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Revenue services across the world face the challenge 
of collecting sufficient tax revenues to empower their 
governments to achieve sustained socio-economic welfare. In 
an effort to remain attractive for corporates, many countries 
have been reluctant to raise corporate tax rates. As a result, 
corporate income tax revenues have remained virtually flat 
as a share of GDP within OECD member countries over the 
last decade.  

In South Africa, however, corporate taxation has played 
an increasing role for tax revenues. Corporate income tax 
revenues constituted 2.8% of OECD GDP in 2015, while 
in South Africa, they represented 4.6% of GDP in 2015/16 
(65% higher than the OECD average). The National 
Treasury’s Budget Review 2018 notes that corporate income 
tax contributes more as a share of GDP in South Africa than 
in most other countries. The high share of corporate tax 
revenues in South Africa limits the scope to increase (or 
even maintain) the current tax rate on business. Adding to 
this, the National Treasury has noted that tax morality has 
increasingly come under pressure, which can undermine tax 
compliance and hence revenue collection. 

In light of limited room to raise corporate tax rates and 
growing pressures to advance fiscal consolidation, the 
question arises how South Africa can achieve its growing 
targets for corporate income tax revenues. 

A part of the answer could entail measures that enhance 
tax morality and encourage tax compliant behaviour by 
corporate taxpayers. We looked at insights gained from 
the field of behavioural economics to identify strategies 
that can help build tax morality and encourage corporates 
to make their tax contributions. By encouraging tax 
compliant behaviour, South Africa can better meet its fiscal 
commitments, while pressures to raise tax rates further 
diminish. 

We investigated these questions in conversations with several 
corporate taxpayers. Their feedback offers insights into 
perceptions around corporate taxation, with a particular 
focus on drivers of taxpayer behaviour.

Shrinking fiscal space shifts focus to compliance
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Taxpayer behaviour: A behavioural approach to tax 
compliance

Improving tax compliance 
through deterrence
Increasing the probability of being caught, as well 
as the severity of the punishment, raises the cost 
of tax non-compliance and can dissuade taxpayers 
from non-compliance. Examples of this could be to 
increase the likelihood of being audited, or to raise 
the impression of a higher likelihood of detection, as 
well as to impose harsher punishments on those that 
evade tax.

Evidence: 

• The penalty rate and probability of audit have a 
positive impact on tax compliance. Meta-analysis 
of laboratory experiments, Blackwell (2007)

• A higher perceived audit probability generated 
through a threat-of-audit letter can lead to higher 
compliance. Field experiment in the US, Slemrod et 
al. (2001)

• The risk of public exposure can increase 
compliance. Laboratory experiment, Coricelli et al. 
(2010)

Revenue services can enhance corporate tax compliance 
by placing humans at the centre of taxation. Insights from 
behavioural economics can provide the framework for a 
better understanding of the behaviours of taxpayers and 
their attitudes towards taxation. Ultimately these insights 
can drive both voluntary compliance and the efficiency of the 
tax administration. 

Evidence suggests that five factors drive tax compliance 
behaviour: 

• Deterrence;
• Norms;
• Fairness and trust;
• The complexity of the tax system; and
• Economic conditions. 

We asked corporate taxpayers in South Africa a number of 
questions to understand how these factors might influence 
their tax compliance and the ways in which the South African 
Revenue Service (SARS) can improve tax administration and 
policy. 

Employing deterrence strategies
As taxpayers, we assess the costs and benefits of evading 
taxes. If the benefits outweigh the costs, we might consider 
evading taxes. The likelihood of detection and the severity of 
punishment are key considerations here. Revenue services 
across the world use deterrence to dissuade individuals 
from doing what they should not, through increasing the 
chances of being found out and the associated negative 
consequences. 

Indeed, SARS has raised the severity of punishment by 
imposing administrative penalties for outstanding corporate 
income tax (CIT) returns from December 2018. As per the 
notice, the penalties range from R250 to R16 000 for every 
month that non-compliance continues. 

Furthermore, over half of corporate taxpayers we spoke to  
felt that it is likely they would be audited by SARS in any 
given tax year, while only a small minority felt that their 
likelihood of being audited was low. 
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Strengthening social norms
In most cases, we aim to conform to social norms and the 
behaviours of others therefore strongly influence our own 
choices – a behavioural phenomenon termed ‘herding’. 

Taxpayers often comply because they believe it is the right 
thing to do, not necessarily because of a fear of punishment. 
If our perception is that the majority of fellow taxpayers are 
compliant and tax non-compliance is limited, this means we 
are less likely to evade taxes ourselves. 

The large majority of corporate taxpayers do not know of any 
companies in their industry that evade taxes. This could have 
an impact on their own decision to be tax compliant. 

Improving tax compliance 
through social norms
Tax administrations can stress the importance of 
compliance by educating taxpayers and fostering strong 
societal norms around compliance. Smart messaging is 
another way in which tax administrations can strengthen 
social norms. By sending letters to taxpayers indicating 
that nine out of ten of their taxpaying neighbours had 
filed their tax returns this year, positive social norms 
can be enhanced. If people believe that non-compliance 
is more prevalent than it is in practice, correcting 
misperceptions regarding the scale of non-compliance is 
also a good way to reinforce compliance. 

