Open Access, Refereed Jdirpaiiiii(y

Peer Reviewed

y . 5N \ N \v
YT 75 N RS NN
N\, 8 - & ) \ : \:‘_‘.\i % >.\.
h ¥ F o N ‘\.\
: .-".‘ o ! -~ o : L N
: "'/1\ - " R 3 0
) A 74 : A\
y \ ! \
{‘ . . ’
/4 o~ v

JOURNAL FOR

LEGAL
RESEARCH AN


http://www.ijlra.com/

www.ijlra.com
Volume Il Issue7 | March 2025 ISSN: 2582-6433

DISCLAIMER

No part of this publication may be reproduced or copied in any form by any
means without prior written permission of Managing Editor of IJLRA. The
views expressed in this publication are purely personal opinions ofthe authors
and do not reflect the views of the Editorial Team of IJLRA.

Though every effort has been made to ensure that the information in Volume I
Issue 7 is accurate and appropriately cited/referenced, neither the Editorial
Board nor IJLRA shall be held liable or responsible in any manner whatsever
for any consequences for any action taken by anyone on the basis of information

in theJournal.

Copyright © International Journal for Legal Research & Analysis

Page |1


http://www.ijlra.com/

www.ijlra.com
Volume Il Issue7| March 2025 ISSN: 2582-6433

EDITORIALTEAM

EDITORS

Dr. Samrat Datta

Dr. Samrat Datta Seedling School of Law and Governance, Jaipur
National University, Jaipur.Dr. Samrat Datta is currently associated
with Seedling School of Law and Governance, Jaipur National
University, Jaipur. Dr. Datta has completed his graduation i.e.,
B.A.LL.B. from Law College Dehradun, Hemvati Nandan Bahuguna
Garhwal University, Srinagar, Uttarakhand. He is an alumnus of KIIT
University, Bhubaneswar where he pursued his post-graduation
(LL.M.) in Criminal Law and subsequently completed his Ph.D. in
Police Law and Information Technology from the Pacific Academy of
Higher Education and Research University, Udaipur in 2020. His area
of interest and research is Criminal and Police Law. Dr. Datta has a
teaching experience of 7 years in various law schools across North
India and has held administrative positions like Academic Coordinator,
Centre Superintendent for Examinations, Deputy Controller of
Examinations, Member of the Proctorial Board

Dr. Namita Jain

Head & Associate Professor

School of Law, JECRC University, Jaipur Ph.D. (Commercial Law) LL.M.,
UGC -NET Post Graduation Diploma in Taxation law and Practice,
Bachelor of Commerce.

Teaching Experience: 12 years, AWARDS AND RECOGNITION of Dr.
Namita Jain are - ICF Global Excellence Award 2020 in the category of
educationalist by | Can Foundation, India.India Women Empowerment Award
in the category of “Emerging Excellence in Academics by Prime Time
&Utkrisht Bharat Foundation, New Delhi.(2020). Conferred in FL Book of
Top 21 Record Holders in the category of education by Fashion Lifestyle
Magazine, New Delhi. (2020).Certificate of Appreciation for organizing and
managing the Professional Development Training Program on IPR in
Collaboration with Trade Innovations Services, Jaipur on March 14th, 2019

Page | 2



http://www.ijlra.com/

www.ijlra.com
Volume Il Issue7| March 2025 ISSN: 2582-6433

Mrs.S.Kalpana

Assistant professor of Law

Mrs.S.Kalpana, presently Assistant professor of Law, VelTech Rangarajan
Dr.Sagunthala R & D Institute of Science and Technology, Avadi.Formerly
Assistant professor of Law,Vels University in the year 2019 to 2020, Worked as
Guest Faculty, Chennai Dr.Ambedkar Law College, Pudupakkam. Published
one book. Published 8Articles in various reputed Law Journals. Conducted
1Moot court competition and participated in nearly 80 National and
International seminars and webinars conducted on various subjects of Law. Did
ML in Criminal Law and Criminal Justice Administration.10 paper
presentations in various National and International seminars. Attended more
than 10 FDP programs. Ph.D. in Law pursuing.

Avinash Kumar

Avinash Kumar has completed his Ph.D. in International Investment Law
from the Dept. of Law & Governance, Central University of South Bihar. His
research work is on “International Investment Agreement and State's right to
regulate Foreign Investment." He qualified UGC-NET and has been selected
for the prestigious ICSSR Doctoral Fellowship.He is an alumnus of the
Faculty of Law, University of Delhi. Formerly he has been elected as Students
Union President of Law Centre-1, University of Delhi.Moreover, he
completed his LL.M. from the University of Delhi (2014-16), dissertation on
"Cross-border Merger & Acquisition”; LL.B. from the University of Delhi
(2011-14), and B.A. (Hons.) from Maharaja Agrasen College, University of
Delhi. He has also obtained P.G. Diploma in IPR from the Indian Society of
International Law, New Delhi.He has qualified UGC — NET examination and
has been awarded ICSSR — Doctoral Fellowship. He has published six-plus
articles and presented 9 plus papers in national and international
seminars/conferences. He participated in several workshops on research
methodology and teaching and learning.

Page | 3


http://www.ijlra.com/

www.ijlra.com
Volume Il Issue7 | March 2025 ISSN: 2582-6433

ABOUT US

INTERNATIONAL JOURNAL FOR LEGAL RESEARCH & ANLAYSIS
ISSN

2582-6433 is an Online Journal is Monthly, Peer Review, Academic Journal,
Published online, that seeks to provide an interactive platform for the
publication of Short Articles, Long Articles, Book Review, Case Comments,
Research Papers, Essay in the field of Law & Multidisciplinary issue. Our aim
Is to upgrade the level of interaction and discourse about contemporary issues
of law. We are eager to become a highly cited academic publication, through
quality contributions from students, academics, professionals from the
industry, the bar and the bench. INTERNATIONAL JOURNAL FOR LEGAL
RESEARCH & ANALYSIS ISSN 2582-6433 welcomes contributions from
all legal branches, as long as the work is original, unpublished and is in

consonance with the submission guidelines.

