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ABSTRACT 

Fiscal sociology investigates financial events from a sociological point of view and explores the 

effects of tax and spending policies on society and also the role and influence of the elements that 

constitute society in defining these policies. As the tax system and policies of each country reflect the 

characteristics of the country's social, political, cultural and economic structure, tax systems differ 

according to the characteristics of the structure of the society. Tax systems that are in line with the 

social structure ensure that tax compliance is achieved at a high level. From this point of view, aim of 

the study is defined as investigating the level of interaction of the structural elements with tax 

compliance. In this respect, tax compliance and socio-economic variables that affect the structure of 

the society are included in the study and they are analyzed using panel data analysis covering the 

2008-2016 time period by making comparisons between the European Union and OECD countries. As 

a result of the analysis, the main point in increasing tax compliance is that the tax policies are adopted 

by the society, for this reason it is concluded that implementations that reflect the society need to be 

taken as a basis while making the regulations on the tax system. 
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1. INTRODUCTION 

Each country has its own tax system which is affected by its structure of the society and in 

this respect, it is important to arrange tax policies by taking into account the determinants that 

constitute the society‟s structure in social, economic, cultural, institutional, pyschological and 

sociological ways. If tax policies are regulated in this way, they will reach the success by tax 

compliance because policies that reflect the society lead higher tax compliance by making the 

acception of the tax system easier. This is the main idea of fiscal sociology.  

Making fiscal sociological research have been taking a more important role nowadays 

because fiscal sociological researches that started with Ibni Khaldun in the 14th century are 

still ongoing and its importance has been understood by researchers. That‟s why, the number 

of new aprroaches and studies is increasing day by day. 

In this study, it is aimed to find out the the importance of financial sociology in line with tax 

compliance. In this regard, determinants affecting tax compliance will be analyzed to measure 

how socio-economic variables that constitute the society‟s structure affect the level of 
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compliance. This is important in terms of determining which factors should be given priority 

and importance in the implementation of tax policies.  

2. THEORETICAL EXPLANATIONS ABOUT FISCAL SOCIOLOGY 

It is important to begin this section by reviewing the different definitions of fiscal sociology 

and after that, the significance of the fiscal sociology will be explained by taking into 

consideration the relationship between sociological perspective to fiscal events and tax 

policies.  

2.1. Definition of Fiscal Sociology 

As the study of society‟s behavior in the context of the impacts of historical events and social 

development (Giddens, 2011:6), sociology examines the unfolding and effects of social events 

not only with the social and cultural elements involved, but with fiscal elements and 

repercussions, as well. The main lack of the social sciences are that they generally deal with the 

area of related field. The main difference of fiscal sociology from other social sciences is 

examining together different areas. Fiscal sociology investigates the effects and outcomes that 

make up the field of study of fiscal sociology are to be considered in the wider context of 

politics, culture, religion and society (Backhaus, 2004:143). This integrative and unifying 

feature of financial sociology welcomes to many disciplines such as economic sociology, state 

sociology, anthropology, political science, financial law and public law, as well as the need to 

address different dimensions such as social geography, local economy and regional 

development (Brun, 2013:11).  

Fiscal sociology can be described, as the theoretical, sociological study of tax policy formation 

in a very broadly way (Mumford, 2019:11). To the extent it has a predominant theme, its 

“central aspect” is tax compliance -this is the reason why fiscal sociology and tax compliance 

should be investigated together-, although the investigations run deeper than considerations of 

how best to effect compliance, or to prevent non-compliance (Nuta, 2018:392). 

Fiscal sociology mainly focuses on political, economic, cultural, institutional, and historical 

influences on taxation and public expenditures (Campbell, 1993:164). Fiscal sociology should 

above all be concerned with the articulation between state and society with the combination of 

history and three rahter large tasks are involved (Padgett, 1981:76);  

 An institutional analysis of the structure of governmental expenditure and/or taxation 

policymaking, along with a historical description of its operation and development, 

 A “symptomatic” analysis of mechanisms for the representation of external group 

and/or class interests within the system, 

 A “causal” analysis of the impact of expenditure and taxation policies on a wide 

variety of social phenomena such as economic growth, income distribution, the 

regulation of economic relations and the changing structure of the policy itself.  

2.2. Why is Sociological Approach to Tax Policies Important? 

Social, cultural and economic determinants which affect taxpayers‟ behavior are crucial to be 

considered while making policies because they have also an effect on the rate of tax 

collection. Thus, tax is approached as one of the most „pervasive‟ relationships that exists 

between the citizens and the state, as „everyone‟ is obliged to pay tax (Mugler, 2019:390).  

Tax and expenditure policies formulated with taking into consideration cultural, legal, 

economic, political and social factors which reflect the society will affect tax compliance 

because it will be easier to attain social acceptance. This may bring success to the policies and 
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practices implemented by the government. In parallel with this view, scholars acknowledge 

that both the policies regarding expenditures and taxation have significant effects on 

sociological phenomena (Campbell, 1993:164). 