Evidence: 
• Taxpayers’ own personal moral beliefs, the beliefs 

of those close to them (e.g., friends and important 
others) and societal views of proper behaviour help 
to explain the outcome in a hypothetical compliance 
decision, which was part of a survey conducted in 
Australia, Singapore and the US. Survey evidence, 
Bobek et al. (2007)

• Reminder letters with a statement that the majority 
of people have already paid taxes were more effective 
than standard letters. Field experiment in UK, 
Hallsworth et al. (2014)

• The more other taxpayers are perceived to be 
honest, the more willing individuals are to pay their 
own taxes. Thus, tax morale is linked to perceived 
prevalence of tax non-compliance. Survey evidence, 
Frey and Torgler (2007)

Improving tax compliance 
through trust and fairness
The key to establishing trust is to frame tax collection in 
a transparent manner and emphasise the fairness of the 
approach taken. The more respectfully taxpayers are 
treated by the tax administration, the less likely they 
are to evade taxes and this contributes to the desire to 
‘do the right thing’.

Evidence: 
• Tax compliance can rise, if the tax system is viewed 

as fair and equitable by taxpayers. Laboratory 
experiment, Fortin et al. (2007)

• A higher degree of satisfaction with a country’s 
democratic institutions can lead to higher tax 
morale. Thus, tax morale is associated with the 
perceived quality of institutions. Survey evidence, 
Frey and Torgler (2007)

• Tax compliance is higher for Swiss cantons where tax 
authorities treat taxpayers more respectfully. Survey 
evidence, Feld and Frey (2002)

Increasing fairness and trust in the 
tax system
Our beliefs about whether an action is fair will influence 
our response to it. Thus, how a taxpayer is treated by the 
tax administration, as well as whether the tax system is 
perceived as fair drive our response to it. 

If taxpayers do not trust the tax administration to collect 
taxes fairly, this can increase non-compliance. Around two-
thirds of the corporate taxpayers we spoke to indicated that 
they find current CIT and VAT rates to be fair or acceptable. 
However, a smaller group noted it finds corporate tax rates to 
be unfair.  

Few taxpayers, however, believe that a large proportion 
of their company’s corporate tax contribution reaches the 
revenue pool and/or is effectively used. Furthermore, 
the majority of taxpayers we consulted think only a small 
proportion of their tax contribution is effectively deployed to 
spending priorities. These responses indicate that there is a 
trust deficit around the effective collection and deployment 
of tax funds.
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Reducing the complexity of the tax 
system
For many people, tax is a complex subject and evidence 
suggests this complexity contributes to non-compliance. 
Policy makers often assume that we can assess a range 
of complex options, and by correctly evaluating all of the 
available information, select the option that represents the 
best outcome for us. In reality, it is rare to find situations 
in which people are fully informed of all their options and 
always select the best one. 

Complexity can overwhelm taxpayers, making it 
more difficult for them to pay their taxes. Most of our 
conversations with corporate taxpayers suggested that it 
takes some time to figure out SARS’ tax administration and 
processes. This shows that there may be complexity involved 
with the tax system. 

The use of advisors may also reflect this complexity. A large 
proportion of taxpayers make use of the services of a tax 
consultant or advisor to assist their company in navigating 
the tax administration process. Tax consultants offer a 
channel to lower uncertainty by specialising in engaging 
with the tax administration.

The impact of economic conditions 
Economic conditions can play an important role in tax 
compliance. For example, businesses that face liquidity 
problems in tough economic times may be more likely 
to consider evading taxes. Although research is limited, 
at a more macroeconomic level, factors that promote 
growth also encourage tax compliance. Likewise, 
economic downturns are often associated with increased 
non-compliance. Higher tax rates are linked with non-
compliance if they incentivise taxpayers to move into the 
shadow economy. The majority of corporate taxpayers we 
spoke to, find it harder to pay taxes in difficult economic 
circumstances. 

Tax authorities can improve 
tax compliance through 
decreasing complexity
Tax authorities can reduce the complexity of the process 
and make it easier to comply by using plain language 
in communications and simplifying forms and tax laws 
where possible. 

Evidence: 
• A shift from an enforcement-oriented tax authority 

to a more service-oriented approach, which offers 
information and assistance to taxpayers, can increase 
tax compliance. Traxler (2010)

Improving tax compliance in difficult 
economic circumstances
Tax authorities should acknowledge the difficulty of paying taxes in a 
challenging economic environment. They can emphasise the impact that 
tax contributions have in helping to create a platform for faster socio-
economic progress, even in difficult economic circumstances. 

Evidence: 
• Tax compliance, including in war times, can give citizens a patriotic 

‘warm glow’. Revenue oriented governments may have an incentive 
to utilise educational and communication policies to instil a sense of 
patriotism associated with tax compliance. Survey evidence, Konrad and 
Qari, (2012)
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It takes years to build the foundation of trust that underpins 
a country’s tax morality. However, that trust can dissipate 
quickly, especially when stories of corruption and wasteful 
expenditure in the public sector make the news. 

Behavioural insights can help strengthen the social 
contract between taxpayers and government. Especially 
when taxpayer morality is under pressure, insights from 
behavioural economics can help to repair the social compact 
that underpins tax compliance. 

Global evidence suggests that both encouragement and 
deterrence can help foster tax compliance, and a combination 
of ‘carrot and stick’ tools could optimise tax compliance by 
corporates.

The way forward 

The benefits are clear: in the context of constrained fiscal 
space and limited scope to raise corporate tax rates, SARS 
can foster corporate tax compliance and improve revenues by 
placing an understanding of human behaviour at the centre 
of its tax collection strategy. 

Through an approach that embraces experimentation and 
data-driven analysis, revenue services across the world 
can seize the opportunity to strengthen their relationship 
with taxpayers, and thereby deliver on revenue targets 
that empower government’s quest to drive socio-economic 
welfare for its citizens. 
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