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Introduction

In this paper there are three equally importanppses: (1) to define “tax
morale”; (2) to give an overview about the changeshe proportion of
shared state taxes (personal income tax [PIT] ahitle tax) between state
and local budget since the change of regime; (Présent the Hungarian
tax morale with some actual data and to give ewgdievidence in connec-
tion with individual tax morale.

My intention was that besides historical and socialumstances other
factors — such as Machiavellian personality, commaiit and faith to state
and local government — also have a very signifidaugiact on the level of
the individual tax morale.

Shared State Taxes and Local Business
Taxes - Declining Share of Local Governments
in the Hungarian Tax System

The state has the sole right to specify and akostdite taxes, and has the
right to give power for local governments to laywothe rules of local
business taxes, and the state furthermore hagthtee@ monitor the activi-
ty of local governments. So the taxing power ofalogovernments is de-
rived and limited by the state.

Accepting the importance and role of taxation atleof local govern-
ment, several alternatives may be distinguisheemigipng on who should
tax, what the shares of tax revenue are, etc. Lgmadrnments may derive
revenue from local taxation by any of the followifigavey-Péteri, 2004, p.
217.):

— Laying taxes independently;

— Imposing a locally decided surcharge on a reveaigednd collected by
other levels of government;

— Receiving a fixed share of state taxes collecteétimiheir jurisdiction.

Different models can be mentioned to analyse theaficonnection be-
tween state budget and local government budgeth®wone hand, we can
mention a modelvhere all incomes of local government rise fromdtate
In this model only the central state tax systenstsxithere are no possibili-
ties for local governments to lay down the ruledoohl business taxes, as
they have no taxing power. A disadvantage of thigleh can be that local
government is naked, but an advantage can be er lmetinitoring regime
of state tax system, as the state is able to momtwe efficiently the way
of incomes in the case of local governments too.
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The second model is trslidarity model where the local government
has taxing power, has the right to lay down theguf taxation, but some
taxes are centralized by the state budget, wherstdte has the sole right
to decide the share of local governments for theitaomes. One ad-
vantage of this model is that structural differencan be lower in this way,
but a disadvantage is that governments — carditladyrich governments
(they have enough income from other sources)- ateinterested in in-
creasing their incomes as a certain share wilhbéricome of state budget.

The third model, liberal model, where local goveemts are free to lay
down the rules of taxationthe state has no right to centralise tax incomes
from the local government, and the main incomestlaeelocal business
taxes for the local governments. The fiscal resibiitg of local govern-
ment is the greatest in this model, but one risth system can be a con-
flict between the fiscal interest and economic g@obf local and state au-
thorities.

In Hungary, there is a mixed modethere the characteristics of liberal
and solidarity model are combined, certain taxesramomes of state budg-
et, and then the decision is for the state to ateo¢he tax income between
the level of central and local budget. The coopanaand harmony is real-
ised between the levels, the local governmentstdsdag power and be-
sides they gain tax incomes from state budget dis(the so-called shared
state taxes).

Hungary has been a pioneer in local governmentmefimong transi-
tion economies. Through a series of legal refomtoduced since 1990,
Hungary has established local governments withdutbnomy, legal and
regulatory framework for ensuring and tightened dmtdconstraints by
regulating municipal bankruptcy. So in Hungary afteechange of regime
this mixed model is used, but the borders of theé&work are continuously
being modified by the state

Increase or decrease in the autonomy of local gowvent was the two-
directional tendency since the change of regiméhbystate. This tendency
has an effect on fulfilling task and on fiscal fruoo.

As an example of this tendency, we can mentioratloeation of per-
sonal income tax (PIT) and vehicle tax. When pexkamcome tax was
introduced in 1987, the allocation of this tax immwas very simple: it
was the income of the so-called “tanacs” (the feegbof local govern-
ment). In 1990 there was a claim to change thiscatlon structure, the
state had to decide two issues:

- How to allocate personal income tax between statklacal govern-
ment budget?
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— Will it be still the income of the local government shall we introduce
a quota, guarantee sufficient income for the statlocal government
too?