The importance of the interaction of fiscal sociology with taxes is explained in Figure 1, 

based on the assumption of an indirect tax on a certain product (e.g. bagels). Since this tax on 

bagels increases the demand price and decreases the supply price, the balance production 

level/quantity decreases from Q0 to Qt. The excessive burden caused by taxation equals the 

area of the shaded triangle. This explanation is in line with the economic theory, but some 

questions have not been answered regarding the excessive tax burden yet (Backhaus, 

2001:14). For example, we do not know how consumers and producers behave across the tax, 

what the producers do in the production process of the bagels, whether the producers and 

consumers develop new ideas to prevent tax, whether new products will be produced in 

markets with no tax, under what circumstances tax evasion will occur and what consequences 

it will bring. All these questions which remain unanswered will not be brought up or 

answered in classical tax burden analyses (Backhaus, 2001:14-15). However, these questions 

should be answered when applying or evaluating policies such as collecting a tax, introducing 

a new tax, or increasing or decreasing tax rates (Backhaus, 2001:15). This brings and proves 

the importance of fiscal sociology. 

 

Figure 1. The Relationship Between Fiscal Sociology and Tax 

Source: Backhaus, 2001:14. 

As fiscal sociology focuses on tax policies with the structure of the society together, this is 

closely related to the rapid recognition of the regulations on tax systems in the society and the 

response developed against them. In this respect, it is crucial to investigate the economic, 

social, and cultural characteristics of the society and to evaluate the circumstances under 

which these policies will be implemented before putting into practice new policies. As only 

the policies that reflect the structure of the society can achieve success, the importance of 

fiscal sociology occurs in this way.  
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3. DETERMINANTS OF TAX COMPLIANCE  

It is important to examine tax compliance factors to determine the variables that will be used 

in the analyses to be applied in this research. Tax compliance models are studied mainly in 

two categories, namely, economic models and psychological and behavioral models. In this 

section, these determinants and any other determinants which have been searched within new 

approaches will be examined. 

Classical determinants are examined in the framework of economic models. Allingham and 

Sandmo (1972) were the first authors to examine the economic model of tax compliance, and 

the literature on the subject started with their study. The expected benefit model of Allingham 

and Sandmo suggests that the variables that determine tax compliance are tax control, tax 

penalties, risk of getting caught and punished (tax audit), tax rate and income (expected 

benefit).  

According to Allingham and Sandmo‟s model, tax declaration decision is a decision under 

uncertainty because failure to report one‟s full income to the tax authorities does not 

automatically provoke a reaction in the form of a penalty (Allingham and Sandmo, 1972:324). 

Given an exogenously established income, a constant income tax rate and a constant audit 

probability, the taxpayer faces to two alternatives: to declare or to understate his real income; 

if the taxpayer chooses to declare less than his real income, he is uncertain about his final 

outcome due to the probability of being audited and fined for non-compliance (Batrancea et 

al., 2012:22). The authors stress that the taxpayer will evade taxes if the expected utility from 

evasion exceeds the expected utility from full compliance (Batrancea et al., 2012:22). 

After Allingham and Sandmo‟s study, Yitzhaki improved the economic model and in the 

study of Yitzhaki, it is concluded that as the tax rate increases the income evaded decreases 

and in this case there is no substitution effect (Yitzhaki, 1974:201). Thus, according to the 

model, Yitzhaki concludes that increasing tax rates will reduce unreported income, a 

prediction that contradicts general belief (Saruç, 2015:46).  

The expected benefit model and the Yitzhaki model were then extended by sociological 

factors. In the study of Juan, Lasheras and Mayo (1994), sociological variables which affect 

tax compliance such as age, education, being selfish or altruistic, social pressure on tax 

evasion, taxpayer's perception of tax burden injustice are included in the research.  

After it has been understood that tax compliance is related not only to economic, but also to 

behavioral factors, the models focusing on the psychological and social aspects of tax 

compliance have started to be developed due to insufficient economic elements in explaining 

tax compliance. The most widely known and applied of these is prospect theory and this 

theory was developed by Kahneman and Tversky (1979).  

