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Abstract

Tax avoidance behavior is a pervasive phenomenon that has significant
implications for governments, economies, and individuals. This study
examines the impact of taxpayers' tax avoidance behavior on behavioral
economics, focusing on decision making under uncertainty. The method
of this research is qualitative, and by using the interviews conducted with
the research community, which were tax payers and university professors,
data collection and analysis were done using thematic analysis method. Our
results show that taxpayers' perception of tax fairness, risk aversion, and
social norms play an important role in shaping their tax avoidance behavior.
We find that taxpayers who perceive the tax system as unfair are more likely
to engage in tax avoidance, while those who are risk averse tend to choose
more conservative tax planning strategies. Furthermore, social norms and
peer effects are significant predictors of tax avoidance behavior, highlighting
the importance of social influence in shaping individual decision-making.
This study also examines the consequences of tax avoidance behavior on
behavioral economics, including the impact on tax revenue, economic
efficiency, and social welfare. Our findings show that tax avoidance behavior
can lead to significant revenue losses for governments, undermine economic
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efficiency, and exacerbate income inequality. This research contributes to the
existing literature on tax avoidance and behavioral economics by providing new
insights into the cognitive and social factors that drive taxpayer decision-making.
The findings of this study have important implications for policymakers and
highlight the need for a more detailed understanding of taxpayer behavior and
the development of targeted interventions to promote tax compliance and reduce
tax avoidance. Finally, this research aims to inform the design of more effective
tax policies that consider the complexities of human behavior and decision-
making under conditions of uncertainty. Axial coding helps to understand how
these categories are related and it shows that success in paying taxes and ending
tax avoidance requires engaging in personal development, navigating team
dynamics, understanding and working within or around socio-cultural norms,
and mastering specific operational skills.

Introduction

Tax avoidance refers to the legal exploitation of loopholes or ambiguities in
tax laws to minimize an individual’s tax burden (Ambritha et al., 2024). It
involves structuring one’s financial affairs in a way that reduces tax liabilities
within the boundaries of the law (He et al., 2024). Although often viewed as
ethically questionable, tax avoidance is not considered illegal (Islam et al.,
2024). In contrast, tax evasion is the illegal act of underreporting or intentionally
concealing income, profits, or other relevant financial information in order
to reduce or eliminate tax obligations (Salehi et al., 2024). Tax evasion is a
criminal offense that may lead to fines, penalties, and even imprisonment. The
fundamental difference lies in legality: avoidance is lawful, whereas evasion is
not (Nugraha et al., 2024).

Traditional economic models based on rational choice theory have shown
limitations in explaining tax avoidance behavior. These models assume that
individuals are fully rational and make decisions based on complete information.
However, in reality, individuals often lack full information, and their decision-
making is influenced by cognitive biases and emotions (Saeedi et al., 2024).
Moreover, traditional models largely focus on economic determinants such as
income level and tax rates while overlooking psychological and social factors
that can shape tax avoidance behavior, including attitudes toward taxation, social
norms, and peer effects (Abedini et al., 2024). They also assume that individuals
are purely self-interested utility maximizers, neglecting other motivations such
as altruism, fairness, and social responsibility (Nafrshalamzari et al., 2024).
In addition, these models rely on simplified assumptions regarding human
behavior, suggesting that individuals respond to incentives in predictable and
rational ways. Yet, human behavior is often far more complex, and responses to
incentives can be unexpected (Ebrahimi et al., 2024).

Traditional models also assume that individuals possess full knowledge of
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tax laws and can accurately predict the consequences of their decisions. In
practice, however, tax regulations are often complex and uncertain, exposing
individuals to ambiguity and limited information when making decisions about
tax avoidance.

Traditional economic models often overlook contextual factors such as the social
and cultural environments in which tax avoidance decisions are made. These
contextual elements profoundly shape individuals’ attitudes toward taxation
and their willingness to engage in avoidance behaviors. Moreover, such models
typically assume a static environment in which individuals make decisions
in isolation. In reality, taxpayers operate within dynamic settings influenced
by evolving tax regulations, shifting economic conditions, and institutional
uncertainty all of which can significantly alter avoidance behavior (Yaghoubi
et al., 2024).

Several well known traditional economic models illustrate these limitations.
The Allingham and Sandmo (1972) model assumes that decisions about
tax evasion rely primarily on the probability of detection and the severity
of penalties. Becker’s (1968) economic model of crime similarly posits that
individuals weigh expected benefits against expected costs when considering
illegal acts, including tax evasion. Neoclassical tax models, on the other hand,
emphasize marginal tax rates and the availability of deductions and credits
as primary drivers of tax related decisions. Although these frameworks offer
valuable insights, they have been widely criticized for oversimplifying human
behavior and ignoring key psychological and social influences that shape tax
avoidance choices.