The Budget Act of 1991 (Act CIV. of 1990 on the t8tBudget of Hun-
gary) introduced a different allocation system lie tHungarian Law. In
1991 the local government received the income r@® paid personal
income tax by local taxable person in 1989.

In my opinion, local governments are able to leayels on unseen in-
come and to collect these revenues in greater giopon general, because
of e.g. the local relationships are generally gght

In the 90’s, the proportion of shared state taxagahsed. In 1993 the
local governments received the 30% of PIT, whil&988 only 20% of PIT
was returned to local level. Since 2000 this prtporof local government
was permanently below 10%. Since 2013 the locakgowents has not
receive a certain percentage of PIT as earliey, @ revenue comes from
the leasing of soil remains at local level.

At the beginning, the vehicle tax was also a shatatk tax, which was
collected within the jurisdiction of local governnis, and was the revenue
of local budget. In the 90's there were differenares between local and
state budget (100-0%, 50-50%). In 2015 the revdmum vehicle tax is
divided between local and state budget as follsteste budget has a pro-
portion 60%, local government’s share is 40%.

Local taxes in Hungary

In Hungary the 1990 Law on Local Taxes declareptissible types of
local taxes local governments may levy, maximune sizlocal tax rate is
also set centrally. Local governments are entibeshtroduce any or all of
the following taxes: property tax, communal taxyrtem tax and business
tax.

Property taxcan be imposed on residential and non-residemiédings
and plots. Local governments may decide free whetiee assessment of
tax burden will be area-based or value based. Aevbhsed property tax is
applied only by a few local authorities recen@ommunal taxs levied on
private residents, it is a special property taxcsiit can be levied on
household dwellings (owned or rented).

Tourism taxis one of the most conventional local taxes in ¢y, it
can be levied based on turnover (per capita accatatianm fee).
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The business tdis a turnover tax levied on manufacturer's andiret
sales’ net turnover.

What is Tax Morale - How Can
We Measure Tax Morale?

For the question how can we define tax morales itripossible to give an
exact answer, even if we know the diversified spexgd literature. To get
closer to the definition of tax morale at first Wwave to define ethic and
morale. Ethics is a main form of social norms, #ection of accepted
norms which had been accepted during more and g@nerations and
which are synthesized on the base of common oltsemgaln other words,
it is a community’s judgment about what is rightlamhat is wrong, help-
ing to differentiate between good and evil in theisty? The word morale
comes from Latin “mos”, principally meaning “wility its objective sense,
which manifests itself in ethic and in the law. dnother sense, it also
means the will, approach and grain of the individo& course strongly
connected with habit, ethics and law.

In the specialized literature firstly Frey-Weck-Hi@mann (1984) de-
fined tax moral®in 1984. Nowadays several publications are cormzkrn
with the question of tax morafeFéldes (2004) defined tax morale as a
zero-sum game of dividing the contribution to tlegak public good be-
tween the members of society (which means partigulaat any fraud on
tax by one member of society cause a loss to anotie.

Méderet al. (2012) define the basic problem of taxation deves: “...
there is no tax paying instinct”. The question ayipg or not paying taxes
is relatively new in our history and in this seriisdiffers from the other
forms of cooperation in more ways. The significanbblem of making
people paying taxes: the individual is unable toigln the cheaters effi-

! Business tax has a dominant place in the Hungaoieal tax system, it constitutes
more than 80% from total local tax incomes of lagayernments.

2 Laws and bills are in connection with ethic. Misabnd legality are connected, but
they are not the same. Ethic concerns people in dieepest nature, will and conscience, it
is in the inside personality, which cannot be judibg court. Legality means the responsibil-
ity of law (Turay, 2000).

3 Tax evasion is usually explained by the Lafferveymwhich shows income from taxes
as a function of marginal tax rate. Frey-Weck-Hamaen (1984) states that tax morale is as
much important as tax rate concerning tax revenue.

4 Tax morale is a complex phenomenon, it concems i@acroeconomics, behavioural
economics, sociology, etc.
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ciently. The isolated individual would be only albtepunish the cheater if
he himself didn’t pay tax.