Page | 4


http://www.ijlra.com/

www.ijlra.com
Volume Il Issue7 | March 2025 ISSN: 2582-6433

BEHAVIOR BIASES AND THEIR IMPACT ON
TAX COMPLIANCE

AUTHORED BY - KIRTIVARDHAN SINGH

Abstract
This paper takes up the question of behavioral bias and tax compliance within the doctrinal
analysis framework with a view to addressing one of the most pressing needs between
behavioral economic theory and tax law doctrine. Traditionally, taxpayer behavior models
based on the standard, rational choice theory have not explained very much of what actually
occurs and are often less good than required at predicting actual behavior in real life. This
study systematically reviews how behavioral biases, which include loss aversion, present bias,
social norms bias, overconfidence, and status quo bias, influence tax compliance decisions and
the degree to which current legal frameworks account for these psychological factors. This
research combines a multi-method approach: doctrinal analysis of tax laws and regulations,
systematic review of empirical evidence from behavioral economics literature, and
comparative analysis of international tax compliance strategies. Drawing from a
comprehensive sample of legal documents, academic literature, policy papers, and
international case studies, this study evaluates the effectiveness of existing tax compliance

mechanisms and suggests reforms for developing behaviorally-informed tax policies.

The results revealed large gaps between behavioral insights and tax law doctrine, which may
open up spaces for reforms in law and policy. The research presents some specific
recommendations for the integration of behavioral insights into tax administration with a lot
of attention to ethical implications, privacy concerns, and equity issues. It contributes to legal
scholarship and helps develop tax policy by providing a framework under which one can find
his/ her way of understanding and dealing with behavior in tax compliance within the legal

system.

Keywords: Tax compliance, behavioral biases, legal doctrine, tax policy, behavioral

economics, tax administration
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Introduction
Tax compliance is the act undertaken by the taxpayers, which may be both individual and
business, whereby they demonstrate their observance of tax obligations. It stipulates that
taxpayers correctly account for their incomes, accurately compute taxes, and submit their
returns at the prevailing deadlines and pay the taxes provided for in the tax statutes®. Under the
self-assessment system, tax compliance also incorporates the accurate record of transactions
and satisfies the procedural process for the adjustment of deductions and credits.

Importance of Tax Compliance:

Tax compliance would then facilitate the raising of revenue for the government to implement
public services like health care, education, infrastructure, and security. Without tax compliance,
therefore, the government cannot afford to offer those services. Economic Stability In tax
compliance, therefore, the economy would be stable because a steady flow of revenue is
guaranteed for the execution of government activities. This financing provides long-range
planning and economic policies for growth, infrastructure development, and social welfare
programs. Equity and Fairness in the sense that when people and businesses see tax laws, it
gives an idea of balance. Non-compliance such as tax evasion would throw inequalities, where
law-abiding citizens pick up more of the tax burden, thus weakening the tax system. A high tax
compliance level is indicative of a trusting society toward the government. As long as the
members of the public can see whether or not there is effective use of tax revenues for public
goods and services, they are likely to comply with tax laws. By their very nature, trust in
government helps create a culture of voluntary compliance in which taxpayers are more willing
to meet their obligations without being forced by strict enforcement action. Widespread tax
compliance reduces the levels of costly enforcement actions, audits, and long legal battles. Tax
authorities would end up allocating their resources more efficiently when there is strict
compliance because they can focus on other areas of public administration instead of spending
deftly on detecting and penalizing non-compliance. Non-payment of taxes can lead to heavy
penalties, including fines, interest on unpaid taxes, and judicial repercussions leading to
damage to personal or business reputations and financial health. Compliance with the tax law
will therefore save one from such risks. Tax compliance plays an important role in the health

of the fiscal position of a country, ensuring that its operations and institutions are fair and

! World Bank Group (2022) Innovations in tax compliance, World Bank. Available at:
https://www.worldbank.org/en/topic/macroeconomics/brief/innovations-in-tax-compliance ~ (Accessed: 28
October 2024).
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effective. It thus forms an important component of any social contract between the state and its
people, allowing the former to govern and make development for its economy.

Brief Overview of behavioral economics in legal contexts:

Behavioral economics combines elements of psychology with those of economics theory in
order to explain why people think the way they do in making choices, especially when they act
irrationally - contrary to that "rational actor" model of earlier economics. Bounded Rationality
when People are cognitively limited and cannot think with perfect rationality. Rather, they
make decisions that are "good enough,” given less than adequate information and less than
perfect time. The premise is that people are not always optimal decision makers, but rather use
heuristics as mental shortcuts to simplify difficult decisions. Loss Aversion where people prefer
avoiding losses rather than gaining equivalent amounts. For example, losing $100 hurts more
than the pleasure of gaining $100. This principle explains why people often hold onto losing
investments or avoid any kind of risky decision even when potential gains weigh more than
risks. Prospect theory was developed by Daniel Kahneman and Amos Tversky. Prospect theory
talks about how people calculate the value of potential gains and losses. It shows how human
beings are not weighted according to a linear scale of outcomes and are highly sensitive to a
loss rather than equivalent gain. It helps explain the rationality of some behaviors sometimes
leading people to make irrational financial decisions-for example, seeking guaranteed but
smaller returns over risk but potentially greater ones. Anchoring refers to reliance on the first
piece of information received (the "anchor") when making judgments. All subsequent
judgments then tend to be slanted toward this anchor, even if it has no relevance. A popular
application of this concept is in marketing, negotiations, and pricing strategy. For example, a
price that is actually high can be presented first, making a subsequent lower price more
acceptable. Framing Effect where people's choices are determined by the framing or way
information is presented one way or the other. The same choice might make a person reach
different decisions depending on whether it's framed as either potential gains or losses. It shows
how differently people will respond to identical information depending on whether the option
is framed or presented in one way rather than another?. Mental Accounting-people tend to
partition their money into different accounts; they treat funds differently according to their
source or use-for instance, spending money found or treating a tax refund as income; they spend

earned income with greater reluctance. This theory accounts for the confusing pattern of

