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Abstract

hile economic deterrence models are fully based on maximizing

economic utility; social psychology models explain human
behavior by examining the underlying attitudes, norms and beliefs. Tax
morale is defined as the intrinsic motivation to pay taxes. However,
determinants of tax morale need to be investigated for a more
comprehensive understanding of tax morale. In this paper we analyze
the most important determinants of tax morale in Iran using data from
World Values Surveys (WVS). Determinants of tax morale are
categorized into four main groups: social capital, conditional
cooperation, demographic factors and economic situation of the
respondents. Estimating ordered probit model, we find that conditional
cooperation and economic situation have the most important effects on
tax morality. However, some of the social capital variables like
importance of politics and religion and demographic factors like gender
and marital status don’t have significant effect on tax morale in Iran.
Keywords: Tax Morale, Tax Evasion, Ordered Probit Model, World
Value Survey (WVS).
JEL Classification: C83, H26, H29, K34.

1. Introduction

Tax compliance is an important subject in public finance and almost
all countries. It is not only concerned with tax ratios, probability of
detection and punishments, but also is a function of an individual’s
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willingness to comply with and to evade (Bilgin, 2014). Tax morale
can explain why some people do not evade. According to Torgler
(2007) when tax morale is high, level of tax compliance is relatively
high; therefore tax morale is very important for tax compliance and
plays a significant role in determining the levels of shadow economy;
S0 it is necessary to investigate the determinants of tax morale. On the
other hand, expanding from deterrence theory directed at "why people
evade paying taxes" into a new perspective focus of "why so many
individuals have high tax compliance” (Elffers, 1991), “tax morale” is
supposed to be very important variable to broaden the understanding
of tax compliance behavior. In general, tax morale is defined as the
“Intrinsic motivation” to pay taxes.

Tax morale studies can be traced back to the 1960’s and the
“Cologne School of Tax Psychology” (Schmolders, 1959), but
recently, researchers have attempted to bridge the gap between
economics and social psychology by emphasizing that the economic
phenomena should not be limited to the traditional neoclassical point
of view (Alm & Torgler, 2006).

The main object of the following paper is to analyze effects of the
most important determinants of tax morale in Iran based on social
psychology theories. Social psychology models attempt to explain and
anticipate human behavior by examining the underlying attitudes,
norms and beliefs Therefore; we explain three recognized social
psychology models and then construct our model based on these
theories. Finally, we estimate the model using data from WVS and
finish with some concluding remarks.

2. Theoretical Consideration

A large part of the existing literature recognizes social interaction
variables as determinants of tax morale. Besley, Jensen & Persson
(2015), and Bénabou & Tirole (2011) show for example, that the
intrinsic motivation of taxpayers to pay their taxes is affected by
social norms. No one can explain Tax compliance using only the
economics-of-crime approach because it is a complex subject. In the
other words, considering factors such as penalty schedule and
probability of detection is not sufficient for anticipating behaviors of
tax payers (Alm, 2012). While economic deterrence models argue that
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individual’s decisions are fully based on maximizing only economic
utility; social psychology models attempt to explain and anticipate
human behavior by examining the underlying attitudes, norms and
beliefs (Devos, 2005). The core center of these models is if the
individual’s behavior is understood, then it may be possible to
understand and predict attitudes toward taxpayer compliance decisions
(Smart, 2012). In general, there are three recognized social
psychology models for tax compliance research: Compositional
Modeling, Attribution Theory, and Equity Theory (McKerchar,
Bloomquist, & Pope, 2013).

Compositional models assume individual's actions are based on
personal beliefs and attitudes. The Theory of Reasoned Action (TRA)
and Theory of planned behavior (TPB) are very applicable theories
used in compositional modeling relevant to tax compliance research®.
A taxpayer, before committing tax evasion, would first consider
his\her own personal perceptions and norms of tax evasion and then
act only if he\she believes friends and family would confirm. As a
result, tax compliance or noncompliance behavior can be predicted if
seen favorably by society.