Although the definition of tax morale has been ubgdeveral authors,
we can say that there is no universally acceptéiditien. Shadowing the
situation, we can say that the interpretation ofanetrongly related defini-
tions (hidden economy, informal economy, ‘grey’ eomy, informal
working) are disputed and can be divided into nimanches. This is also
the case for the dominant and significant factdrimformal work. We can
distinguish two main branches in the literaturecoading to the first, the
rational estimation on the relative gain from teaufl is the decisive (see
Slemrod-Yitzhaki, 2002). The other considers thie af tax morale as a
prior (see Torgler, 2003).

Earlier research by Allingham-Sandmo (1972) anahéki (1974) con-
sider tax evasion as gambling. They examined hoehnad the income is
declared by people who avoid paying taxes at angw®bability of tax
evasion and at a given rate of punishment. Hungaeaearch were initiat-
ed after the regime change in this &r@he main courses of the research
were hidden economy, norm following behaviour amel hew tax system
developed by the changing economic sy§telnstudy from 2004 analyzes
the tax obedience and the informal economy amotgn®dium and large
sized companies processing in light industry, bogdindustry and trade
(300 companies in each sector) for the years 0619998 and 2001
(Semjén, 2004).

We can say that the number of specialized liteestustudying the
measurement of tax morale is significant, too. Agtimese, we can high-
light the research of the Hungarian Central Bantcokding to this exami-
nation of income tax declarations and VAT paymetitey conclude that
the amount of rateable value lost due to tax ewasiguals about one-
guarter or one-third of the Hungarian annual GDRisTis considered a
significant loss in international aspect, too

Some research considers the tendency of the nuohleerforcements in
taxation as a tool of measuring tax morale. Acewrdo this, tax morale
has been declined. Nowadays in Hungary approximatere than 360 000
enforcements are still in process. Furthermoretsdéb connection with

5 However we should also mention the name of Schmido had examined tax payers’
behaviour and the causes in the 1940's.

5 We can mention the paper by Gergely (1998).

" http://mww.mnb.hu/Root/Dokumentumtar/MNB/Kiadvahkymnbhu_mnbtanulman
yok/MT_65.pdf, page 4.
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enfosgcements were up to a thousand billion fortiltsthe end of July,
2013.

The third possible aspect of examining tax morsieomparing the non-
or just partly tax-paying self-employed people wiltle employees in the
same scope of activity. Among the employed peopés lare self-
employed (individual entrepreneurs). They denyplos burden of taxation
and pay significantly less than the normal emplgyee

Fazekast al (2010) searched for the answer to the followingsgion
in their study® to which degree does the rate of rational estonaind tax
morale play a role in informal working in Hungary?

In case of examining the tax morale the implemé@nadf game theory
(running ultimatum, dictator or trust games) becomere frequent. The
empirical observations verify that tax morale playsimportant role in tax
evasion, because the moral behaviour of individiglypically not inde-
pendent from the behaviour of reference groups {déder, 2012; Si-
monovits, 2010).

The Historical and Socio-cultural
Determination of Tax Morale

According to our assumption, today’s low Hungarian morale is caused
by our history and socio culture. If we take a labkhe first half of the 20
century, we can see the deep impression of tax@vas society. A sen-
tence by the attorney-general from the novel RokdnoMéricz written in
the beginning of 20century: “In Hungary there is one significant pegh,
one huge problem: In Hungary people don't like &y paxes... Nobody
likes... neither me.” We can see that the situatiider & hundred years is
the same. People think of taxation in a negative. Waey don’t consider
this as a contribution to social welfare, but atistraction, for which they
don't receive a reward as a return. Moreover, ssegments of society
draw off from paying taxes totally, and put the dam on the trustworthy
tax payers.