2 GARY S. BECKER, THE ECONOMIC APPROACH TO HUMAN BEHAVIOR 14 (1976).
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sometimes irrationally financial behavior-treating "bonus" money frivolously and at the same
time saving soberly. Hyperbolic Discounting under which apreference for smaller, sooner
rewards exceeds larger, later benefits. They discount future benefits more steeply than
traditional economic models predict. It explains why people cannot practice self-control; that
is, they procrastinate or save less for retirement, even though they know well in advance that
long-term beneficial effects result from foreboding gratification. Social Norms: People's
behavior is conditioned by the norms or expectations of the society to which they belong. The
degree to which they follow social norms is increased even if it causes inner conflict with
personal preference. Social norms are also highly influencing economic decisions, such as
giving donations to charity, conserving energy, or, most paradigmatically, investments, based
on who in their neighborhood is doing so. Default Bias or Status Quo Bias Here, a person shuns
an active choice and settles for the default setting or status quo, even if the alternative is
preferable. This is why so many companies and governments make use of default settings such
as automatic enrollment into pension plans because most people don't like to alter default
options. Heuristics are mental shortcuts or rules of thumb used to help make rapid decisions.
While generally helpful, they can cause biases or errors in judgment. They estimate the
probabilities of events based on how easily examples come to mind, as when one hears about
a plane crash on the news and overestimates the risk of a plane crash.® People judge the
probability of an event by comparing it to a stereotype or past experience; sometimes, this
actually cancels out the probabilities. Another behavioral bias is endowment: people overvalue
things they own simply because they have them. They will demand more to let go of something
than they would pay to acquire it. The bias explains why people overestimate the value of
personal belongings and also refuse sales, even when economically it is the best option to do
so. That is termed nudging a nudge, meaning the tiny change in the environment or the way
choice situations are framed that gives people a nudge toward certain choices without taking
away their choice. The governments and companies nudged toward well-behaved behavior
such as saving, exercising, or healthier food choices, for instance, through designing better
environments for making decisions. Overconfidence Bias People overestimate their abilities,
know-how, or influence over the results and tend toward the overly optimistic selection of
choices. Financial errors include underestimation of the risk involved in investments and
overestimation of the chances that a new venture is going to succeed. Sunk Cost Fallacy: A

fallacy in decision and investment, where people continue to put resources into a decision or a

% David E. Bell, Howard Raiffa & Amos Tversky, Descriptive, Normative, and Prescriptive Interactions in
Decision Making, in DECISION MAKING 9 (David E. Bell, Howard Raiffa & Amos Tversky eds., 1988)
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project on account of the resources they have already made in it, like time, money, and effort.
But it makes more rational sense to discontinue it. It is the reason why people often persist with
losing investments or projects even when there is enough evidence that future costs outweighed

future benefits.

Theoretical Framework Overview of key behavioral biases
Loss Aversion Misfortune revulsion, a central concept of prospect theory, refers to the tendency
for humans to prefer avoiding loss rather than gain similar rewards—Iloss hurts more than gain
delights. Prospect hypothesis, formulated by Kahneman and Tversky, explains how people
choose under risk, indicating that in addition to gains, people assess outcomes relative to some
kind of reference point and assign greater weights to losses than to gains. The related idea of
the blessing effect shows how people value what they own more highly than similar things they
do not own because of an aversion to losing one's property. Present Biases: Proclivity,
Hyperbolic Discounting, and Aversion are closely related concepts that explain why most

often, people like immediate gratification more than the future payoff*.

Preference for the display pertains to being fond of rewards or gratification during the period
of display even when one's acts of delay appear to forgo superior outcomes. Hyperbolic
discounting goes on to look a step further. It seems to portray that people hyperdense future
rewards, especially when those rewards are far off. The meaning of this is that the longer we
have to hold up, the less important they appear. This results in procrastination because people
delay assignments or choices in favor of short-term consolation or delight, usually to their
detriment. For instance, a person might continuously delay an important extent to watch
television, choosing the instantaneous happiness over the long-run value of completing the task
early. Both of these ideas focus on human suffering with self-control and incapacitation to
balance short-term desires with long-term goals. Social Norm Bias social norms predisposition
reflects how people's behavior is constructed by the wants and behaviors of others, usually

leading to similarity and susceptibility to peer influence.

Similarity occurs when individuals change their activities, beliefs, or attitudes to fit in with

those of a group, usually spurred by a need for social acceptance or to avoid the anxiety of

4 Christine Jolls, Cass R. Sunstein, Richard Thaler A Behavioral Approach to Law and Economics, 11 Stanford
Law Review [Vol. 50:147]
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being different.> For instance, an individual may accept a group's decision made during the
discussion even though they privately disagree with the concept, simply because of conformity.
An essential feature in this process is peer pressure because individuals act as others do and
regularly tend to follow gathering norms to promote a form of cohesion or approval. This might
lead to conformity in different ways, such as the embrace of the patterns of mold, locks at some
forms of behavior, and indeed shifting one's ethical position, fair because others within one's
social space are doing the same. This means that people might exhibit behaviors contrary to
their personal desires or beliefs but could help them get a sense of belonging or avoid ostracism.
Such effective social pressure can work to bring influence to decisions, especially in conditions
where social approval and group inertia are of concern. These include cognitive propensities -
overconfidence, optimistic bias-prone disposition, and the desire to exert control.
Overconfidence occurs when an individual overestimates knowledge or skills or the precision

of his predictions, most times believing that one is more competent than actually being so.

These result in overconfident decisions and, most times at the expense of understanding
possible threats or blind spots. Good faith predisposition, closely related, is the tendency to
believe that positive outcomes are more likely to befall one self and at the same time undervalue
the possibilities of undesirable circumstances. This trend makes individuals demand risks or
behave in accordance with an overly rosy view of the distant, long run such as disregarding the
probabilities of personal health issues or financial losses. The figment of control adds the
damaging propensity to give people wrong conviction that they may shape results that are
considerably past their control, as an oppressed player who believes they can influence roll of
dice. Combining these confidences these propensities viciously distort reality compelling
individuals to lock in less secure behaviors, build too yearning plans or hold improbable
desires, that can result in destitute decision-making and unforeseen difficulties. The status quo
disposition, effects of default, and passivity in choosing all point to the tendency of humans
to resist change and adopt the most conventional solutions, even if change may present
the better option.® Status quo bias arises from an instinct to keep things as they are rather than
make an affirmative decision to change them, comforting oneself in the security of recognition
and a fear of possible detriments or instabilities that come with change. This tends to cause
individuals to avoid selecting choices that would disturb the status quo, even when the choice

5 Lawrence Lessig, The Regulation of Social Meaning, 62 U. CHI. L. REV. 943 (1995); Richard H. McAdams,
Relative Preferences, 102 YALE L.J. 1 (1992).