Social psychology models which are based on Attribution theory
explain how individuals evaluate the causes of special behavior or
actions by other individuals (McKerchar et al., 2013). In reality, most
individuals are uninformed and make decision based on perception of
the causes of events and actions happening around them (Kaplan et
al., 1988). Based on attribution theory, if tax evasion is recognized as
an unacceptable behavior by society and a taxpayer is known as a tax
evader, this would lead to a judgment of social irresponsibility and
that individual would lose his\her social credibility (Arrington &
Reckers, 1985). Therefore, according to this theory, tax evasion will
be considered as an ethical behavior, if everyone commits it. For
example, if a taxpayer fails to report income and gets caught, he/she
may use situational factors as justification by saying everyone does it.

Equity theory has been used to evaluate the amount of taxpayer
satisfaction when individuals compare their tax situations to others in

1. TRA describes an individual’s intentions as a function of attitude and subjective norms
(Ajzen & Fishbein, 1980) and TPB is the development of TRA by addition of third variable
named behavioral control (Ajzen, 1991)
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their reference group (King & Sheffrin, 2002). Equity theory, also
suggests that taxpayers would be compliant if they perceive the tax
system applies equitable rules. Therefore, if the rules are not
justifiable regarding equity and taxpayers feel inequality in their tax
paying situations in comparison to others, tax compliance will be
diminished to restore the system (King & Sheffrin, 2002). Therefore,
an increased perception of disparity will result in an increase in
taxpayer noncompliance (Smart, 2012).

Before introducing model, we have to explain the most important
determinants of tax morale; which are categorized into four main
groups: social capital, conditional cooperation, demographic factors and
economic situation of the respondents. Few scholars have conducted
research on tax morale in detail.

2.1 Demographic Variables

Demographic variables influence tax morale significantly. The first
variable is age. Generally, younger taxpayers have less fear about
audits and penalties (Ritsema, Thomas, & Ferrier, 2003). Therefore,
an increase in taxpayers’ age seems to have a positive effect on tax
morale (Torgler, 2006). After analyzing the variable of gender, Social-
psychological research suggests that women are more compliant and
less self-reliant than men (e.g., Tittle, 1980). Traditionally, females
have been identified with conforming roles, moral restraints and more
conservative life patterns (Jackson & Milliron, 1986).

According to the attribution theory, a higher education level can
increase level of taxpayer’s information about tax system. A higher-
educated taxpayer knows more about tax laws and fiscal matters, and
also is aware of the benefits of government's services to citizens
(Lewis, 1982). However, these taxpayers may have some criticisms
about how collected taxes would be redistributed (Ross and McGee,
2012). On the other hand, higher educated individuals are in a position
to improve chance of evasion and avoidance (Torgler and Schneider,
2007). Therefore, a higher education level seems to be one of the main
decreasing factors of tax morale (Torgler, 2006; I. Lago-Penas & S.
Lago-Penas, 2010). Marital status can influence legal or illegal
behavior, depending on the extent to which individuals are constrained
by their social networks (Tittle, 1980). Thus, married people, in
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comparison with others, are more compliant; because they are much
more constrained by their social network. It could be argued that
married taxpayers have higher tax morale than other individuals
(Torgler, 2006).

2.2 Economic Status Variables

Some scholars in the area of tax compliance suggest that the higher
income brings in less compliance (Torgler, 2002/2003). They argue
that taxpayers who pay more based on income may not necessarily
receive higher return in terms of government services (Jackson &
Milliron, 1986). Therefore, this perceived unfairness may lead to less
tax morality. Conversely, taxpayers who receive higher benefits from
government may have a better understanding of the necessity of
paying taxes (Duch, Palmer, & Anderson, 2000). On the other hand,
because of higher marginal utility or wealth reduction if penalized,
individuals in lower income classes may not take the risk of tax
evasion (Jackson & Milliron, 1986). Also, Alm & Torgler (2006)
argue that according to rational choice theory of crime, lower-income
individuals are more likely to engage in criminal activities due to their
lower opportunity costs. As a result, we do not expect the sign of
coefficient on income variable in a priori. Based on the equity theory,
the effect of financial satisfaction on tax morale can be investigated.
Financial satisfaction is based on a taxpayer’s current income situation
as compared to others. The point here is that individuals who are the
least satisfied financially are more likely to evade paying tax because
they desire for a better financial situation. Thus, the least financially
satisfied taxpayers will have the weakest tax morale. Financial
satisfaction should have a positive effect on tax morale, whereas
financial dissatisfaction might create a sense of unfairness and distress
resulting in a decrease in tax compliance (Torgler, 2003).