In the historical part of this study we consider Htts of economic poli-
cy only after World War 1l. In the next paragrapis will examine in what

8 http://vallalkozoi.negyed.hu/vnegyed/20130903-r&bam-az-adomoral.html

9 http://blog.ucmsgroup.hu/az-adovaltozasok-hatasadmmoral-tekinteteben/

19 The study is based upon a representative sampte 2008. According to their result
the high probability of being caught decreasespttedability of informal working; but the
fear of unemployment increases this rate. The lef/ghx morale is in indirect relation with
the unemployment rate.
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kind of system the Hungarian taxation worked duthngyears of socialism
and what effect it had on the morality of tax-systafter changing the re-
gime.

The effects of socialist economic policy on taxateor

Before the regime change the tax of state corporatwere calculated
on the bases of their centrally determined prafite tax rates were usually
progressive and if the profit of corporations hagemded the centrally
defined amount than tax rates could have been apl@0%. With this act
the system broke down the effort to improve théigfficy of corporations.
Moreover, profitable corporations couldn’t keepith#us to make invest-
ments or pay dividend. If the state had found thatprofit exceeded the
given limit they could have taken this money awaynediately.

Besides corporations the income of individuals wefen into consid-
eration, too. During the years of socialism in Harmygpersonal income was
classified into two groups. On the one hand, thargancome of employ-
ees, on the other hand the income of entrepreaarpassive income such
as interest, rental and dividend. While in thetfaategory the tax burden
was low, the others suffered from high tax rates.

Progressive taxation — similarly to the regulatafncorporate tax de-
creased the willingness of entrepreneurship anglpdended to hide their
income from these kinds of activities. In this gystthe suppression of
business income became a typical attitude in Hyngar

Taxation and tax morale after the regime change

In the late 80’'s — short before the political chanrgthe economy of
Hungary had been radically changed. Most of alatiax was altered and
re-developed on OECD practices. Market economywedehe opportuni-
ty for people to develop new entrepreneurshipsamording to this, taxa-
tion on income had also been changed. After thegdaboth companies
and individuals still had to pay their taxes inragressive way, but there
was a significant fall in the tax rates. In casecofporations before the
change, the rates were about 50-60%, by 1995 tleeg dropped to 36%.
In case of individuals the marginal tax rates telb0%.

Contrary to the taxation in the years of socialisafier the regime
change the mechanism of self-assessment becanwitypn case of self-
assessment, the tax payer counts, declares andhadytsax on their own —
it is a kind of voluntary way which still exists this form up till today. If
we consider that before the regime change bothocatipns and individu-
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als had huge tax rates on extra profit, they weterésted in the suppres-
sion of their income. At the same time with theorefation of taxation-
system and the significant drop of tax rates, &@eps couldn’t immediate-
ly accommodate to the new system, they couldn’tigedf their habits and
past experiences. In Kornai's (1990) opinion ibaésically a failure to build
the taxation on self-assessment among these camglitin this environ-
ment self-assessment does not produce the rea ghilncome tax and the
state (tax authority) has to find additional infation (e.g. enrichment
inspect or notice from envy neighbours, etc). Fjnkbrnai states ironical-
ly that in Hungary, where the system is based tfraseessment, a single
tax supervisor should be needed in every househmligiipervise the flow
of everyday income. As a solution, Kornai insistsimtroducing imperson-
al taxes.

In Musgrave’s (1989) works we can find a refereonethe separation
of personal and impersonal taxes. It states thedopal taxes are those
taxes which are determined on the basis of solvefntlye tax payer. Con-
trary to this, impersonal taxes are those oneshathave don’t examine the
character of the tax payer. Impersonal tax is \iftkie added tax that does
not consider how solvent the tax payer is (in Hupgee know it as gen-
eral purchase tax, which is the VAT in internatiosanse), as everyone
pays it by the same rate independently from howhmie could pay.
Moreover we consider wealth tax as an impersonalvthich neither con-
siders the character of the tax payer. As an ingo@idax Kornai suggested
on implementing VAT at one single rate. Contraryhis, after the regime
change, Hungarian tax-system relied significantlytioe personal income
taxes. In 1995 31% of the state tax revenues wamcate tax and income
tax (see Figure 1) which shows only a minimal cleangmpared to the
data of 1986.

