than to trust in authorities, which was
measured in the present study.

Limitations of the study lie in its methodological approach. First, participation in
the study was voluntary which may have introduced a bias (Alm 1991). For instance,
if mainly compliance-minded subjects with high trust in authorities and a predomi-
nant motivation of voluntary compliance followed the invitation to participate in the
study, it seems questionable whether our observations are generalizable to the whole
population of self-employed taxpayers. Second, drawing on self-reports when study-
ing tax behavior has often been criticized (e.g., Elffers et al. 1987; Gérxhani 2007).
Accordingly, our measures for voluntary and enforced compliance may be biased by
social-desirability, i.e. that admitting to pay taxes solely due to audits and fines might
be harder for participants than indicating to comply voluntarily due to the feeling of
a moral obligation.
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Altogether, the results suggest that power of authorities and trust in authorities both
are relevant factors to influence compliance of self-employed taxpayers. Since this
group of taxpayers not only has the opportunity to evade taxes, but also is suspicious
of making use of this opportunity, the present findings suggest important policy impli-
cations: A tax policy based solely on deterrence may not only evoke an enforced form
of compliance, but should also be associated with more effort and higher expenses
on the side of the tax administration. Thus, besides aiming to enforce those who are
unwilling to contribute, a service-oriented tax administration also relying on trust-
building measures by emphasizing procedural, distributive, and retributive fairness in
order to increase and maintain voluntary compliance is absolutely necessary.

Appendix

Questionnaire items (translated from German)
Check items

Are you obtaining any income from a self-employed occupation?
Do you have to pay income tax in Austria?

Trust in authorities
The Austrian Tax Office is trustworthy
Power of authorities

The Austrian Tax Office has extensive means to force citizens to be honest about
tax

Voluntary tax compliance

I pay my tax as a matter of course
I would also pay my tax if there were no controls

Enforced tax compliance

I pay tax because the risk of being checked is too high
I feel that I am forced to pay tax

Procedural justice

The decision processes and tax audits of the Austrian tax administration...
.. are executed fairly
.. are always conducted in the same manner
.. are arbitrary (reversed)
.. are based on facts and not on opinions
.. make it easy to appeal against a decision
.. in the end serve for the benefit of all
.. respect the rights of the citizens
I personally have the possibility to discuss my situation with the Austrian Tax
Office
I personally have a voice in the taxation laws and in tax issues
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The self-employed have the possibility to discuss their situation with the Austrian
Tax Office
The self-employed have a voice in the taxation laws and in tax issues
The Austrians have the possibility to discuss their situation with the Austrian Tax
Office
The Austrians have a voice in the taxation laws and in tax issues
The employees of the tax administration...
.. provide willingly information in case of any questions
.. conceal important information (reversed)
.. inform taxpayers adequately
.. are friendly
.. treat taxpayers respectfully
.. are trying to put taxpayers off concerning tax issues (reversed)
.. deal with administrative decisions in time
.. take their time for the requests of the taxpayers
.. treat all taxpayers fair
.. treat me the same as all the others
.. treat me fair
.. treat self-employed the same as all the others
.. treat self-employed fair

Distributive justice

The amount of taxes I have to pay is fair

The extent of benefits I get from the state is just compared to others

Related to the amount of taxes I have to pay, the state of Austria provides me
equivalent benefits in return

The possibilities to reduce my tax load are just in comparison to the possibilities
of others

The amount of taxes self-employed have to pay is fair

The extent of benefits self-employed get from the state is just compared to others
Related to the amount of taxes self-employed have to pay, the state of Austria
provides them equivalent benefits in return

The possibilities of self-employed to reduce their tax load are just in comparison
to the possibilities of others

The Austrian tax system distributes the tax load among all taxpayers in a just way
The Austrian state distributes the benefits from tax revenues in a just way
Altogether, the relation between benefits from the state and the tax due is just
The possibilities to reduce the tax burden are distributed among all taxpayers in a
just way

Retributive justice

The Austrian legal system guarantees that tax evaders. ..
.. get the penalty they deserve
.. are punished appropriately regarding their offense
.. have to atone for their act
.. get a punishment that affects them
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... are not treated too mildly
... are punished rigorously

Social norms

In general, self-employed have the opinion that...
.. taxes should be paid honestly on the entire income
. smaller incomes can be left out of the tax declaration (reversed)
. loopholes in the tax legislation should be exploited (reversed)
. skilled manual work can be done without a bill (reversed)
. only real expenditures should be mentioned in the tax declaration
... travel expenses for private trips can be stated in the tax declaration (reversed)
In general, Austrians have the opinion that...
.. taxes should be paid honestly on the entire income
. smaller incomes can be left out of the tax declaration (reversed)
.. loopholes in the tax legislation should be exploited (reversed)
. skilled manual work can be done without a bill (reversed)
. only real expenditures should be mentioned in the tax declaration
.. travel expenses for private trips can be stated in the tax declaration (reversed)

Deterrence

The Austrian tax legislation guarantees that tax evaders...
... are detained from further similar delinquencies

... are deterred from repeating evasion in the future

The Austrian tax legislation guarantees that Austrians...
... are detained from evading taxes

... are deterred from evading taxes
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