Prospect theory is based on the following five main ideas; reference dependence, declining 

sensitivity, loss aversion, non-linear weighting of probabilities and susceptibility to framing 

effects (Dhami and al-Nowaihi, 2006:172). In prospect theory; not only the maximization of 

individual interest and individual benefit function that determines the tax payment preferences 

of individuals, but also psychological perception determines taxpayers‟ attitudes and 

behaviors about tax payment. In this respect, prospect theory, in comparison to to the 

expected benefit model, only deals with psychological factors, but not economic factors and 

suggests that the main determinants of tax compliance are psychological, cultural, moral, 

legal, religious, institutional, and political elements and costs rather than economic factors.  
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According to another model which is developed by Song and Yarbrough in 1978, three 

determinants such as legal environment, tax ethics, opportunity and other situational factors 

affect tax compliance (Song and Yarbrough, 1978:444). Kirchler, Hoelzl and Wahl (2008) 

explained tax compliance with two main variables such as the trust in the authorities and the 

power of authority and differentiated tax compliance as voluntary and enforced tax 

compliance based on the criteria of trust and power. In their slippery slope tax compliance 

model, tax compliance will be low when both the power of the authorities and trust in them 

are at low levels. However, if an atmosphere of trust and cooperation can be established 

between the parties, then trust in the authority, thus voluntary tax compliance will be high 

(Kirchler, Hoelzl & Wahl, 2008:212). 

In 2000‟s, in addition to economic and psychological determinants of tax compliance, 

sociological determinants have started to have importance in tax compliance studies. 

Especially in the framework of the new approach of fiscal sociology developed in the 2000‟s 

bring up the themes of sociological sensitivity in tax policy approach, the relations between 

micro and macro issues, the relations between constitutional issues and fiscal sociology and 

the place of bureaucratic regulations in financial issues (McLure, 2003:6-7). This new 

approach includes interdisciplinary relationships of the fields such as economics, political 

science, law, history, and public policy in addition to sociology (Martin et al., 2009:2) and 

focuses on facts that can be measured at the level of society rather than the individual. Thus, 

sociological approaches and studies have become more important in recent years.  

Some recent reports published by OECD (OECD, 2004; OECD, 2014) suggest that economic 

factors, as well as external factors such as social perceptions, international changes, media 

and social changes have an impact on tax compliance and clearly indicate sociological 

variables among the factors with an effect on tax compliance. OECD made a classification 

about the determinants of tax compliance in five categories such as business profile, industry, 

sociological factors, economic factors and psychological factors.  

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2. Factors Affecting Tax Compliance 

Source: OECD, 2004:40.  
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Determinants shown in the figure include all the elements affecting tax compliance. These 

elements consist of social and economic variables and the important issue is that in addition to 

economic and psychological factors, sociological factors should be taken into consideration 

while measuring the effects of tax compliance. Since these variables are shaped according to 

the socio-economic structure of the society, sociological research-society structure-fiscal 

sociology takes an important role for tax compliance. 

4. TESTING THE EFFECTS OF SOCIO-ECONOMIC FACTORS ON TAX 

COMPLIANCE  

4.1. Literature 

Many international studies have been made so far to measure the effects of different variables 

on tax compliance. In this part of the study, these studies will be examined shortly to be a 

guide while determining the variables for the analysis which is planned. There are many 

studies that have been made so far but only the studies which are thought to be useful for the 

analysis.  

Table 1. Previous Studies About Tax Compliance 

Author(s) Year Variables Method Results 

Grasmick and 

Green 
1980  

Illegal behaviour, perceived certainty of 

arrest, perceived severity of 
punishment, threat of social 

disapproval, moral commitment to the 

norm 

Survey    
The authors present data which suggests that the effects of 
all the variables are positive and additive to the previous 

studies.  

Spicer and 
Becker 

1980  Tax rates and fiscal inequity 
Experimental 

method 

The percentage of taxes evaded is highest among those who 

are told that their tax rates are higher than average and 
lowest among those told their tax rates are lower than 

average. The results of the experiment support the 

hypothesis that indicates the amount of taxes evaded will 
increase for victims of fiscal inequity but decrease for 

beneficiaries of fiscal inequity. 

Mason and 
Calvin 

1984  

The fairness of the tax system, 

likelihood of getting caught when 

cheating, income, highness of tax rates 

 Survey   

Analysis suggests that both satisfied and dissatisfied 

taxpayers remain honest because they are afraid of getting 
caught. The results show that moral commitment to obey the 

law is strongest incentive. In addition to this, fear of 

informal sanctions (from peers, the community and from the 
stress of getting caught) is one of the most powerful 

predictors of conformity with tax laws. 

Dubin, Graetz 

and Wilde 
1987 

Audit rate, percent of the adult 
population with a high school 

education, percent of population over 

45, the unemployment rate and percent 
of work force employed in 

manufacturing and per capita income 

Time series 

analysis 

They find out that the audit rate is endogeneous, there is a 
deterrent effect associated with increases in the audit rate, 

compliance increases with per capita income, but at a 

decreasing rate, peaking below the maximum per capita 
income, there is a negative time trend in the audit rate and in 

compliance.  

Dubin and 

Wilde 
1988 

Audit, unemployment rate, percentage 

of non-white, percentage 
manufacturing, age and education 

Cross section 

analysis 

They find significant deterrent effects of auditing on 

noncompliance. 