The society could not get rid of its previouslydiknorms and behav-
iours in the first decade after the regime changdvee couldn’'t see im-
provement in tax morale (Kornai, 1996).
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Figure 1. The distribution of Hungarian tax and custom rexemin 1995

corporate taxes
8%

personal
income tax

Source: Hungarian Court of Auditors.

Suggestions on Improving Tax Morale
International experiences

It is not proven that a simple decrease of highréags would result in the
increase of willingness to pay tax and in the raiséax base in the short
term. Although several empirical studies found thesirelationship be-
tween tax burden and grey economy (e.g. Schneiff)5), it cannot be
concluded generally that decreasing the tax buigemt enough to de-
crease the size of informal economy, and just teaf lowering tax rates
tax morale won't increase So if tax evasion is widespread, decreasing tax
rates would not mean enough inspiration, evenxifeteasion was inspired
by high taxes earlier. Besides this, the connedbiemveen high taxes and
tax evasion is endogenous, which means that tag eat high as a result of
widespread informal economy. Andreosi al. (1998) introduced softer
definitions in connection with tax evasion like ietbmotions and the satis-
faction of taxpayers with the public utilities. Tl&thors made three im-

11 Scharle Agota (2002), Tax evasion as innovatiorsrmall businesses in Hungary,
manuscript
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portant observations concerning tax maralé. more honest citizens de-
clare more tax; 2. tax evasion is more widespréadizens consider taxa-
tion unfair; 3. tax evasion is more widespreagxpayers are not satisfied
with public utilities.

The effect of the structure of taxes and the famfusupervision can be
both significant. On the one hand, in countries nehibe rate of employees
working in informal economy is significant, the tax capital income is
lower, which directly inspires the suppress of infal work. On the other
hand according to OECD (2004), the problem of segged incomes is
significantly lower in countries where the emphasisn the determination
of corporate income instead of supervising the arhotiwork.

The “continuous tax reform”, which means changing tules of taxa-
tion from year to year, makes an unpredictable econ environment and
has a negative effect on tax morale. Closing tlyzges which cause huge
amount of loss in income and making administratiukes in taxation
against tax evasion do not equal with tax refornakivg regulations that
increase the will of taxpaying and decrease taxsiemain the short term
does not necessarily mean the increase of tax enarahe long term, be-
cause getting acquainted with the new laws andriijndew gaps tax eva-
sion may grow again. Tax amnesties can also b/ @asiuded in expecta-
tions, decreasing further the tax morale.

When transforming the taxation system and considéts effect on tax
morale and on horizontal or vertical equality, ved to take into account
not only the personal income taxes but the sooglrances as well. More-
over in many cases the social insurance systems theadecisive factor.
This is true even if we consider that there is r@aiinsurance service in
connection with the social insurance taxes, whitvise, in case of pen-
sion and health insurance, is proportional with plaél taxes. A good ex-
ample for this is the effect of the last decadé'gle rate tax reforms on
economy and tax morale, where differences wereaggudl by the different
transformation of social insurance systems andstéikeen et al. 2006).

In the opinion of OECD experts the citizens respengveal socioeco-
nomic and institutional factors that may influentzx morale. (OECD,
2013)

The World Values Survey gives data to help builtktier picture of tax
mors%Ie. The OECD used data from WVS, which coveredind 90 coun-
tries™.

12 http://epa.oszk.hu/00000/00017/00171/pdf/01_simiagpdf, 484.0.
13 Hungary was not involved in the survey, for Easteurope Bulgaria, Moldova, Po-
land, Romania, Russia, Serbia, Slovenia, Ukraine imzolved.
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Some very interesting observations can be fountignpaper, like: “In-
dividuals are more likely to perceive tax obligaganore favourably when
their government is seen to be acting in a trustwomanner”. (OECD,
2013.p. 7.)

When state strengthens and clarifies the links éebarevenue and ex-
penditure it can help to improve tax more of sgciicrease the transpar-
ency of tax policy making, increase the numbeawfadministration pro-
cedures: these measures would reduce opportuffitiesorruption and the
willingness the cheat with tax revenues.