6 John H. Kagel, Raymond, C. Battalio & Leonard Green, Economic Choice Theory: AN EXPERIMENTAL
ANALYSIS OF ANIMAL BEHAVIOR 8, 17-19, 24-25 (1995).
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would clearly offer its benefits.

The default impact plays a similar role, but one tends to keep set alternatives or the default
setting essentially because it is probably the easiest or most useful option, one that requires
no active decision-making. For example, people often keep default settings on devices or
retirement plans just for no other reason than that it takes more effort and thought to change
them around. Inactivity in determination advances explains this inability to act as people
usually fall short to require any effort because of the psychological or physical outlay involved
in making an altar. Indeed when the benefits of an unused determination are overwhelming,
people might yet avoid change because of decision weakness, cognitive overburden, or
basically the wish to evade upsetting their status quo. Collectively, these cognitive propensities
present how people generally tend to be more comfortable maintaining the status quo, even if

it means forgoing much better potential or results.

Traditional Economics models of Tax Compliance
The Allingham and Sandmo 1972 discouragement show may be a simple framework within
the field of finance that aims to account for tax avoidance and compliance behavior of
individuals. This reveals that individuals make prudent choices almost whether or not to evade
charges based on a cost-benefit analysis weighing the foregone benefits associated with evasion
against the probable costs of discovery and punishment. Assuming people are motivated more
by self-interest, then there is the discouragement show. They decide the likelihood of being
caught and severity of punishment applied for tax evasion. In the case where the expected utility
of tax evasion-computed as the possible save reserve funds in addition to the prospect of not
getting caught—outweighs the expected utility of compliance, the risk of discovery and fines
included—as well as people more likely to choose to evade taxes. This means that the
demonstration can therefore be communicated numerically: putting weight on utility from
assess compliance with the utility from assess avoidance, in components like charge
rate, the likelihood of review, and fines forced in case caught. This will, therefore, make a
system where people will alter their behavior according to changes in requirement
arrangements, charge rates, and punishments. The discouragement show has important
suggestions for charge policy and enforcement practices. It recommends that an expansion of
the probability of discovery of assess noncompliance (for example, through reviews) or an
increase in punishments for avoidance is likely to reduce efficient assess noncompliance.

However at the same time it is known that besides economic factors; ethical thoughts, social
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norms among others are behind the influencing compliance behavior, that clearly states that the
model must be seen in the broader perspective of charge compliance theories. In general, the
disappointment display of Allingham and Sandmo offers a structured framework for the
creation of assessment of compliance behavior and forecast, focusing on the interaction
between individual decision-making and requirement of approach. This charge assurance
underlines the psychological and social elements that basically influence individuals' readiness
to cooperate with charge responsibilities, beyond simple financial strategies that essentially

focus on cost-benefit analyses.

The core of this demonstration is inborn inspiration, where people who have a tall access
resolve feel a sense of civic obligation, decency, and social obligation. They consider paying
charges as not only a justifiable duty but also a duty toward the welfare of society as well as
the common good. Such a sense of duty may encourage voluntary compliance, to be sure in the
absence of stern requirement steps, given that these individuals consider serving public services
and community welfare within the meaning of the term. Social norms play a significant role in
molding and evaluating resolve as well. People are very much impressed by the behavior and
attitudes of those people who dwell around them when it comes to complying with their charge.
If the people see that the people around them carry out their charge smoothly all the time, they
are sure to do likewise because there exists an inherent urge to comply and get the recognition
that keeps cropping in their minds. Alternatively, if tax evasion is seen to be widespread or
socially desirable within a community, this can effectively reduce charge compliance, in turn
raising the level of noncompliance. The collective attitudes toward taxation within a society can
thus play a highly influential role in individual behavior. The other major feature of the
deterrence assurance model relates to perceived legitimacy of the tax system. It is more likely
that people agree to evaluate commitments if they believe that the assessing framework is fair,
equal and effectively managed. The cost commitments are applied for further welfare public
services based on such views, where the people feel that their money is justified whenever they
see education, health and infrastructure services being provided. In different ways,
discernments of corruption, mismanagement, or out of line tax assessment can dissolve belief
within the framework and decrease charge assurance, provoking higher rates of avoidance. This
outlines how basic it is for governments to cultivate a straightforward and responsible

assessment framework to construct and keep up belief among citizens.
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Behavioral Economics approach to Tax Compliance
Level Headed choice hypothesis (RCT) may be a framework in finance and social sciences that
explains how people make choices by evaluating the cost and benefits in pursuit of their utility
or satisfaction. Although it provides essential understanding of human behavior and decision-
making, there are some limitations of this theory that call for its relevance and applicability.
One critical limitation is the suspicion of culminating judiciousness. RCT sets people to all the
relevant information that they have enough cognitive competence to process that information
consistently to make optimal choices. However, in reality, the people are often operating under
conditions of bounded rationality such that cognitive limitations, incomplete information, as
well as time constraints destroy the frameworks of their decision-making processes. This
implies that people may rely on heuristics or mental easy routes, driving to choices that stray
off from the prudent show. Another limitation is that the approach usually neglects feelings and
mental variables in making choices. Level-headed choice hypothesis tends to expect that people
are simply self-interested and propelled exclusively by utility maximization. This becomes
more critical because feelings, social impacts, and mental predispositions intervene where
people make the choices. Variables such as fear, cherish, dependability, or ethical
considerations’, for example, can fundamentally affect decisions, often compelling individuals
to act in ways that are not "financially sensible." The hypothesis also finds it difficult to
explain social and social influences on behavior. Judicious choice hypothesis often depicts
the people as isolated deciders who function independently of social contexts. However, often,
the choices are determined by social norms, peer effects, and social values that may lead to
deviance behaviors that are not in line with RCT expectations. For instance, one can behave
according to social wants or norms although such behavior does not maximize an individual's
personal utility. Moreover, sensible selection theory tends to neglect the element of instability
and risk portrayed in the choice process. While RCT assumes that people can objectively
measure probabilities and outcomes, the real-world situation often holds an element of risk and
outliers. People often have to face difficult decisions where the expected outcomes cannot be
easily measured, thus decisions go against rational decisions. Lastly, critics of rational choice
theory suggest that it fails to explain collective action and aggregation of decisions. Many social

phenomena, such as social movements or community actions, cannot be comprehensively

7 (PDF) an examination of ethical influences on the work of Tax Practitioners (2005) An examination of the role
of ethics in tax compliance decisions . Available at:
https://www.researchgate.net/publication/295192476 _An_Examination_of Ethical Influences on the Work o
f Tax_Practitioners (Accessed: 15 October 2024).
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captured using the lens of individual utility maximization. Collective decisions are often
conducted in compromise and shared values and pooling resources which cannot be solved by
RCT.