Alm, Jackson 

and Mckee 
1992 

Tax rate, audit rate, fine rate, income, 

changes in and benefits from public 

goods  

Experimental 

method 

Tax compliance increases in income and audit rates and 
decreases in tax rates. Compliance is also greater when the 

individuals have some benefits from a public good funded 

by their tax payments, whereas changes in fine rates appear 
to have little effect on compliance behaviour. 

Muter, Sakınç 

ve Çelebi  
1993 

Perception of tax policies, tax ethics, 
tax burden, perceptions about tax 

system, efficiency of audits, relations 

between taxpayers and the authority  

 Survey   

The unfairness of the tax system is most inportant issue 

among the complaints of taxpayers regarding the tax system 
and the reasons of not being compliant.  
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Kamdar 1995 

Income, marginal tax rates, source of 

income, wages, interest and dividend 
income, fines 

Cross section 

analysis 

There is an inverse relationship between tax rates and 

compliance, taxpayer behaviour is affected by 
noncompliance opportunities, third-party information 

reporting to be an effective deterrent to noncompliance, but 

cast doubt on the presumption that lower marginal rates led 
to greater compliance. 

Scholz and 
Lubell 

1998 

Political factors (trust in citizens, trust 
in government, tax fairness, tax equity, 

civic duty, political efficacy), fear and 

duty (tax duty,opportunity, occupation), 
government residual 

Survey-

regression 

analysis 

This study shows that trust in government and trust in other 

citizens significantly influence tax compliance, even after 
controlling for duty, fear, selection bias, and potential 

endogeneity effects. 

Feld and Frey 2002 

Tax fines, behaviour of the tax 

authority to taxpayers, political 
participation rights 

Survey   

The results indicate that the differences in the treatment of 

taxpayers by tax authorities can be explained by differences 

in political participation rights as well. The psychological 
contract is based on a relationship of trust and if the 

psychological tax contract is at stake, respectful treatment 

and trust are strong deterrence and all in all these will bring 
tax compliance because tax compliance is a contract 

between tax authority and taxpayers.  

Park and Hyun 2003 
Actual income, tax rate, fine rate, audit 
rate, public goods, social norm 

Experimental 
method 

It is indicated that taxpayers have the same degree of 

compliance regardless of their income levels, both tax audit 

and penalty rate are important deterrences from tax evasion, 
although the penalty rate is more effective, taxpayers have a 

strong tendency for a free-ride, tax education is one of the 

effective tools to induce taxpayers to comply more. 

Kolodziej 2011 

External factors (referred to economic 

variables such as tax rates and income) 
and internal factors (related to 

psychological features such as 

knowledge, motivational postures) 

Survey   
The research showed positive correlation between economic 
knowledge in the scale of economic rights and relation and 

posture of commitment in respect of tax. 

 Çevik 2012 

Interaction with state and political 

system, interaction with society and 

social capital, personal values and 
norms 

Survey   
It is founded that the social and political environment and 
the individual values and norms of the taxpayer are 

important in explaining the tax compliance. 

Bobek, 
Hageman and 

Kelliher 

2013 

Social norms (personal, descriptive, 
injunctive, subjective norms), 

demographic factors (age, income, 

education, politiccal philosophy), 

fairness of tax system, tax audit, risk 

preferences 

Survey   

The study shows that social norms have important direct and 
indirect effects on tax compliance behavior. Only subjective 

norms and personal norms directly affect taxpayers‟ 

compliance intentions. Descriptive and injunctive norms are 

related to subjective and/or personal norms; however, they 

do not have a direct effect on tax compliance intentions. 

Saad 2014 

Taxpayers‟ view on their level of tax 

knowledge, perceived complexity of 
tax systems and the underlying reasons 

of non-compliance behavior 

Telephone 
interviews 

Taxpayers have inadequate technical knowledge and 

perceive tax system as complex. Tax knowledge and tax 
complexity are viewed as contributing factors towards non-

compliance behaviour.  

Alm, 

Bernasconi, 

Laury, Lee and 
Wallace 

2016 

The rate of tax audit and tax rates, 

release of photos of tax evaders to all 

subjects along with information on the 
extent of their non-compliance)  

Experimental 

method 

The results provide strong support for the notion that public 

shame is an additional deterrent to tax evaders, beyond  

the traditional enforcement tools of higher audit rates and 
enhanced penalty rates. 

Yong and 

Martin 
2016 

Cultural diversity, individualism and 

collectivism 

Qualitative 

research  

Interview findings demonstrate that individualism and 

collectivism can not be used as a generic concept in 

determining tax compliance behaviours, but rather specific 

features of individualism‑collectivism may be used in order 

to identify tax behavioural differences between ethnic 
groups.  