2.3 Social Capital Variables

Social capital has a great effect on tax morale. Torgler (2003)
investigated the relationship between trust and tax morale collecting
data of 20 transition countries from WVS for the periods of 1989-
1993 and 1995-1998. Both trust in government and trust in legal
system are found to be significant and positive.
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Religious practices can prohibit illegal behaviors because it has a
sanctioning system in itself that legitimizes and supports social values
(Hirschi & Stark, 1969). Torgler (2006), also, elaborates on the idea of
religiosity as a factor that affects tax morale. It is based on survey
questions that measure church attendance, religious education, church
participation, and importance of religion, religious guidance related to
good and evil and trust in the church as an organization. All variables are
found to have a significant and positive effect on tax morale (Torgler,
2006). Criminology literature, also, has reported a negative correlation
between religious membership and crime (see for example Torgler &
Schneider, 2007:449). Thus, as religiosity decreases the levels of criminal
actions, it can increase tax morale. According to the equity theory, when
paying taxes to government is perceived as a patriotic duty, fairness can
be seen in a taxpayer’s loyalty to his country (Torgler, 2003). This
national pride indicates an individual’s behavior within organizations,
groups and society (Torgler & Valev, 2010). An increase in national
pride would lead to increased tax compliance in a country. Variable of
importance of politics also have an effect on tax morale. This could be
better explained with equity theories. The relationship between taxpayers
and government would involve not only the provision of public goods,
but also a psychological relation including the way both parts treat each
other and the fairness of the procedures leading to political outcomes
(Lago-Penas & S. Lago-Penas, 2010). According to Schnellenbach
(2006) tax evasion might be considered as an instrument to punish
Leviathan governments that are going to increase tax revenues rather than
regarding the preferred policies of the taxpayers.

2.4 Conditional Cooperation Variable

Conditional cooperation is an important determinant that has a great
impact on tax morale. If tax evasion is believed to be common and a
taxpayer can be affected by the behavior of other individuals, tax
morale decreases (Frey & Torgler, 2007). Alternatively, tax morale
will increase if an individual taxpayer believes others to be honest. On
the other hand, countries that taxpayers do not rely heavily on referent
group opinions will experience higher tax compliance. These results
are confirmed in other researches in which strong peer effects result in
lower tax morality (Bobek, Roberts, & Sweeney, 2007; Torgler, 2012;
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Alon & Hageman, 2013).
Figure (1) indicates the determinants of tax morale based on social

psychology.

Economic Situation
-Financial Satisfaction

-Income
Demographic Social Capital
-Age -Importance of Politics
-Gender Tax morale -National Pride
-Education -Trustin government
-Marital status -Importance of Religion

