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Abstract - Even though we are all aware of the importance of paying taxes the tax compliance rates are nowhere near 100%. 
When given the chance, taxpayers do not declare their full income for a variety of reasons. This article aims to uncover some 
of the reasons behind a taxpayer’s reluctance to fully comply with the requirements of the tax system. The research is based 
on an experiment conducted in Romania using volunteers. The aim was to see if some of the hypothesis regarding the most 
common reasons for lack of tax compliance hold true for the Romania taxpayer. 
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I. INTRODUCTION AND PREVIOUS 
RELATED RESEARCH 
 
Tax compliance has been on the foreground of tax 
research for many years. Only very few studies are 
based on actual data regarding taxpayers and the 
income they declare because most tax authorities are 
reluctant to release the necessary information even 
for research purposes. The privacy of the taxpayers is 
protected by law and even if this were not the case, 
we are still left with a very good example of 
information asymmetry: only the taxpayer knows the 
real income; neither the tax authority nor the 
researchers have access to this information. Most of 
the research in this area is based on experimental 
data. One of the first studies to use information 
gained through economic experiments (Davis and 
Holt, 1993) belongs to Allingham and Sandmo (1972) 
and it was followed by numerous studies regarding 
the factors that influence the behavior of taxpayers 
such as: Alm (1999), Alm, Bahl, and Murray (1993), 
Alm, Jackson, and McKee (1992), Andreoni, Erard, 
and Feinstein (1998), Park and Hyun (2003), Alm, 
Cherry, Jones, and McKee (2010). Some studies 
focus on the role of morale and ethics in tax 
compliance (Togler, 2005; Cummings, Martinez-
Vazquez, McKee and Torgler, 2006; Alm and Togler, 
2011). Others focus on many other factors: the tax 
rate, the fine rate, other negative incentives, the role 
of tax regulations, the lack of standardizations when 
it comes to tax forms, tax audit and its cost. 
Though the idea of using experimentally obtained 
economic data to study the behavior of taxpayers is 
not a new one, it is widely used and it is the basis of 
the current research proposal. The novelty of this 
research consists of the fact that the elements of the 
economic experiment are altered and adjusted to suit 
the Romanian environment. The data and the results 
of this study will enrich and add to the existing pool 
of scientific results. Also, it will provide invaluable 
insight into the thinking and approach to taxes 

specific to the Romanian taxpayer. These results 
could help the government policy makers choose the 
most effective tax measures to be implemented. 
 
II. RESEARCH OBJECTIVES 
 
The main research objective is to establish what 
factors influence the Romanian taxpayers’ decision to 
comply or not with tax regulations. Also, I would like 
to be able to explain the influence of each factor 
using statistical analysis. 
As I have previously mentioned, one of the main 
problems regarding research on tax behavior is the 
lack of actual information. The tax authorities are 
reluctant to provide individual taxpayer information 
regarding the real income of taxpayers, the income 
they declared and the fines that were paid after a 
fiscal inspection. Therefore, what I propose is an 
experiment that will provide the necessary data for 
understanding the behavior of Romanian taxpayers. 
In the experiment I analyzed how four factors that 
influence tax compliance. These four factors are: the 
tax rate (t), the level of real income (RI), the fine rate 
(f) and the probability to be submitted to a tax 
inspection (P). The income tax rate (t) in Romania is 
currently fixed at 16 %. The real income (RI) is a tax 
payers’ income that only he knows, while the 
declared income (DI) is the income that the taxpayer 
declares to the tax authority. The taxes paid are equal 
to t * D, if there is no tax inspection. If there is a tax 
inspection, we will assume that the real income is 
discovered, which results in a fine equal to f * (RI – 
DI). The fine will be interpreted as the penalty a 
taxpayer incurs when he is caught declaring less that 
we actually earns to the tax authorities. Therefore, the 
fine is the penalty for the lack of tax compliance. 
 
III. DESCRIPTION OF THE EXPERIMENT 
 
The experiment was conducted using volunteers. 
They were all master students who are pursuing a 
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Master Degree in Economics. All of them have a 
thorough understanding of the Romania tax system. 
There were 20 volunteers, but one of them 
misunderstood what was required in the experiment 
and his answers were not usable. 
The participants were each given a card with their 
real income (which only the participant knows). In 
each round, they were provided with information 
regarding the tax rate, the fine rate and the probability 
to be submitted to tax inspection. They were asked to 
declare their taxable income and to calculate the 
income tax that they must pay. By applying the 
probability to the number of participants, we 
determined the number of participants who will be 
submitted to tax inspection. The participants to be 
inspected were chosen randomly, they were inspected 
and (if they did not declare their whole income) the 
fine was calculated. In each round, only one of the 
factors was changed while the others were constant. 
At the end of the round, each participant was asked to 
calculate a performance rate equal to the after-tax 
income divided by the before-tax income (which is 
the real income of the participant for that round). The 
after-tax income is the real income minus taxes (and 
fines). At the end of the experiment, the participants 
were rewarded according to their average 
performance rate for all the rounds. 
The performance rate and the reward for the 
participants with the highest performance rates were 
added to incentivize the participant not to comply 
with the “tax legislation” in order to make the 
situation in the experiment as real as possible. In day-
to-day life taxpayers already have the incentive not to 
comply with the tax legislation in the form of the 
extra disposable income they get to keep and use. 
According to the four factors that were considered in 
the beginning, four research questions were 
formulated. 
Research question 1: How does the tax rate influence 
tax compliance? 
In order to answer the question, throughout the 
experiment there will be four tax rates considered 
9%, 16%, 25%, 40%. I anticipate that the higher the 
tax rate is the lower tax compliance will be. 
Research question 2: How does the fine rate influence 
tax compliance? 
For this question, three fine rates will be considered: 
100%, 200%, and 300%. I anticipate that the higher 
the fine rate is the higher tax compliance will be. 
Research question 3: How does the probability to be 
submitted to tax inspection influence tax compliance? 
This will be analyzed using three probabilities: 10%, 
20%, and 30%. I anticipate that the higher the 
probability of inspection is the higher tax compliance 
will be. 
Research question 4: How does the amount of real 
income earned influence tax compliance? 
This will be determined using different amounts for 
the real income the participants are given on their 