Hungarian deliberations and initiations

According to Kornai’s (1990) thoughts Hungarian talicy should be
based on impersonal tax elements. Besides salegwiaich has even
reached record level within the EU), we should iower wealth tax. This
aspect is in line with OECD’s suggestions. The medrom wealth taxes
in OECD countries makes up for the 2% of GDP. Fangry it was only
1% in 2008. In this sense, the attempt to introdooperty tax in 2009
wasn’t groundless, although it was annulled by dbestitutional court in
2010. In its regulation, the court stated thattdnein itself wasn't against
the constitution, yet the method of calculating theable value was inap-
propriaté®.

Suggestions of experts of National Bank to imptaxation and tax morale
in Hungary®

The tax burden on employees and self-employedohbe equalledlt
decreases the attempt to show incomes from woikcasnes of entrepre-
neur activity. Moreover, it allows for decreasirge tburden of work and
increases horizontal equality, which can raisejtistice of taxation and
increase the tax morale.

Improving trust toward the system of pensi®uperannuation tax, in
theory, opposite to taxes means that we will haazenach pension in the
future as much money we had paid, so paying tmsbheaconsidered as an
inevitable saving which secures subsistence inaglel. Avoiding paying

4 The Hungarian Parliament accepted the law onakatibn of high value assets on the
29" of June, 2009.

158/2010. (1.28.) regulation by the constitutionalit: http://public.mkab.hu/dev/don’t
esek.nsf/0/4B835332BADF8C9DC1257ADA00528EAL1? Openubnent

18 http://Mmww.mnb.hu/Root/Dokumentumtar/MNB/Kiadvarkymnbhu_mnbtanulman
yok/MT_65.pdf
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superannuation tax can have more causes. On thieamuk it can be moti-
vated by the discredit in the system of pensiomplRemay think that they
can take care about their own savings in a bettgr and these liquid sav-
ings act also as a security till then.

Increasing local incomes from taxds theory, those payments which
are in relation with local services can be moreeptable, because the con-
nection between payments and services can be rapsébe. According to
Tiebout model, individuals are like customers wihileey decide about to
which self-government’s area they should move enbidisis of “programs”
(Tiebout, 1956). In this sense, the local tax payses with their feet. It
makes it possible to produce local utilities effidly, because tax payers
decide about secured public utilities on the ba$ikcal taxes, like cus-
tomers decide what to buy, considering the markieepAs long as taxes
are in harmony with marginal cost - which means ¢ktension of local
services for new settlers - the result will be mati in Pareto sense like in
the case of the private sector. As an example| caepreneurship tax
offered to companies by the self-government capiiesievelopments and
local services.

Tax amnesty should be avoidektcording to international experience
(e.g. Greece) tax amnesty can decrease tax maraldf repeated amnesty
is expected then willingness of paying taxes may &ll.

Developing the communication of tax authority tgiave tax morale
In 1996 IOTA (Intra-European Organisation of Taxmdidistrations) has
been established to support the cooperation oéréift tax authorities in
different countries. 44 national tax offices jointdte organization. The
office of IOTA is in Hungary, Budapést With the help of this organiza-
tion, the practice of national communication teciues is shared, as well as
the fair administration and the experience of teagistudents about taxa-
tion.

According to the results of a research made byBtiitesh tax authority,
every authority after understanding the mecharo$rtax payers’ behav-
iour should have the possibility to change paransetf the tax-system to
inspire tax payers to pay their tax more propeklya result of this research
the tax gap was decreased by the help of informatmut tax payers. The
methods are the following:

— decreasing administrative limits and simplifying throcesses at those
tax payers who fulfilled their payment duties

17 Intra-European Organisation of Tax Administratiq@908): IOTA Strategy 2008-
2012 (IOTA, Slovenia) http://www.iota-tax.org/imagstories/documents/statutory
_documen ts/strategy _2008-2012.pdf
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— making preventive advices and developing educatidhose tax payers
who fulfilled their payment duties only partly

— carrying out proportional penalties at those tayepswho violated their
payment duties.

Methodology of the Research

Due to these negative socio-economic conditionscidid to observe the
willingness of tax paying of individuals, and thd&inowledge about the
share of self-governments from the state tax incaswell as their opinion
about those immoral behaviour which are againstakation rules. In or-
der to test | used a survey questionnaire whichbeafound in the annex of
the paper.