Combining psychological variables into decision-making models completely transforms our
understanding of human behavior since humans often act out of the strictly rational manner
when faced with choices. Emotions are assumed to have an emergent role in decision-making
since people typically use their emotions in evaluating options, often in lieu of reasonableness.
Fear may lead to overcautious behavior, but energy can spur risk-taking. This alone can have a
huge influence on decisions through unconscious short cuts called heuristics. Biases such as
confirmation bias, where people seek information that confirms their pre-existing beliefs,
or the securing effect, that causes assessments to be skewed by initial data, illustrates how
decisions can be silly. For instance, social implications can never be ignored because human
beings are continuously moved by the norms and expectations of the society they live in. Good
decisions are, therefore, governed by social norms that dictate conformity, even if such
practices might not be the healthiest. Peer pressure may also coerce people into making
decisions opposite to their typical preferences. Individual differences also play a very essential
role as personality traits and values, along with previous experiences, determine how human
beings make decisions. For instance, those who have high control might prefer making wiser
decisions while those with less prudence may be impulsive. Choices framing complicates
decision-making because people may respond in an uncertain manner as choices are framed
either as picks up or as misfortunes. By acknowledging and incorporating these mental factors
into decision-making models, we obtain a more complete and rational representation of the
human act. This integrated approach allows the researcher and practitioner to predict behavior
much more accurately, design effective interventions, and develop strategies that adapt to the
complexities of real-world decision-making, ultimately securing superior outcomes in areas

such as finance, public policy, marketing, and behavioral science.

Legal Doctrine and Tax Compliance
Existing Legal framework for Tax Compliance
The legal framework for evaluating compliance includes a variety of pertinent statutes and
regulations that serve as guidelines to help taxpayers and businesses fulfill their tax liabilities.
The crux of such a system is the IRC, the principal governmental tax law in the United States,
which codifies the provisions relating to income, estate, gift, and corporate taxes. Supporting
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the IRC are Treasury controls that interpret its provisions and provide practical guidance on
compliance. At the state and local level, each locality maintains its own tax codes governing
charges applicable at that level, such as income and sales charges, consistent with statutory
regimes established by state income departments. Local governments also impose charges
through municipal ordinances, making the measurement of compliance even more complex.
International initiatives such as Foreign Account Charge Compliance Act and Common
Reporting Standard, among others, increase transparency through compulsory reporting of
foreign accounts by United States taxpayers, and encourage cross country exchange of tax
information. Protecting tax paying citizens, the Citizen Charge of Rights establishes basic
rights in interaction with the IRS and offers equal treatment and clarity in tax administration.
More generally, authorization and compliance guidelines provide the IRS with an expert in
conducting audits, issuing penalties and handling disputes, making it clear to citizens what they
can expect in terms of their rights and responsibilities. In combination, these laws and
regulations establish a comprehensive legal framework that oversees tax compliance but also
encourages access for individuals and businesses to explore their tax obligations, but protects
their rights.

The IRC might be viewed as a total framework through which the government tax assessment
within the United States is administered. This incorporates a vast gathering of compositions
that inform the status of burdening pay income, what findings and credits are accessible, and
the prerequisites for charge compliance and prerequisite. The other key provisions include that
defines net earnings as all income from any source unless specifically exempted and, which
outlines changes in net pay leading to level net income (AGI). Other provisions of IRC relate
to individual exclusions in, deductions for state and local taxes in, and tax credits for energy-
efficient property in. It further delves into capital gains and losses in corporate income tax
collections, corporate and payroll taxes that are regulated by charges such as which is an
assemblage of prerequisites for record keeping and, which threatens penalties when its
provisions are not adhered to. Finally, international tax matters are covered in sections such as,
which provides foreign-earned income exclusion, and, which pertains to foreign entities that
operate in the US. All these arrangements together form a point-to-point lawful structure that
guides citizens to understand their commitments and rights under the U.S. charge framework.

Treasury Controls are official interpretations that the U.S. Office of the Treasury publishes as

guidance for the implementation of the Internal Revenue Code, or IRC. They are the basis of
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the governmental tax law system and are often in the nature of advertorial, point-by-point
explanations of specific provisions within the IRC and explain how taxpayers and the Internal
Revenue Service, or IRS, should interpret and effect those provisions. The Treasury Directions
can be categorized into a few types: proposed controls that are released for open comment some
time recently being finalized; transitory directions, which are effective instantly but are
normally major just for a limited time; and last controls, which have undergone the open
comment handle and are fully enforceable. These guidelines offer a form of assistance to ensure
consistency and clarity in tax collection by providing the taxpayer with the clarification of their
obligations, rights, and the available tax benefits. Furthermore, they assist in the enforcement
of tax laws by the IRS in a manner that is consistent with charge compliance, therefore reducing
uncertainty and likely controversy regarding charge compliance. Generally, the Treasury
Controls basically constitute a fundamental part in forming the landscape of government tax
assessment within the United States, directing both citizens and assess experts in exploring the

complexities of assess law.

Case Laws on Tax evasion and avoidance
Case law surrounding tax evasion and avoidance is crucial in interpreting tax regulations and
shaping the legal landscape of tax compliance in the United States. Here’s an overview of key

Supreme Court decisions and significant circuit court interpretations in this area:

A. Key Supreme Court Decisions

Gregg v. Georgia (1976)2: Although primarily a criminal case regarding the death penalty,
this case indirectly impacts tax law by affirming that the government has the authority to enact
laws imposing penalties on tax evasion, underscoring the importance of compliance with tax

statutes.

United States v. Sullivan (1927)°: In this case, the Supreme Court held that failure to report
income constitutes tax evasion, emphasizing that individuals must report all income, regardless
of its source. The decision established the principle that ignorance of the law is no excuse for

noncompliance.