Conditional Cooperation
-Trustin Others

Figure 1: Determinants of Tax Morale Based on Social Psychology

2.5 Previous Literature

In recent years, some scholars have investigated thoroughly the
determinants of tax morale. Cummings, Martinez-Vazquez, McKee and
Torgler (2009) analyzed the determinants of tax morale in Botswana
(1999) and South Africa (2000) obtaining data from the Afro
barometer. For estimating the effects of Gender, age, education and
employment status on tax morale, they used ordered probit method.
Their research results showed that tax morale rises with age and is
higher in Botswana. Therefore, it supported the idea that tax morale is
higher for countries with honest governance. Similarly, Martinez-
Véazquez and Torgler (2009) applied weighted ordered probit and
gathered data from WVS and EVS for searching determinants of tax
morale in Spain during years 1981, 1990, 1995, 1999 and 2000. Their
included variables were Gender, age, marital status, employment status,
religiosity, and trust in the parliament, national pride, and time dummy
variables. The results indicated that Tax morale is stronger in the 90's
than in the 80's and rises with age and religiosity. Tax morale is also,
lower for upper-class individuals and trust in parliament and national
pride increase tax morale. Torgler (2012) has addressed the social
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context impact on tax compliance behavior using data from the EVS for
Eastern European countries that joined the European Union (EU) in
2004 or 2007. He also, analyzed tax morale differences between 1999
and 2008. Political interest is examined with the influence of trust and
institutions on tax morale. Results were significant and negative and
indicated that tax morale has decreased in 7 out of 10 Eastern European
countries. Kaynar-Bilgin (2011) searched for the determinants of tax
morale in Turkey by using the WVS data of 2005-2008. The included
variables for probit model were gender, age, marital status, education,
employment status, income level, financial satisfaction, religiosity,
national pride, confidence in government, justice system and
parliament, importance of politics and religiosity. The author found out
that religiosity, importance of religiosity, importance of politics,
national pride, and confidence in government, all positively affect tax
morale. Tax morale is low for the unemployed. Doerrenberg and Peichl
(2013) investigated the effects of progressive taxation on individual tax
morale. They used World Values survey data. Dependent variable in
their study was tax morale, while explanatory and control variables
were tax progressivity, economic indicators, demographic variables,
national pride, trust and confidence in government and importance of
religion. They found that women and married people have higher tax
morale than men and singles respectively. Other variables that had a
positive effect on tax morale were patriotism, being retired and being
employed. Their findings showed that tax progressivity has a
decreasing positive association with tax morale which suggested that
“progressive taxes contribute to less tax evasion and higher perceived
fairness and equality”.

In summary, the existing literatures in this area offer an extensive
set of determinants of tax morale. A further investigation to evaluate
the determinants of tax morale based on social psychology, might
offer a better understanding of tax morale at the country level. In the
next section, we introduce our methodology and estimate the model.

3. Research Methodology

In the following article, tax morale is based on the responses to the
WVS questions dealing with beliefs on “Cheating on tax is justified if
you have the chance.” Tax morale is measured by the WVS survey
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question. Institutional determinants are defined by importance of
religion, trust in government, national pride, and importance of politics,
conditional cooperation and financial satisfaction. First of all, we need
to describe the main characteristics of WVS; then we explain the
percentages of participants for each variable, and finally, the Ordered-
Probit model is used for estimation.

3.1 World Value Survey

The majority of studies identified in the area of tax morale utilize
survey data gathered by World Values Survey (WVS). For the
purpose of collecting data on values and belief systems around the
world, the WVS is a worldwide investigation and its data enables
evaluation of full range of economic, social, cultural and religious
factors. The WVS, which is established in 1981, consists of national
surveys based on almost 400,000 interviews in over 100 countries (G.
Richardson, 2008).

This international representative survey is based on a minimum of
1,000 individuals (This number is almost 2700 for Iran), aged 18 and
over. Probability random methods and other extensive methodological
requirements are used to select questions and samples. The
questionnaires are translated into a country’s own official language
and are independently translated back to English to check for accuracy
of the translation and are pre-tested to correct any problematic
translation issues. The survey is administrated by professional
organizations applying face-to-face interviews or phone calls for
remote areas. After stratification by degree of urbanization and by
region, the WVS consists of a multi-stage random selection of
sampling points with a number of individual observations extracted
from all administrative regional units. The results can be weighted to
represent national population parameters. The WVS survey results
found to be reliable and very consistent and the data has been
successfully and widely applied by sociologists, political scientists
and economists (Slemrod, 2002).

3.2 Participants
In this part, the descriptive statistics of all variables used in the model
for Iran are derived. The percentage rates of individuals having
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specific properties in the whole population are as follows; male 49.6,
married 60.3, the 30-49 age group 40, the 50+ age group 10, the 16-29
age group 49.8. The percentage rates for education level are as
follows: upper educated is 25 percent, middle educated is 41.1
percent, and lower educated is 33.9 percent.