cards for each round. I anticipate that the higher the 
level of income is the lower tax compliance will be. 
The experiment consisted of 8. The table below 
provides an overview of the information that was 
provided to the participants in each round. 

Round Tax rate (t) Fine rate (f) 
Probability 

of 
inspection 

1 16% 100% 20% 

2 9% 100% 20% 

3 25% 100% 20% 

4 40% 100% 20% 

5 16% 200% 20% 

6 16% 300% 20% 

7 16% 100% 10% 

8 16% 100% 30% 
 
After the experimental part of the research was 
completed, a database was compiled with all the 
results. The tax compliance rate was calculated and 
included in the database. The tax compliance rate was 
calculated as DI divided by RI. 
 
IV. RESEARCH RESULTS 
 
Based on the experiment and the answers of our 
volunteers, we calculated the tax compliance rate and 
looked at its evolution, on average, as each of our 
four factors changed as described in the table above. 
 For the first research question the results are 

presented in the table below: 
  

Tax rate 9% 16% 25% 40% 
Average tax 
compliance 
rate 

88% 81% 72% 75% 

 
For the first three tax rates the taxpayers reacted as 
expected, an increase in the tax rate lead to a decrease 
in the tax compliance rate/ However, this was not the 
case for the final change in the tax rate. 
 For the second research question the results are 

presented in the table below: 
  

Fine rate 100% 200% 300% 
Average tax 
compliance rate 81% 87% 96% 

 
In the case of the fine rate, the results show that the 
taxpayers reacted as expected. The average tax 
compliance rate increases as the fine rate increases. It 
is almost 100% for the last increase in the fine rate. 
This seems to point out that the fine rate might be a 
more effective tool to increase tax compliance for the 
Romanian tax payer than the tax rate. 
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 For the third research question the results are 
presented in the table below: 

Tax inspection 
probability 10% 20% 30% 

Average tax 
compliance rate 65% 81% 86% 

 
The results seem to follow the pattern that was 
expected, as the probability of being submitted to a 
tax inspection increases so does the average tax 
compliance rate. However, it should be noted that the 
second increase in the probability did not have such a 
dramatic effect on the average tax compliance rate as 
the first increase in the probability of a tax inspection 
taking place. It should also be mentioned that the 
participants knew that they could be submitted to an 
inspection in each round. In other words, just because 
they were inspected in round 2 this did not guarantee 
that they would not be inspected again in round 3. 
 For the fourth research question the results are 

presented in the table below: 

Real income 

Low  
(less 
than 
10000) 

Medium  
(between 
10000 and 
15000) 

High  
(above 
15000) 

Average tax 
compliance 
rate 

87% 82% 74% 

 
As expected, the higher the level of income the more 
inclined to not comply with the tax legislation a 
taxpayer will be. This is to be expected even in a tax 
system that has a flat tax rate as the Romanian tax 
system does. The higher the income is the higher the 
taxes are. Therefore, the higher the incentive is to not 
pay them. 
In addition to the four initial research questions, I 
believed it would also be interesting to look at the 
effect paying a fine had on the participants. In all, 
throughout all the rounds, 32 tax inspections were 
conducted. Out of these only 16% did not end with a 
fine being paid by the participant that was inspected. 
In the round following that in which they paid a fine 
only 15% of the participants had a tax compliance 
rate of 100%. Furthermore, only 33% of the 
participants had a higher tax compliance rate in the 
round immediately after they paid a fine. 
 
V. FURTHER RESEARCH 
 
I would like to continue the research by extending the 
database and then estimating a regression model 
based on the information obtained. I would like to 
extend the research in order to establish if tax 
education might be a factor in taxpayers’ willingness 
to accurately declare their taxable income. This 
means I would like to also include volunteers who do 
not have a thorough understanding of the Romanian 

tax system, even if they do understand the basics of 
taxation. Another factor that I would like to consider 
is the existence of public goods. The initial 
experiment does not take into account the fact that the 
taxes paid by taxpayers return to the taxpayer (to 
some extent) in the form of public goods. Public 
goods are non-excludable (nobody can be excluded 
from using that good) and non-rivalrous (if the good 
is used by one individual this does not reduce its 
availability to other individuals), such as: public 
infrastructure, national security, education, and street 
lighting. 
In the experiment, I would include this by giving each 
participant, at the end of each round, an equal share 
of the taxes collected in that round. I would obtain 
this amount by dividing the total amount of taxes 
calculated for that round by the total number of 
participants. This amount would be added to each 
participant’s after-tax income. 
My expectations are that the inclusion of public 
goods in the experiment will not affect the behavior 
of taxpayers. This opinion is based on experiments 
related to tax compliance and taxpayers’ behavior 
conducted previously with Bachelor students. In these 
experiments, for most groups, neither the existence 
nor the “value” of public goods influenced tax 
compliance. 
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