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Objective: Combating tax evasion is one of the primary responsibilities
of an economic system and, at its core, the tax administration of every
country. Behavioral economics offers methods for achieving this goal.
Since behavior is part of culture and culture itself is shaped by habits, if
individuals can be led to believe that tax compliance is a correct habit,
they will internalize it as a permanent behavior. Given that no structured
research has yet been conducted on the role of habit strength in tax
behavior, this study aimed to identify behavioral factors that influence
the transformation of the habit of tax evasion into that of tax compliance.
Methodology: After reviewing the relevant literature and interviewing
tax experts and representatives of various professional associations, eight
cognitive biases were identified as components influencing tax behavior.
Considering the number of levels for each component, 21,000 possible
choice combinations were generated. Therefore, based on the D-efficient
design method and using SAS software, ten choice cards were designed.
Ultimately, after collecting completed questionnaires from real
(individual) taxpayers in the city of Tabriz who were active during 2023
and 2024, the data were analyzed using the ordered logit model in
STATA 13 software.

Findings: The results revealed that cognitive biases, including the
endowment effect, nudge effect, prospect theory, and present bias,
significantly impact taxpayers’ behavior.
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Introduction

Given the economic challenges posed by tax evasion, combating it is one of the primary duties of an
economic system and, in particular, the tax administration of every country (Pezoyan, 2007). From a
behavioral economics perspective, tax evasion alters the competitive power of economic agents in favor
of those who evade taxes, thereby widening the gap between income groups. If an effective mechanism
to prevent tax evasion is not established, other individuals may be encouraged to do the same to enhance
their financial position. Due to the social influence of individual behavior, tax evasion—despite being
avoided by some—may gradually become a socially accepted norm and spread widely (Mousavi
Jahromi et al., 2009).
On the other hand, given the high auditing costs for all taxpayers, most countries have adopted the self-
assessment approach. However, in this method, due to asymmetric and private information, tax evasion
tends to increase (Abdoli et al., 2015). The question, then, is how behavioral economics can be used to
combat tax evasion. Behavior is a component of culture. As David Throsby argues, within the
frameworks of anthropology and sociology, culture is a comprehensive concept encompassing the
attitudes, beliefs, customs, traditions, values, and practices that are common or dominant within a
particular group. Therefore, to understand individuals' economic behavior, one must study their culture.
Tax culture is a phenomenon that emerges from the interaction between the economic system, the tax
system, and citizens, enabling taxes to be paid smoothly and on time for the benefit of the public and
the common good (Throsby, 2012). Charles Duhigg believes that habits create culture. Habits emerge
because the brain is constantly striving to conserve effort. By automating tasks, the brain seeks to turn
almost every daily activity into a habit, since habits allow it to reduce mental activity most of the time.
This instinct for efficiency offers significant evolutionary advantages: an efficient brain occupies less
space, requires a smaller head, and thus facilitates easier childbirth and reduces maternal and infant
mortality. An efficient brain also enables humans to avoid constantly thinking about basic behaviors
such as walking or choosing food, freeing cognitive energy for inventing new tools (Duhigg, 2019).
Now, how can the habit of tax evasion be transformed into the habit of tax compliance? Changing any
habit involves four stages:

1. Identifying the routine

2. Experimenting with rewards

3. [Isolating the cues

4. Planning

Belief is the component that repeatedly turns an effective habit loop into a permanent behavior.

In other words, if an individual holds a belief in an incorrect habit, that habit will gradually become a
lasting behavior (Duhigg, 2019). To transform the habit of tax evasion into tax compliance, it is
necessary to create a motivation for the taxpayer—one that is more desirable than the rewards derived
from tax evasion. Therefore, if a person can be led to believe that tax compliance is a correct and valuable
habit, it will eventually become part of their permanent behavioral pattern. Consequently, habit
transformation is a key strategy for transitioning from tax evasion to tax compliance. This transformation
reduces evasion and increases compliance, thereby lowering tax audit costs and enhancing the efficiency
of the tax system.

Methodology

After reviewing the relevant literature, multiple interviews with tax experts were conducted, and
questionnaires were completed to capture the opinions of various professional groups. The study
identified the key components influencing taxpayers’ behavior. Based on the number of levels for each
component, there were 21,000 possible combinations. Given the impracticality of including all these
combinations in the questionnaires, SAS 9.4 TS Level 1M6 software was used to generate an optimal
design based on the D-efficient method, resulting in four alternatives (three substitute options and one
base case). Data were collected and extracted through a discrete choice experiment (DCE) using
structured questionnaires administered to professional taxpayers in the city of Tabriz. The appropriate
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sample sizes for both choice and conditional ranking experiments were determined using Orme's
formula. However, empirical studies indicate that a suitable and acceptable sample size for a choice
experiment ranges from 100 to 300 respondents (Haghjou, 2015). In this study, 104 completed
questionnaires were obtained. The collected data were analyzed using the ordered logit model in Stata
13.

Results and Discussion

Exploring behavioral strategies to combat tax evasion among taxpayers is a fundamental necessity for
effective policymaking, which this study aimed to address. The results indicate that behavioral biases
such as the endowment effect, nudge effect, prospect theory, and present bias have a positive and
significant influence on taxpayers’ decisions and behaviors. Moreover, fairness sensitivity exerts a
temporary influence, while fear of losing respect has a long-term impact on individuals’ tax behavior.
Additionally, no significant relationship was found between the perceived sense of being cheated and
tax behavior. Based on these findings, policymakers can design interventions that leverage behavioral
biases, such as the endowment effect, the nudge effect, prospect theory, and present bias, to disrupt the
prior habit loop and create a new habit loop centered on tax compliance. Meanwhile, further research is
needed to validate the long-term effects of fairness sensitivity and fear of losing respect, and to examine
how individuals in a taxpayer’s social network influence their tax behavior.
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