The questionnaire was filled by 95 respondents,tijngmart-time stu-
dents taking part in adult education at the Budapesiness School and
some employees of BBS.

The dependent variable was the individual levetagf morale and the
explanatory variables were demographic variablessgnality characteris-
tics, commitment to local self-governments, willegs of taking different
levels of risk, etc. The used statistical methamtstésting the relations be-
tween the variables were the following: multivagiabrrelation and regres-
sion, analysis of variance, t-tests for testingredation coefficients. The
general level of significance is 5%, unless ittéded otherwise.

Empirical Results

Out of the 95 participants, 75 answered that tegigted shared state taxes.
According to them, the local self-governments regain average 29% of
the total vehicle tax while this ratio is much lawenly 10.82% on average
in case of PIT. (Note, that the right answer wa%40 case of vehicle tax
and 0% in case of PIT.) However, it is noteworthgttthe standard devia-
tion of the answers is rather large either in thgecof vehicle tax or in the
case of PIT: 31.75 and 17.55 percentage pointeodisely (which means
that the coefficient of variation is above 100%bwth cases, meaning that
the answers are quite heterogeneous). Generallgawesay that respond-
ents are not really aware of the right share dedtaxes, but they mostly
consider lower shares of the total tax revenuehefdtate. However there

18 http://elib.kkf.hu/edip/D_15441 pdf
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are a few exemptions as well (e.g. there wereralsponders who believed
that 100% of the vehicle tax and PIT is received lbgal self-
governments).

Not only the measure of shared state taxes areleat to most of the
respondents, but even the 20 cases out of the @5awbwered that there
were no shared state taxes in Hungary at all camobsidered as many. My
assumption was that adult students of economiddsfi@shmen) who are 30
years old, on average, know the fact that eithervithicle tax or the PIT
are shared state taxes which form the income ofkyatems both on the
state and the local level. This significant igna@may cause the high
level of variation in the answers concerning thareh of local governments
from the mentioned two state taxes.

It is important to emphasise that exactly half leé tespondents would
accept even higher tax rate if they were surettfesurplus above the offi-
cial tax rate is the exclusive revenue of the lemdf-government. As it is
visible in Table 1, males have significantly higheitlingness to accept
higher tax burden for this reason. Compared toctiveent 16% PIT rate,
males would accept even more than two percentaige lpigher tax rate in
order to help the functions of the local self-gowaents. In case of females
this extra tax burden is almost one percentagetdower on average
which difference between the two gender is sigaiftqF=5.31; p=0.023).

Table 1. Willingness of paying extra tax burden (percentpgat)

Gender Mean St.dev.
Male 2.13 2.55
Female 1.16 1.55

Source: own calculation.

It is generally accepted that payments in conneatiith local services
are typically more accepted since the relation betwthe payment and the
service is more appreciable (Tiebout, 1956). Aceaydo this model, the
individuals appear as consumers who decide to wHaxtal self-
government they move basing on the possibilitiey thave to offer. In the
view of Tiebout, it makes possible to efficientlyoduce local public goods
since the customers choose from the public goodsiged by the local
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communities based on the level of local taxes aityilto the choice of the
customers in the market based on the prices ofustsd

As a result, inhabitants and enterprises with #mespreferences will be
concentrated in the same district. The theory ebdut resulted in several
models of efficient inter-governmental race for nt@lbesources of econo-
my.

Table 2 contains the correlation matrix of the obseé variables. Those
correlation coefficients which are significant bé 5% level are marked by
bold. In the following the most important ones, gfare interesting for the
research topic, are discussed.

It seems that men support the finance issues al kaf-governments
more than females, since they are not only wiltmgay higher tax burden
in order to increase local revenues, but they assinat self-governments
receive higher shares from vehicle tax and PIT. &l@w, this is only an
assumption at their side, which is possibly a higsteare than the actual
real rate, which is noteworthy. | do not considers a systematic failure of
overestimation by males. In connection with theewaWillingness of pay-
ing higher tax burden, I think it shows rather thesuit that males support
more the delegation of the use of public resouatéise local level.