The rates of income levels are 5.9 percent for lower step, 20
percent for fifth step, 0.6 percent for tenth step. The rates of financial
satisfaction for levels 1, 5, 6 and 10 are 5.7, 17.3, 15.5 and 9.2 percent
respectively.

The variable of religiosity and national pride give the relatively high
values of 94.6 and 91.5 percent. Besides 78.5 percent of them thinks
that religion is very important. The ratio of respondents considering
politics as an important issue is relatively low, 6.2 percent and the rate
of respondents who have confidence in government is 48 percent.

For the variable of Conditional cooperation, the ratio of
respondents who have confidence in others presents low value of 11.3
while 88.7 don’t have trust in others.

The general question that assesses the degree of tax morale is
Please tell me whether you think that cheating on tax if you have the
chance can always be justified, never be justified, or something in
between (Scale from 1=never justified to 10=always justified). Thus,
our dependent variable, tax morale, is obtained by recoding the
question above. In this research, 3 corresponds to never justified and 1
for always justified. Therefore, when it comes to the variable of tax
morale, 65.1 percent of the individuals have the highest tax morale
level. These individuals respond that cheating on tax is never justified.
The rates of the levels 2 and 3 are 14.1 percent and 6.9 percent
respectively. The rate of people saying cheating is always justifiable is
1.9 percent.

3.3 Research Model and Estimation Results

In the following article, we use Ordered-Probit model for estimating
model parameters and marginal effects for each variable. In general,
ordered probit models were preferred to be used in determining the
relations and the interactions between tax morale and personal and
socio-economic factors. Ordered probit models are very useful to
analyze dependent variables of tax morale containing ordering
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information. Therefore, the same estimation method is used in this
paper. Table (1) shows the results of Ordered Probit Model Estimation
for Iran where Tax Morality is dependent variable. The independent
variables are related to social capital (Importance of politics,
importance of religion, religiosity, and national pride), demographic
factors (Age, Gender, Education, & Marital Situation), conditional
cooperation (trust in others) and the economic situation (financial
satisfaction and income), and has been presented in the first column.
The second column indicates the estimated coefficient for each
independent variable. The coefficients cannot be directly interpreted
because the model is non-linear. However, the signs of each
coefficient can be evaluated. In the third and fourth columns,
associated z-value and probability value for each variable are
represented. The statistical significances of the variables are
determined by using the z-statistics or probability value. In the fifth
column, the marginal effects of the independent variables on the
dependent variable are given (at average level). These effects are the
ones related to the top level of tax morale category (Y = 3). Moreover,
the specification test statistics are given at the end; the estimated
model seems to be statistically significant since the probability value
of chi-square is much less than 0.01 (LR chi2 (11) = 82).

As it is shown in table (1), in the case of social capital, variables of
Confidence in Government and National Pride are statistically
significant at 1 percent level and coefficients are positive. This means
that Confidence in Government and National Pride has positive and
significant effect on tax moral. Marginal effect of Confidence in
Government on tax morale is 0.03 and is positive. Those trusting the
government have high tax morale. The same result applies to National
Pride, which has the marginal effect of 0.05 and is the largest
marginal effect among the significant social capital variables and
implies higher tax morale. The marginal effect of the Importance of
Religion and Importance of Politics are 0.02 and 0.001 respectively.
However, the estimated coefficients for these variables are not
statistically significant.
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Table 1: The Results of Ordered Probit Model Estimation for Iran
Independent Variables Coefficient z-value p > |z| Marginal Effects

Social Capital

Importance of Politics .004 0.19 0.851 .001
Importance of Religion .054 1.31 0.190 .020
Confidence in Government .082** 2.66 0.008 .030
National Pride .136** 3.91 0.000 .050
Conditional Cooperation

Trust in others .182* 2.32 0.020 .067
Economic Situation

Income -.026* -1.97 0.048 -.009
Financial Satisfaction .030** 2.74 0.006 011
Demographic Factors

Age .007** 3.34 0.001 .002
Gender .028 0.59 0.554 .01

Education - 137** -4.00 0.000 -.050
Marital Status .034 0.61 0.542 012
Number of Observations 2665

LR chi2(11) 82.71

Prob (ChiSgd>value) 0.0000

Note: Dependent variable is tax morale on a three-point scale (1 to 3).