Andrighetto, 

Zhang, Ottone, 

Ponzano, 

D'Attoma, 

Steinmo 

2016 
Tax rate, redistribution, audit, age, 

belief, gender 

Experimental 

method 

The average level of tax evasion (as a measure of ordinary 

dishonesty) does not differ significantly between Swedes 

and Italians. While Swedes are more likely to be either 

completely honest or completely dishonest in their fiscal 

declarations, Italians are more prone to fudging. 

Pukeliene and 

Kazemekaityte 
2016 

Tax morale, trust, power, economic 

development, power distance, 

individualism, masculinity, uncertainty 
avoidance 

Panel data 

anaylsis 

Research suggests that tax morale, socio-cultural 

determinants and the relationship between tax authority and 

taxpayers have an overall significant impact on tax 
behaviour in European Union (EU) countries. 
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D‟Attoma, 
Volintiru and  

Steinmo 

2017 
Gender, tax rate, levels of legal and 
social equality, income, trust in 

government, redistribution 

Experimental 

method 

The results reveal that women are significantly more 

compliant than men in all countries. The difference between 
men‟s and women‟s behavior is not significantly different in 

more gender neutral countries than in more traditional 

societies. 

D‟Attoma 2018 

Tax rate, redistribution, economic 

major, quality of institutions, past 

participation, age, prosociality  

Experimental 
method 

Contrary to cultural explanations for tax compliance, when 
controlling the institutional environment there is no 

difference in tax compliance. It is concluded that 

individuals‟ relationship to their states shapes these 
behavioral differences in tax compliance. 

Surveys are generally applied in these studies as a method of measuring whereas econometric 

methods are rarely used. In this respect, the method that will be used in this study will be a 

supportive issue to make it different from others.  

4.2. Aim, Method and Variables  

The aim of this study is to examine the relationship between structural factors and tax 

compliance based on its theoretical framework. The structural elements include various 

socioeconomic elements on the basis of theories examining tax compliance and in line with 

the OECD assessments. The aim of the analysis is investigating the effects that the socio-

economic structural factors might have on tax compliance and measuring its direction and 

magnitude. Because only tax systems reflecting and including structural elements can achieve 

success.  

The study covers the period of 2008-2016 which means that the dimension of time extends to 

nine years. Since data of some variables could only be founded from the year of 2008, the 

period starts from this year. As the study has both horizontal section and time dimensions, the 

method of panel data analysis is chosen and Stata is used for the analysis.  

The data included in the analysis to measure the effects of variables on tax compliance within 

the framework of the models created are analyzed through a classification of the countries for 

more effective results. That‟s why, countries are classified as European Union (EU) and 

OECD countries. 28 countries
1
 are included in EU group and 36 countries

2
 are included in 

OECD group. The reason of choosing these groups is that the countries share many 

commonalities. Despite of the fact that each nation has its own identity and ideas, they are 

similar in many ways. Especially EU countries have similar lifestyles, cultural heritages and 

socio and economic structure such as higher education levels, strict rules, economic growth 

rates etc. For these reasons, it is important to search fiscal sociological effects for the 

countries included in the analysis and this study is exactly focuses on this aim.  

The dependent variable is taxit, indicates paying taxes rank and as it shows both the costs of 

taxes and the level of tax compliance for businesses, in this study it is indicated as tax 

compliance determinant. For this variable, t is time, and i is the country, thus it shows the 

level of tax compliance in a country during a time period. The data set is developed using the 

                                                           
1
 Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, 

Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxemburg, Malta, Netherlands, Poland, Portugal, Romania, 

Slovakia, Slovenia, Spain, Sweden, United Kingdom.  
2
 Australia, Austria, Belgium, Canada, Chile, Czech Republic, Denmark, Estonia, Finland, France, Germany, 

Greece, Hungary, Iceland, Ireland, Israel, Italy, Japan, Korea, Latvia, Lithuania, Luxemburg, Mexico, 

Netherlands, New Zealand, Norway, Poland, Portugal, Slovakia, Slovenia, Spain, Sweden, Switzerland, Turkey, 

United Kingdom, United States.  
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PricewaterhouseCoopers (PwC) and the “Paying Taxes” reports of the World Bank
3
. These 

reports state the importance of both the costs of taxes and the level of tax compliance for 

businesses. Therefore, the index was measured as the “overall paying taxes rank” covering all 

the sub-variables of the total rate of taxes, time needed for tax compliance, and the number of 

tax payments (PwC and World Bank, 2014:8). In the measurements of this index, all taxes 

and social security premiums paid by medium-sized enterprises (at federal, central, or local 

level) are included (PwC and World Bank, 2015:100). 

Reports show the tax compliance variable according to the country rankings included in the 

analysis that year. For example, if 180 countries are included in the analysis that year, a 

particular country‟s score is calculated according to its rank among 180 countries. In the 

analysis conducted as part of the study, this variable is taken into consideration as a 

percentage value for consistency with other variables.  