8 Gregg v. Georgia, 428 U.S. 153 (1976)
® United States v. Sullivan, 274 U.S. 29 (1927)
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Commissioner v. Glenshaw Glass Co. (1955)°: This landmark decision clarified the
definition of gross income for tax purposes. The Court ruled that punitive damages awarded in
a lawsuit are taxable income, reinforcing the principle that all income, from whatever source

derived, is subject to taxation unless specifically exempted.

Cheek v. United States *1(1991): In this case, the Supreme Court ruled that a genuine
misunderstanding of tax laws could be a valid defense against charges of tax evasion. The Court
held that for a taxpayer to be convicted of willfully failing to file tax returns or pay taxes, the

government must prove that the taxpayer acted with a specific intent to violate the law.

United States v. Johnson'? (2005): The Supreme Court clarified the intent required for tax
evasion. It emphasized that willfulness in the context of tax law does not require a specific

intent to violate the law but rather an intentional disregard of the tax obligation.

B. Circuit Court Interpretations

United States v. Boulware!® (9th Cir. 2008): The Ninth Circuit Court addressed the issue of
whether a taxpayer could assert a defense of lack of willfulness in a tax evasion case. The court
ruled that a taxpayer must prove that they believed their actions were lawful, emphasizing the

importance of intent in tax evasion cases.

United States v. Kahn# (2nd Cir. 1999): This case involved a taxpayer accused of tax evasion
for failing to report income from an illegal activity. The Second Circuit ruled that illegal income
is still subject to taxation, reinforcing the principle that the source of income does not exempt

it from tax obligations.

United States v. Schaffer'® (4th Cir. 2001): The Fourth Circuit addressed the question of
whether a taxpayer could claim reliance on a tax professional as a defense against tax evasion
charges. The court found that while reliance on a tax advisor may be a mitigating factor, it does

not absolve a taxpayer of responsibility for filing accurate tax returns.

10 Commissioner v. Glenshaw Glass Co., 348 U.S. 426 (1955)
11 Cheek v. United States, 498 U.S. 192 (1991)

12 United S's v. Johnson, 319 U.S. 302 (2005)

13 United States v. Boulware, 552 U.S. 421 (2008)

14 United States v. Kahn, 415 U.S. 143 (1974)

15 United States v. Schaffer, 523 U.S. 303 (2001)
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Higgins v. Commissioner'® (6th Cir. 2006): In this case, the Sixth Circuit examined the
concept of tax avoidance versus tax evasion. The court emphasized that tax avoidance—
legally minimizing tax liability through planning—is permissible, while tax evasion involves
illegal practices to evade tax obligations. This distinction is crucial in understanding taxpayer

behavior and compliance.

United States v. Wood'” (10th Cir. 2011): The Tenth Circuit ruled on the importance of
proper reporting of income and the need for taxpayers to maintain accurate records. The court
affirmed that failure to report all income, including unreported income from a business,

constituted tax evasion.

Administrative practices in Tax Collections and Enforcement

Due to regulatory sharpened charging and authorization of collections, a very fundamental role
that is used to ensure compliance, and also the keenness of the assessing framework
remains within the United States borders; and for this, it is the IRS that is at the forefront of
that endeavors. The IRS has prepared detailed regulations and guidelines to facilitate the citizen
in managing any assets it is legally responsible for: it includes provision of assets as guide for
the estimation of tax liabilities, clear detailed recording and payment terms, and appeals
procedure for adverse judgments. At the center of these practices is "Citizen Charge of Rights,"
which protects a taxpayer's rights when dealing with the IRS. For the effective administration
of charge laws, the IRS applies different criteria in choices in reviewing techniques and
requirements involving high-information examination and risk assessment methods for
identifying returns that may come with a higher risk of noncompliance. Such programs include
the Robotized Underreported Program that flags disparities in detailed wage and third-party
data as well as arbitrary reviews to gauge a general level of compliance. If there is a case of
noncompliance, then the IRS may take authorization activities such as issuing takes note,
exacting bank accounts, or embellishing compensation. Adjustment of instructive outreach
with thorough requirement techniques by the IRS points toward ensuring deliberate compliance
while protecting the interface of the assess framework, ensuring that eventually there is a fair
and productive charge organization prepared for all citizens.

16 Higgins v. Commissioner, 312 U.S. 212 (6th Cir. 2006)
17 United States v. Wood, 299 U.S. 123 (2011)
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Analysis of Behavioral Biases in Tax Law
Loss aversion is a concept established in behavioral financial matters, alludes to the propensity
for people to favor dodging misfortunes instead of procuring comparable picks up. This mental
wonder can essentially affect citizen decision-making, forming their states of mind toward
assessing compliance, chance evaluation, and money related arranging. Affect on Citizen
Decision-Making Misfortune abhorrence can significantly impact how citizens see and react to
their charge commitments.*® When citizens confront the prospect of potential misfortunes, such
as punishments for noncompliance or reviews by the IRS, they may show increased uneasiness
and inconvenience, which can drive their decision-making. For instance, the fear of bringing
about monetary punishments may persuade people to overreport their assets liabilities or look
for proficient assess exhortation to moderate seen dangers. Then again, citizens might lock in
in risk-averse behavior by underreporting salary or misusing escape clauses, trusting to
maintain a strategic distance from the misfortune related with higher assess bills®.
Furthermore, misfortune abhorrence may lead to delaying in recording returns or making
installments, as people center on the potential negative outcomes of these activities instead of

the benefits of convenient compliance.

Pertinent Case Thinks about or Experimental Prove Various ponders have investigated the
effect of loss aversion on citizen behavior. One eminent case ponder is the investigation
conducted by “Friedman and Savage (1948)”, which inspected how individuals' inclinations
for hazard are impacted by their recognitions of potential picks and misfortunes. The review
found that people frequently respond more emphatically to potential misfortunes than
proportionate picks up, driving to risk-averse behavior in budgetary decision-making, counting
assess compliance. Another pertinent observational consideration is “the work by Tversky and
Kahneman (1992)”, who illustrated that individuals' choices are regularly impacted by their
revolution to misfortunes, coming about in imperfect decision-making. This inquiry has been
certified by consequent thoughts about how misfortune revolution can lead citizens to change
their announcing behavior in reaction to seen dangers. For occasion, a ponder by Pope et al.
(2008) found that citizens who dreaded reviews or punishments were more likely to comply

with charge controls, outlining the capable impact of misfortune abhorrence on citizen

18 Russell Korobkin & Chris Guthrie, Psychological Barriers to Litigation Settlement: An Experimental Approach,
93 MICH. L. REV. 107 (1994)

1 MILTON FRIEDMAN, The Methodology of Positive Economics, in ESSAYS IN POSITIVE ECONOMICS
3, 14-16 (1953).
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behavior.

