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Who is audited? Experimental study on rule-based tax schemes
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In this study, we employ a game theoretic framework to formulate and analyze
tax audit schemes; we test the theoretical predictions in a laboratory experiment. We compare five
audit schemes including three rule-based audits: random audit rule, cut-off audit rule, and lowest
income reporter audited rule. The cut-off audit rule is theoretically optimal but, to the best of
our knowledge, it has not been experimentally examined. We also employ a novel experimental design
for two schemes involving the human auditor conditions. The rule-based audits experimentally enhance
tax compliance as predicted, and cut-off yields the highest tax revenue among the three rule-based
audits in the lab. Moreover, beyond our prediction, the human auditor conditions maximized tax
revenue among the five schemes in the lab. We also show that subjects’ social norms regarding tax
payment influence the choice of tax evasion, in accordance with the experimental literature.
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Number of Avvr. tax A:Tit‘ Total rev. Predicted Difference
Scheme | EEO rev. pentalty (A)+(B) totalvev. (A)+(B)-
observations (A) Tev.
®) (© ©
Random 480 52.3¢ 402 925 75.0 175 . . T
Cutoff 790 ot oy o1 @6 05 Braithwaite, 2003  Coricelli et
LIRA 800 62.6 2407 g66* 109 157 al., 2010
Human_1 480 56 341 90.1 75.0 151
Human_2 640 61.4 36.7 981 70 231
3 10 330 340
660 670 1000
z
Cut-off
33
LIRA 41.8 Low, Middle, High
340 660 670 1000
Cut-off
30.8 24.3 LIRA
340
660 670 1000
8.5
7.3
Income classification
Scheme All data Low NMiddle High
Random 21.8 29.6 19.5%* 17.1
Cut off 31.7 40.4 30.8 24.3
LIRA 18.3* 41.8 8.5*** T.3FEE
Human 1 22 37.1 17.9%% 11.8%%*
Human 2 23.9 39.3 18.7* 14.3*
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DV=Probahility to evade DV=Proportion of evaded mcome

Random-effects Logistic regression Random-effects GLS models wich robust Std Err

A B ¢
Vanables Coef. StdEm, 2 Coef  StdEm, 2 Coef. Std Erm, z
Low (reference) - -
Middle 059 0064 921~ 26157 19430 13 25617 10776 144
High 0808 0066 1217+ 36201 24334 181+ 34713 04 1M
Random(reference) -
Cut-off 3490 0087 399 24201 13048 186 2047 11891 172+
LTRA 0076 0092 08 20358 8610 236~ 1285 912 164
Human_1 0032 0098 033 13058 9348 140 104 8563 122
Human_2 0152 0081 169+ 24201 9669 -230= 18T 8887 211w
Tax awareness 0003 0002 -182¢ 0310 020 14 -0.230 0205 113
Acceptable tax rate 0004 0003 110 0339 036 093 0.267 0329 081
Aggressiveness 0083 0012 75T+ B30T 2883 187 4788 2507 184+
Needs for audit 0007 0001 412w 0434 02 147 0413 02710 153
Satisfaction for pulic service 0006 0014 044 0018 01% 122 0.014 0182 008
Tax compliance 0001 0010 -0.02 0019 013 014 0013 0128 011
Male 0068 0058 -118 T49 5849 126 4482 5479 082
Prop evadelt-1) 0424 0061 6%
Audit (t1) 5465 954 069
Prob evads(t-1) *andit(t-1) 0033 012 0%
Risk appetite 0.047 0104 046
Decislon time 0203 0290 07
Tnverse Ml ratio 4889 3400 14 354 5120 122
Constant 0804 0184 413~ 20321 31382 (065 2123 1353 006
Number of Obzervations 2803 2803 2803
Log Likelihood 114219 -
Waldy? 231 146.30 86448
Prob> 0.000 0.000 0.000
] 0459 = 0.329 0127
F - 0161 0073
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