Traditional rational choice models presuppose that individuals possess full
information and are guided exclusively by selfinterest, always acting to maximize
financial utility. As a result, they predict that taxpayers engage in avoidance
only when the expected benefits outweigh potential sanctions. However, this
perspective fails to account for the substantial influence of psychological,
emotional, and social forces that affect real world decision making (Rahmani et
al., 2024). For example, these models neglect framing effects, whereby identical
information presented in different ways yields different behavioral responses.
They also overlook the role of social norms, perceptions of fairness, and trust
in tax authorities in shaping compliance. Furthermore, traditional frameworks
cannot adequately explain why some taxpayers engage in avoidance even
when the financial gains are minimal relative to potential penalties indicating
motivations beyond purely economic self interest.

Behavioral economics offers a more nuanced and realistic lens for understanding
taxpayer behavior. By integrating insights from psychology, sociology, and
cognitive science, this approach recognizes that individuals are not always fully
rational actors; rather, their decisions are shaped by cognitive biases, emotions,
heuristics, and social influences. Behavioral perspectives highlight mechanisms
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such as loss aversion, present bias, overconfidence, and fairness perceptions
as key drivers of tax related choices. They also emphasize the importance of
context and framing in shaping how taxpayers perceive and respond to their tax
obligations.

The purpose of this paperisto analyze how taxpayers’ avoidance behavior informs
and enriches the field of behavioral economics. Specifically, it examines how
observed avoidance patterns challenge the assumptions of traditional economic
theory and contribute to the development of more complex behavioral models.
Additionally, the paper explores how behavioral insights can guide the design
and implementation of more effective tax policies and interventions aimed at
improving compliance. By understanding the psychological and social drivers
behind tax avoidance, policymakers can move beyond simplistic economic
models to craft strategies that promote voluntary compliance while enhancing
the fairness and efficiency of the tax system.

Tax avoidance itself refers to the legal use of tax rules to minimize an
individual’s tax liability a distinction that sharply separates it from tax evasion,
which involves illegal underpayment or non payment of taxes. Avoidance
strategies may involve exploiting loopholes, deductions, credits, and other
provisions within tax legislation, and are practiced by both individuals and
corporations (Mirzadazare et al., 2024). Defining tax avoidance, however,
remains challenging. It encompasses arrangements that meet the technical
requirements of tax law but reduce liability in ways that may contradict the spirit
or intention of the legislation. One approach highlights the artificial or contrived
nature of avoidance transactions. An economic definition describes avoidance
as deliberate efforts by taxpayers to minimize liabilities while keeping their
economic activities unchanged except for income effects aligning with legal
definitions that focus on the “substance over form” principle (Vanianaetal.,2021).

Methods and Material

Research Design and Approach

This study adopts a qualitative, descriptive phenomenological approach based
on Colaizzi’s (1978) method. The primary objective is to explore and describe
the lived experiences of taxpayers and tax experts concerning the behavioral
factors influencing tax avoidance, with a specific focus on concepts derived
from behavioral economics models.

Participants and Sampling

The study population comprised active taxpayers across various economic
sectors, alongside tax experts and officials directly or indirectly involved in
tax avoidance issues. A purposive snowball sampling technique was employed
to ensure maximum diversity in participants’ individual characteristics,
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professional backgrounds, and lived experiences. Ultimately, 22 participants
were selected. Theoretical saturation was achieved after the first 15 interviews,
with subsequent interviews conducted to confirm and solidify the findings.

Data Collection Instrument

Data were collected through in-depth, semi-structured interviews. The interview
questions were designed based on the existing research literature and behavioral
economics theories. Questions were formulated to allow participants to freely
express their experiences, beliefs, and feelings regarding the reasons for tax
avoidance. The interview guide comprised 14 main themes, with flexibility
incorporated for follow-up questions based on participants’ responses during
the interviews.

Data Analysis Process

The interview data were analyzed using a thematic analysis method based on

Colaizzi’s (1978) framework. This process involved the following steps:

1. Familiarization: Thoroughly reading and re-reading interview transcripts to
gain a deep understanding of the data.

2. Identifying Significant Statements: Extracting verbatim statements relevant
to the phenomenon of tax avoidance.

3. Developing Initial Concepts and Open Coding: Formulating preliminary
concepts and applying open coding to categorize these statements.

4. Clustering Concepts and Axial Coding: Grouping similar concepts and
developing axial codes to establish relationships between them.

5. Developing the Phenomenological Structure (Selective Coding): Representing
the conceptual structure derived from axial codes through selective coding to
build a cohesive model.

6. Comprehensive Report and Participant Verification: Preparing a detailed
report of the findings and presenting it to participants for validation.

7. Incorporating Feedback: Revising the analysis based on participant feedback,
if necessary.

Trustworthiness and Rigor

To ensure the validity and reliability of the analysis, several key strategies were

employed:

Theoretical Saturation: Data collection continued until no new significant

information emerged, which was achieved by the fifteenth interview.

Participant Validation: The final findings were shared with participants, all of

whom confirmed that the analyses accurately reflected their lived experiences.