The sub-variables showing the level of tax compliance, they are determined as follows (PwC 

and World Bank, 2014:124-126): 

 Total tax rate: when calculating the total tax rate, the costs of all taxes including the 

corporate tax, taxes paid by the employer on behalf of the employee and social 

security contributions (including pension funds), property and municipal taxes and 

motor vehicle taxes. However, withholding taxes, such as personal income tax, are 

not included. The total tax rate is calculated by dividing the total enterprise tax by 

profit.  

 Time needed for tax compliance: the time concept for the variable is expressed in 

hours. This variable includes the corporate tax, VAT or sales tax, and taxes on 

wage earners in terms of the time needed to prepare and submit the statement and 

issue the tax payment (online or in tax administration).  

 Number of tax payments: this variable contains information on the total number of 

taxes and social security premiums paid, payment method, frequency of payments 

and frequency of filing a declaration. Since most medium-sized enterprises prefer 

to submit an electronic statement, these are the statements taken into consideration 

in the calculations.  

As for the independent variables to be used in the analysis, they are determined as follows:  

X1it = auit (strength of auditing and reporting standards): demonstrates the strength of audit 

and reporting standards, with data based on the Global Competitiveness Report prepared by 

the World Economic Forum. The index measures the effectiveness of audits, as well as the 

applicability of accounting standards. The index values are shown on a scale of 1 to 7 in the 

reports, 1 being the lowest and 7 the highest in terms of the power of audit and reporting 

standards. This scale is the product of a study with 13.877 surveys conducted in 135 

countries. In this study, this variable was taken as a range with the maximum value of 7 and 

was converted to the maximum value of 100 to secure its compatibility with other variables. 

X2it = trit (freedom to trade internationally): the international free trade variable was created 

using Fraser Institute data. It comprises variables such as the tariffs, trade barriers, black 

market exchange rates, control of the circulation of people and capital. In today‟s modern 

world, freedom to trade with people in other countries is an important ingredient of economic 

                                                           
3
 All reports beginning with the Paying Taxes 2010 through Paying Taxes 2018 were used to obtain data and the 

title of each report contains the data for the two previous periods. For example, Paying Taxes 2018 report 

includes data for 2016.  
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freedom because when governments impose restrictions that reduce the ability of their 

residents to engage in voluntary exchange with people in other countries, economic freedom 

is diminished (Gwartney et al, 2018:5). The variable comprised a range of 0-10, but was 

converted to one with the maximum value of 100 in order to secure its compatibility with 

other variables. 

X3it = lawit (rule of law): the rule of law is one of the variables defined by Fraser Institute. As 

it is one of the determinants which forms personal freedom (and human freedom as well), it is 

expected that the increase in the variable will increase tax compliance. As a matter of fact, 

this variable is included in the analysis to represent the variable of power of authority and 

how effective and strong the rules of law are. The rule of law is an essential condition of 

freedom that protects the individual from coercion by others (Vasquez and Porcnik, 2018:18). 

The sub-variables accounted for in the formulation of this variable include the fairness and 

speed of the judicial process, civil justice, criminal justice, protection of intellectual property 

rights, trust in the judiciary and law enforcement systems, and trust in the legislative process.   

X4it = eduit (education index): the education index shows the level of education in the country i 

during the t period and is taken from the Legatum Institute data. The index was prepared with 

consideration of the following: access to education (wide range and accessibility of 

educational services, adult and young literacy rate, girls‟ schooling rate as compared to that of 

boys, Gini coefficient in the distribution of educational services), quality of education (citizen 

perceptions of the learning level of children, quality of primary and secondary education, rate 

of completion of primary education, degree of satisfaction with local schools, number of the 

best universities, international reputation of the universities) and the human capital of the 

workforce (skills in the workforce promoting research and development, years in secondary 

school per worker, higher education level per worker, the percentage of students in the 

secondary education age group and enrolled in technical/vocational schools) (Legatum 

Institute, 2017:54). The education index is on a range of 0 to 100, with 0 representing the 

lowest and 100 the highest level of education in the country. As the increase in education 

level improves the tax ethics and awareness of citizens, tax compliance is expected to increase 

in parallel with it. 

X5it = genit (gender inequality index): gender inequality index is an inequality index. It 

measures gender inequalities in three important aspects of human development-reproductive 

health, measured by maternal mortality ratio and adolescent birth rates; empowerment, 

measured by proportion of parliamentary seats occupied by females and proportion of adult 

females and males aged 25 years and older with at least some secondary education; and 

economic status, expressed as labour market participation and measured by labour force 

participation rate of female and male populations aged 15 years and older
4
. The index ranges 

from 0, where women and men fare equally, to 1, where one gender fares as poorly as 

possible in all measured dimensions. In this respect, these values are converted to values on 

100. 