* and ** refer to statistically significant parameter estimates at the 5 and 1 percent levels
respectively.

Resource: World Values Survey Database; http://www.worldvaluessurvey.org/ .

Interestingly, the coefficient of Trust in Others is significant and
positive. This finding implies that tax morality improves among
taxpayers if they trust more on other individuals. The marginal effect
for this variable has the value of 0.067.

According to the results of the third category of Table (1),
economic situation, variables of Income and Financial Satisfaction
have significant effect on tax morale. Respondents who are at the
higher level of income turn out to have lower tax morale since
coefficient for this variable is negative. However, the financial
satisfaction variable has a positive effect on tax morale. This finding
confirms that least financially satisfied taxpayers will have the
weakest tax morale.

According to the estimated model, in the following research,
marital status and gender seem to have nothing to do with tax morale
since the coefficients for these variables are not significant even in 10
percent level. The coefficients of Age and Education, on the other
hand, are significant and their signs are positive and negative
respectively; implying that tax morale is higher for elderly persons
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and lower for more educated ones. The marginal effect belonging to
the variable of Age is 0.002 and is very low. This indicates that
increasing age of the participants in the survey by one year would
increase the probability of having the higher tax morality by 0.002
percent. However, the marginal effect of Education is negative and
has the value of -0.5 and indicates that the higher levels of education
causes lower tax morality. This finding confirms that the higher
educated taxpayers may have some criticisms about how collected
taxes would be redistributed. They are also aware of government
inefficiencies. Therefore, higher education seems to be one of the
main decreasing factors of tax morale.

Based on these findings, it can be concluded that improving
institutional credibility as a public policy might increase the level of
tax morale in Iran leading to more tax compliance by taxpayers.

4. Conclusion

While economic deterrence models argue that individual’s decisions
are fully based on maximizing only economic utility; social
psychology models attempt to explain and anticipate human behavior
by examining the underlying attitudes, norms and beliefs. The core
center of these models is if the individual’s behavior is understood,
then it may be possible to understand and predict attitudes toward
taxpayer compliance decisions. In this research, the determinants of
tax morale were recognized and analyzed by estimating ordered probit
models for Iran and using data of WVS. Dependent variable, in this
study, was tax morale where the variables of religiosity, national
pride, and importance of religion, importance of politics, confidence
in government, age, gender, marital situation, education level, income,
financial satisfaction and trust in others were independent variables.
Most of coefficients were found to be statistically significant and
consistent with related literatures. Among social capital variables,
only national pride and confidence in government have significant and
positive effects on tax morale. Importance of religion and importance
of politics have positive effects, however, relating coefficients are not
significant. For the case of economic situation, variables of income
and financial satisfaction have significant effects on tax morale. While
the effect of income is negative, financial satisfaction influences tax
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morale positively. These findings are consistent with theory. Trust in
others has significant and positive effect on tax morale, and indicates
that individuals would consider tax paying as a morale action if they
believe others are honest and pay their tax contribution. Demographic
factors such as gender and marital status have nothing to do with tax
morality; however the effects of age and education are significant.
These findings are consistent with those of Torgler (2006), and I.
Lago-Penas & S. Lago-Penas (2010).

Based on these findings, it can be concluded that improving
institutional credibility as a public policy might increase the level of
tax morale in Iran leading to more tax compliance by taxpayers.
Therefore, if taxpayers get utility from redistributing tax resources
which is based on persuasion rather than coercion, tax moral will be
increased. In this respect, using instruments of persuasive power is
crucial.
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