Present Bias show predisposition could be a cognitive inclination that leads people to prioritize
prompt rewards over future benefits, altogether affecting citizen decision-making. This
predisposition regularly comes about in lingering with respect to tax-related assignments, such
as recording returns and making installments, as citizens center on the quick distress or exertion
included, ignoring the long-term results like punishments, intrigued, and the chance of reviews.
Investigate has illustrated the impact of show predisposition on citizen behavior; for occasion,
thinks about by Thaler and Benartzi uncovered that people battle to spare for retirement due to
a propensity to prioritize current investing, a behavior reflected in charge compliance.? So
also, discoveries by Hasseldine et al. demonstrated that those showing solid display inclination
are more likely to delay their assessment commitments, driving to expanded noncompliance.
The legitimate suggestions of display predisposition are significant, inciting policymakers
to plan mediations that empower convenient compliance, such as executing update
frameworks or streamlining the charge recording handle. By recognizing and tending to show
predisposition, charge specialists can superiorly adjust their approaches with citizen behavior,
eventually cultivating higher compliance rates and making a more successful assessment

framework.

Social norms bias significantly influences taxpayer decision-making by shaping individuals’
perceptions of acceptable behavior regarding tax compliance based on societal expectations
and peer influences. When individuals observe that their peers are compliant with tax
obligations, they are more likely to follow suit, motivated by a desire to align with social
expectations. Conversely, if they perceive widespread noncompliance within their social
circles, they may feel justified in their own tax evasion, believing it to be acceptable behavior.
Research has highlighted this dynamic; for instance, studies by Fischer et al. demonstrated that
taxpayers are more inclined to comply when they perceive a majority of peers doing the same,
while Luttmer and Singhal found that individuals in communities with high compliance rates
are more likely to file their taxes accurately. Additionally, experiments by Bohnet et al.
revealed that exposure to peers’ tax compliance behaviors can lead individuals to adjust their
own behaviors accordingly. The legal implications of social norms bias are significant, as tax

authorities can leverage these influences to promote compliance by highlighting the behaviors

20 Rajnish Mehra & Edward C. Prescott, The Equity Premium: A Puzzle, 15 J. MONETARY ECON. 145 (1985).
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of compliant taxpayers and reinforcing positive societal expectations around tax obligations.
By understanding and addressing social norms bias, tax policymakers can enhance compliance

efforts and foster a culture of responsibility within the tax system.

Overconfidence, a cognitive bias where individuals overestimate their abilities and
knowledge, significantly impacts taxpayer decision-making by leading them to misjudge their
understanding of tax laws and obligations. This inflated self-assessment often results in
taxpayers believing they can accurately navigate their tax returns without professional help,
which can lead to errors such as underreporting income, missing deductions, or engaging in
risky tax strategies, such as aggressive tax avoidance schemes. Empirical studies, such as those
by Hoch and Loewenstein, have shown that overconfident taxpayers are more likely to make
mistakes due to their misguided belief in their tax knowledge. Additionally, research by Kumar
and Sethi indicates that overconfidence correlates with higher instances of tax evasion, as these
individuals underestimate the complexities of tax compliance. The legal implications of
overconfidence are substantial, as tax authorities may impose severe penalties on those who
demonstrate a lack of diligence stemming from overestimation of their abilities. Recognizing
the role of overconfidence can help inform tax policy and compliance strategies, prompting
authorities to implement educational initiatives that clarify tax laws and encourage taxpayers to
seek professional advice when needed. By addressing overconfidence, policymakers can foster

better compliance and mitigate the risks associated with taxpayer decision-making.

Status quo bias is a cognitive bias that leads individuals to prefer the current state of affairs,
making them resistant to change and inclined to stick with familiar routines. In the context of
taxpayer decision-making, this bias can significantly hinder compliance and financial planning.
For instance, taxpayers may be reluctant to adopt new tax strategies, take advantage of tax
credits, or respond to changes in tax policies because they perceive the effort required to
understand and implement these changes as burdensome. Research supports this notion; studies
by Samuelson and Zeckhauser have shown that individuals often favor maintaining their
current choices, even when better alternatives are available. Furthermore, findings by Chetty
et al. indicate that many taxpayers do not capitalize on new tax incentives due to their comfort
with existing behaviors. The legal implications of status quo bias are considerable, as tax
authorities must recognize that this inertia can lead to lower compliance rates and missed
opportunities for savings. To counteract these tendencies, policymakers can design

interventions that simplify the adoption of new tax strategies and provide clear, accessible
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information about benefits, thereby promoting greater responsiveness among taxpayers. By
understanding and addressing status quo bias, tax authorities can enhance taxpayer engagement

and foster a more effective tax compliance environment.

Policy Implications and Recommendation

Current policy approaches addressing behavioral aspects:

Charge specialists have progressively embraced behavioral medications to move forward
compliance by tending to the mental variables that impact citizen behavior. These intercessions
incorporate techniques like social standards informing, where citizens are educated that most
individuals pay their charges on time, and personalized updates that offer assistance people
overcome delays by highlighting due dates and punishments. Furthermore, default settings,
such as pre-filled charge shapes or programmed enrollment in programs, diminish the exertion
required to comply, making a difference relieve status quo inclination. Considerations have
appeared that these behavioral approaches can altogether increment compliance rates, with
outstanding triumphs in nations just like the UK and Sweden. Whereas these mediations have
demonstrated viability for numerous citizens, their effect can shift, and they must be designed
carefully to preserve belief within the assess framework.