X6it = scit (social capital): social capital index is created by Legatum Institute and is among 

the institutional indexes. With all the indexes examined by the Legatum Institute considered, 

the social capital is the second variable showing the highest increase after the business 

environment in the last decade (Legatum Institute, 2017:52). As a matter of fact, the 

interaction among the members of a nation, their trust and respect for one another and the 

                                                           
4
 For detailed information see UNDP, http://hdr.undp.org/sites/default/files/hdr2018_technical_notes.pdf. 

http://hdr.undp.org/sites/default/files/hdr2018_technical_notes.pdf
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support they receive from their social environment are all representative of the level of 

welfare, hence the economic growth in that particular country (Legatum Institute, 2017:52).  

The variables taken into consideration when creating the social capital index are personal and 

social relationships (perceptions about the possibility of making friends, the extent of 

expecting help of family and friends, the frequency of helping strangers, the frequency of 

informal financial assistance), social norms (social conformity, social commitment, trust for 

the police and similar institutions, the way people treat each other, the level of trust and 

respect), and civic participation (donations to charities, the level of volunteerism, frequency 

of statement of opinion at the level of public officers, and voting) (Legatum Institute, 

2017:52). The social capital index is on a range of 0 to 100, with 0 being the lowest and 100 

the highest value and is expected to increase in parallel with tax compliance.  

4.3. Model 

In creating the model, during the measurement of the correlation degrees between tax 

compliance and social and economic variables, it is ensured that the variables are minimally 

related to each other. The interactions among variables are measured to minimize the potential 

for the issue of multiple linear connections and they were found to be very weak, weak, or 

medium in intensity. In this respect, the relationship between tax compliance and the 

independent variables used in the analysis are examined as economic and social variables 

respectively, as follows: 

taxit = β0 + β1auit + β2trt + β3lawit + β4eduit + β5genit + β6scit + uit 

In the model; strength of auditing and reporting standards and freedom to trade internationally 

are the variables which reflect economic variables; in addition, rule of law, education index, 

gender inequality index and social capital indicate the social variables.  

To select the right model for the analysis, the specification tests are applied for the country 

groups and tested the effects of individual and time factors. According to the results obtained 

from the tests, one-way random effect model is used for EU countries and two-way fixed 

effect model is used for OECD countries.  

After testing the problems of varying variance (heteroscedasticity), auto-correlation, or 

interdivisional correlation (horizontal cross-sectional dependence)
5
 and deciding that at least 

one of them is occurred, it is concluded that the final results should be obtained by applying 

resistant estimators according to the test results
6
. 

5. RESULTS OF THE ANALYSIS   

Various methods are proposed for resistant estimators in the field literature, however, the 

Beck-Katz (1995) estimator was used in this study as one of the most widely used methods. 

The results of the model obtained with the Beck-Katz method are shown in Table 2.  

According to the results, we may see that the explanatory power of the model is quite similar 

for the two country groups and it is about %44, which in turn is an indication that the 

                                                           
5
 In order to test the variance, the modified Wald test was tested with the constant effects model; the Levene, 

Brown, and Forsythe tests were used in the random effects model; both in the constant and random effect models 

the autocorrelation was tested using the Bhargava, Franzini, and Narendranathan‟s Durbin Watson and Baltagi-

Wu‟s Local Best Invariant Tests; and the Pesaran test was used in both models to test the interdivisional 

correlation.  
6
 For the test results, see the “Appendix”.  
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variables‟ explanatory power is enough for the analysis and the variables are strong enough to 

explain the model for both the EU and OECD.  

Table 2. Final Results  

Note: ***, ** and * indicate that the null hypothesis is rejected in 1%, 5% and 10%, respectively. 

First of all, the variable of audit is statistically significant only for OECD countries and one 

unit increase in audit has a positive effect (0.1922 unit increase) in the same direction on tax 

compliance. This positive effect is in line with the prediction of the expected benefit model 

that the increase in audit rates reduces the amount of tax evasion and the results obtained are 

in accordance with the theory, in spite of some existing literature to the effect that audits have 

negative or zero effect on tax compliance. This result shows that the stronger the audits, the 

higher the tax compliance. In addition to these, although it is not statistically significant for 

the EU countries, this result finds evidence for the literature of audit‟s negative effect on 

compliance. These findings are due to the fact that EU countries have higher levels of socio-

economic development in comparison to OECD countries.  

It is found that the variable of freedom to trade internationally is statistically significant for 

both country groups and has a significant positive effect as expected. This finding is a result 

of the proliferation of international tax treaties, multilateral institutions, and agreements due 

to the increasing globalization in today‟s economy. The common model for transfer pricing 

derives from agreements, joint investment rules, common policies in the fight against tax 

havens, determination of a harmonious taxation regime, and joint efforts to close the gaps in 

taxation. In addition, it may occur because of the fact that the countries in both of the groups 

are the most developed countries and they have had an important role in world‟s economy for 

years.  