Inter-Subject Agreement: To assess the coherence of the analysis, the percentage

of coding agreement between the primary researcher and an independent

evaluator was calculated. Out of 156 generated codes, 65 were identified
jointly by both analysts, yielding an inter-subject agreement rate of 83%. As
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per O’Connor & Joffe (2020), an agreement rate above 60% is considered
acceptable for ensuring analytical validity in qualitative research.

Results and Discussion

The study identifies several key determinants of tax-compliance behaviour.
Taxpayers’ perceptions of an unfair tax burden, the complexity of the tax system,
and the degree of trust they place in government all shape their willingness
to pay. Penalties, although present, are generally not sufficiently deterrent to
compel compliance by themselves. These findings underscore the importance
of addressing psychological and informational barriers rather than relying solely
on punitive measures.

Based on these insights, the authors advocate for a multi-faceted policy approach.
Public education campaigns that clarify the purpose and benefits of taxation can
shift attitudes and reduce avoidance. Positive incentives such as small rewards
or recognition for timely payments—can motivate compliance, especially when
combined with tailored communication that acknowledges differing levels of
financial literacy and risk tolerance. Integrating behavioural economics into
policy design, therefore, offers a more effective and ethically sound path to
enhancing tax-compliance rates.

Conclusion
This study aimed to analyze taxpayers' tax avoidance behavior through the
lens of behavioral economics, employing a qualitative approach and thematic
analysis. By delving into the lived experiences of taxpayers and tax experts,
this research sought to understand and elucidate the multifaceted drivers of
avoidance. The findings reveal that tax avoidance is not merely the outcome of
a rational cost-benefit calculation but is rather shaped by a complex interplay of
psychological, cognitive, social, cultural, and institutional factors.
Key dimensions influencing tax avoidance identified in this study include: the
excessive complexity of tax laws, a pervasive distrust in government institutions,
perceived inefficiencies in law enforcement, inadequate tax incentives, social
pressures, and a lack of effective tax education and public awareness campaigns.
These findings underscore the critical need for policymakers to move beyond
traditional, purely economic frameworks and to seriously consider the behavioral
and motivational aspects of taxpayer decision-making.
Based on these insights, the following policy recommendations are proposed:
1. Simplification and Revision of Tax Regulations:

Rewrite tax laws in clear, easily understandable language for the general

public.

Develop intelligent guidance systems and online Q&A platforms for

taxpayers.

Ensure regulatory stability and avoid frequent changes that cause confusion.
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2.

Enhancing Government Transparency and Accountability:

Publish public and transparent reports detailing the allocation and use of tax
revenues.

Organize public forums and campaigns to inform citizens about government
financial operations.

Strengthen independent auditing systems and ensure transparency in
government contracts.

. Designing and Implementing Positive Tax Incentives:

Offer small rewards such as discounts, lotteries, or symbolic points for timely
tax payments.

Develop tailored incentive packages for different taxpayer groups (e.g., small
businesses, corporations, tradespeople).

Implement long-term incentive systems for consistent and transparent tax
compliance.

. Targeted Education and Awareness:

Integrate tax concepts into formal and public education curricula.

Create engaging multimedia content to familiarize the public with tax
responsibilities and the consequences of avoidance.

Promote responsible financial behaviors through media and social networks.

. Reforming Social Norms and Cultivating a Tax Culture:

Leverage influential individuals (e.g., artists, athletes, educators) to promote
a culture of tax payment.

Position tax payment as a social value in advertising and media campaigns.
Challenge detrimental norms such as viewing tax evasion as a source of pride
or cleverly circumventing the law.

. Boosting Public Trust in the Tax System:

Implement stringent measures against corruption and rent-seeking within tax
and financial systems.

Improve the interaction and conduct of tax authority employees with taxpayers.
Guarantee taxpayers' rights and provide clear, legal avenues for appeals.

In conclusion, effectively reducing tax avoidance behavior requires a deep
understanding of taxpayers' motivations, beliefs, and attitudes. By adopting
multi-layered policies grounded in behavioral economics principles, it is possible
to foster greater public trust, enhance financial responsibility, and ultimately
pave the way for sustainable government revenue growth.
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efficiency, and exacerbate income inequality. This research contributes to the
existing literature on tax avoidance and behavioral economics by providing new
insights into the cognitive and social factors that drive taxpayer decision-making.
The findings of this study have important implications for policymakers and
highlight the need for a more detailed understanding of taxpayer behavior and
the development of targeted interventions to promote tax compliance and reduce
tax avoidance. Finally, this research aims to inform the design of more effective
tax policies that consider the complexities of human behavior and decision-
making under conditions of uncertainty. Axial coding helps to understand how
these categories are related and it shows that success in paying taxes and ending
tax avoidance requires engaging in personal development, navigating team
dynamics, understanding and working within or around socio-cultural norms,
and mastering specific operational skills.
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