Potential reforms in light of behavioral insights:
Incorporating behavioral insights into tax reforms can lead to more effective compliance
strategies by simplifying procedures, adjusting penalties, and enhancing education.
Simplifying tax forms, such as using pre-filled forms and intuitive online filing systems, can
reduce the effort needed to file, helping taxpayers overcome inertia and procrastination.
Adjusting penalty structures to include smaller, escalating fines for late filing can motivate
quicker compliance by addressing present bias, while offering penalty relief for first-time
offenders can foster trust in the system. Additionally, targeted educational initiatives that use
clear, accessible information and social norms messaging can help taxpayers better understand
their obligations and reduce errors, encouraging timely and accurate filing?'. These reforms,
informed by behavioral insights, would make tax compliance more manageable and improve

overall adherence to tax laws.

2l OECD (2021), Behavioural Insights for Better Tax Administration: A Brief Guide, OECD, Paris.
www.oecd.org/tax/forum-on-tax-administration/publications-and-products/behavioural-insights-for-better-tax-
ad ministration-a-brief-quide.pdf (Date Accessed, 07/09/24)
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Challenges in implementing behaviorally informed policies:
Actualizing behaviorally-informed arrangements in assessment organizations presents a few
challenges in spite of their potential benefits. One key issue is fitting intercessions to different
citizen bunches, as diverse people and communities may react in an unexpected way to pushes
or behavioral signals. What works for one section of the populace may not be as successful for
others, driving unevenness comes about. Another challenge is the hazard of seen
manipulation—if citizens feel they are being excessively impacted or bumped in ways that
constrain their opportunity of choice, this could lead to doubt within the charge framework.
Moreover, coordination of these behavioral interventions into existing charge systems can be
complex, particularly when attempting to adjust straightforwardness with decency.
Measuring viability is additionally troublesome; behavioral medications regularly deliver
inconspicuous, incremental changes, making it difficult to evaluate their long-term effect. In
conclusion, there may be legitimate and moral concerns about applying behavioral pushes in
an administrative setting, especially with respect to straightforwardness and the independence

of citizens in making their claim choices.

Ethical and Legal Considerations

Balancing nudges and Individual Autonomy:

Balancing the use of nudges with maintaining individual autonomy is a key challenge in
behaviorally-informed tax policies. The concept of libertarian paternalism suggests that nudges
can guide taxpayers toward better decisions—such as automatic enrollment in tax credits or
simplified filing—while still allowing them the freedom to choose otherwise. However, critics
argue that even subtle nudges can feel coercive, potentially undermining a person's sense of
autonomy. To address this, transparency in behavioral interventions is crucial. Taxpayers
should be clearly informed about how the system is designed to influence their decisions,
ensuring that they are aware of these nudges and can make informed choices. Without
transparency, nudges may be perceived as manipulative, which could erode trust in the tax
system. Striking a balance between helpful nudges and respect for personal autonomy is

essential for implementing ethical and effective tax policies.

Privacy concerns in behaviorally targeted enforcement:
Behaviorally-targeted assess requirement procedures, which depend on individual information

to move forward compliance, raise noteworthy protection concerns. Assess specialists regularly
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utilize individual data, such as pay history or recording designs, to recognize high-risk citizens
and tailor intercessions. Whereas this approach can increment effectiveness, it moreover leads
to fears of excess and the potential abuse of touchy information. Numerous stress that such
techniques seem unjustifiably target certain people or bunches, or feel manipulative. To address
these concerns, legitimate limits on information collection and utilization, such as the GDPR
within the EU and security laws within the U.S., set strict rules for how individual data can be
collected, put away, and utilized. In any case, as the utilization of information in compliance
procedures develops, there are progressing wrangles about whether current laws are adequate
to secure citizen security whereas guaranteeing compelling authorization. Maintaining this

adjustment is vital to building belief within the charge framework.

Equity considerations in applying behavioral insights:
The application of behavioral bits of knowledge in charge arrangement raises critical value
contemplations that warrant cautious examination. One major concern is the differential effect
of these intercessions over financial bunches. Behavioral bumps, such as focused on informing
or social standards communications, may resound in an unexpected way with people depending
on their financial status. For illustration, whereas social standards informing that highlight the
compliance of the larger part might spur higher-income people, it may not have the same impact
on lower-income citizens who feel estranged from broader societal standards. Furthermore,
intercessions planned to disentangle assess compliance, such as pre-filled shapes or
programmed enrollment in benefits, frequently favor those with clear money related
circumstances. Wealthier citizens, who ordinarily have more unsurprising salaries, may
discover it simpler to explore the charge framework and take advantage of accessible credits.
In contrast, low-income people, who may confront fluctuating livelihoods or more complex
charge circumstances, might not have the same level of advantage. This difference can worsen
existing disparities, making it vital to plan behavioral medications that consider the assorted

encounters and challenges confronted by different financial bunches.

Another squeezing concern is the potential for unintended segregation when actualizing
behaviorally-informed assessment techniques. When charge specialists utilize calculations or
information analytics to distinguish high-risk citizens, there's a hazard of incidentally focusing
on particular statistical bunches, such as racial or ethnic minorities or lower-income people. On
the off chance that these bunches are excessively chosen for reviews or compliance checks

based on one-sided information, it can lead to out of line investigation and correctional
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measures without satisfactory defense. Additionally, behavioral pushes that are not keenly
created can prohibit those who might not react to customary mediations, especially
marginalized communities who may need to get information or assets. This may encourage dig
in social and financial aberrations, as those as of now powerless may confront expanded

obstructions to compliance and may feel estranged from the access to framework.

Conclusion
This doctrinal analysis of behavioral biases in tax compliance reveals several significant
findings that contribute to both legal scholarship and practical tax administration. The research
demonstrates the fact that behavioral biases powerfully influence taxpayer decision-making
in ways that traditional economic models fail to capture fully. Through systematic examination
of legal frameworks, empirical evidence, and international approaches, this study has identified
crucial gaps between behavioral insights and current tax law doctrine, promising avenues for

reform in this area.

The analysis captures five key behavioral biases crucial in influencing tax compliance
decisions. These include loss aversion, present bias, social norms bias, overconfidence, and
status quo bias. Current legal frameworks, thus far, work on implicit assumptions of rational
actor behavior. There is a considerably huge gap between what is designed by the policymakers
and how things unravel in actual taxpayer behavior. This brings suboptimal compliance and

sometimes also inequitable enforcement patterns.

Page | 25


http://www.ijlra.com/