The results of the rule of law is statistically significant for the EU and OECD. As this variable 

shows the power of authority and how strong the rules in a country are, these results confirm 

the basic assumption of the slippery slope framework. Additionally, the impact of the variable 

Variable EU OECD 

tax Coefficient 
Stand. 

Error 
t-stat. Coefficient 

Stand. 

Error 
t-stat. 

au 
-0.1236 

(0.378) 
0.1402 -0.88 

0.1922*** 

(0.006) 
0.0700 2.74 

tr 
0.8105*** 

(0.009) 
0.3083 2.63 

0.6929*** 

(0.000) 
 0.1319 5.25 

law 
0.6448*** 

(0.000) 
0.1517 4.25 

0.6640*** 

(0.000) 
0.0627 10.58 

edu 
-0.1978 

(0.498) 
0.2920 -0.68 

-0.8874*** 

(0.000) 
0.1802 -4.92 

gen  
-0.0470 

(0.845) 
0.2403 -0.20 

0.1685* 

(0.064) 
0.0911 1.85 

sc 
0.4847** 

(0.025) 
0.2160 2.24 

0.8358*** 

(0.000) 
0.0798 10.47 

Fixed 
-49.8935 

(0.113) 
31.466 -1.59 

-37.1331*** 

(0.000) 
10.3088 -3.60 

R
2 0.4495   0.4492   
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on tax compliance is high and positive because these countries have the highest power level 

of the government, the authorities and the rule of law as a structure of the society. 

Education index is only statistically significant for OECD but has a negative effect on both 

country groups. As the citizens in these countries have the highest education levels in the 

world, they may choose to use their high level of education, knowledge to take advantage of 

the legal gaps for tax evasion or ship their investments to other countries that have lower tax 

rates or audits by using their knowledge rather than being more complaint.  

Gender inequality index is a social variable in the model and is thought to be one of the 

variables that indicate the level of equality in a country. When the index degree increases, this 

means that inequality level decreases. That‟s why it is expected that increasing level of index 

decreases tax compliance, which means an adverse effect. If we come to the results, the index 

has a negative affect on EU countries as expected. However, it can be remarked that it is not a 

very effective variable in increasing tax compliance due to fiscal sociology as it has a very 

small effect compared to other variables. On the other hand, it has a statistically significant 

and positive effect for OECD countries. It is an unexpected result for this variable and it may 

be noted that it is the least effective variable for tax compliance for this group.  

The social capital variable, which represents the level of interdependence of the 

society/citizens, is found to be statistically significant and has positive effect for both of the 

groups. The effects of the variable match with the expected results and this is one of the most 

important variables in the model because of its coefficient. These findings are expected 

because citizens in these countries trust in the government and each other, which mean that 

they live in safe and feel connected to each other and to their country. That‟s why, their 

feelings direct them to behave in a compliant way.  

6. CONCLUSION 

The most important priority of fiscal sociology is to search the interaction between social 

structure and fiscal policies. This is due to the fact that tax systems reflect the same 

characteristics, in other words, a taxation system using the same fundamentals as the society 

itself will be met with less resistance and thus will be more successful.  

Considering the fact that one of the variables showing the success level of the tax system is 

tax compliance, the relationship between the tax system and the components of the structure 

of the society is analyzed in this study in the context of the variable of tax compliance. In this 

study, it is aimed to measure the effects of socio-economic determinants which constitute the 

structure of the society on tax compliance by considering fiscal sociology.  

A general review of the results of the analysis indicate that a group of variables that determine 

the structure of the society should bear more weight in policy making than other variables and 

this all depends on the structure of the society in the framework of fiscal sociology. The 

classification depending on the EU and OECD also supports the importance of making tax 

regulations by taking into consideration the structural elements. These results emphasize the 

view that the internal dynamics, social and economic order, and governance structure of a 

country must be given high priority and consideration in formulating tax policies and 

regulations in accordance with fiscal sociology.  
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Appendix. Results of Heteroscedasticity, Autocorrelation, Interdivisional Correlation 

EU  

Heteroscedasticity 

W0  =  5.9476162   df(27, 224)    Pr > F = 0.00000000 

W50 =  2.4997007   df(27, 224)   Pr > F = 0.00013564 

W10 =  5.9476162   df(27, 224)   Pr > F = 0.00000000 

Autocorrelation  
modified Bhargava et al. Durbin-Watson = .80547396 

Baltagi-Wu LBI = 1.1857945 

Interdivisional correlation 
Pesaran's test of cross sectional independence =  6.747,   

Pr = 0.0000 

OECD 

Heteroscedasticity 
chi2 (34)  =  3377.46 

Prob>chi2 =  0.0000 

Autocorrelation 
modified Bhargava et al. Durbin-Watson = .88002079 

Baltagi-Wu LBI = 1.2911963 

Interdivisional correlation 
Pesaran's test of cross sectional independence = 7.061,   

Pr = 0.0000 

 

 