Responders were asked to imagine the situationthieaigeneral PIT
burden is 30% and they have realised 1 million Hagome for an extra
work which is similar to their general occupatiom Inot part of their job.
They have the possibility to buy a fictive invoioé half million HUF
which can be considered as cost and this way ilaeslthe income to its
half. The question was, how many percent of theinahvalue of the in-
voice are they willing to pay in case of differeisk levels of being caught.
The answer at 0% of risk is considered as the iddatl level of tax morale.
The possible maximum for this question is 30%, esiftovould be totally
against the rational decision making if anyone paate than 30% of the
nominal value of the invoice in case of 30% taxdeuwr. If someone is will-
ing to pay the total tax burden (30%) to a thirdtpanstead of the state
then his/her tax morale is considered as zero (0R&pmeone refuses to
pay anything for a fictive invoice even in a rigddeoption then his/her tax
morale is considered as full (100%). So the ansWeerthe riskless option
(between 0 and 30%) were transformed to a scalecleet 100 and 0%.

19 As long as the payable taxes are in line withrifaeginal cost of expanding the local
services to a newcomer, the result can be considesePareto optimal like in the case of
private sector. For example the local businessriay support those developments and local
services which are offered to entrepreneurs bpéffegovernments.
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Table 2. Correlation matrix of the examined variables

-ocal seltgov. share Extra tax Pay for fictive inv. if thiskris Mach.

frpm from burden for 0% 2506 50% 750, SCOTE
vehicle tax PIT self-gov.

Share from

vehicle tax 1

Share from

PIT 0.2382 1

Extra tax

burden -0.1016 -0.0368 1

Fictive inv.

(risk: 0%) -0.1875 0.0374 -0.0601 1

Fictive inv.

(risk: 25%) -0.1402 0.0230 -0.0326 0.6209 1
Fictive inv.

(risk: 50%) -0.0765 0.0203 0.0415 0.2900 0.6214 1
Fictive inv.

(risk: 75%) -0.0043 -0.0701 0.0084 0.1648 0.4485 0.8010 1
Mach

score 0.0431 0.0586 0.07500.3462 0.2215 0.1685 -0.0024 1
Gender 02023 03042 0.2325 0.1590 0.1633 0.1724 0.1899 0.144
Age 0.0495 0.0241 -0.1153-0.2458 -0.1510 -0.2339 -0.1657 -0.273

Source: own calculation.

Maybe it is surprising that 29.5% of the respondensid pay even the
total tax burden for a fictive invoice instead @ypng it to the state budg-
et... Even if there is no risk of being caught it o clear for all that this
behaviour is immoral and causes damages for thetgoc

As it was expected there is direct relationshipMeen the level of
Machiavellian personality and the maximum amournd far a fictive in-
voice in a riskless option (r=0.346). It can belakped by two reasons: on
the one hand it is not a dilemma to reach individyzn at the expense of
the society for people with strongly Machiavelliaersonality, while on the
other hand these people consider the state letggeally as opportunistic
and self-serving persons, which may justify theshdviour of decreasing
the tax revenues.

There is a less than intermediate strength, indnedationship between
the age of responders and the maximum amount paalfictive invoice in
a riskless option (r=—0.246). Anyway, it has todmphasised that it does
not mean at all an increasing tax morale as tinssgmm This research com-
pared the answers of people as cross-sectionahddta shows that the tax
morale of older people is significantly higher be tdate of observation.
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Obviously it does not mean that the tax moralehefyounger people will
be better as they get older. The appalling thirthas after several years, as
the older people of now will retire and get outtleé sphere of active tax
payers, their place will be taken by this youngeneyation with its lower
tax morale. All in all, the current situation dagst support the increase of
tax morale in the next years. In my opinion sompartant steps are neces-
sary to reverse this negative tendency concerrfiegtdax morale of the
younger generation. Without a successful intereentf the state, the tax
morale will not get better (e.g. “I was not caughtfar, why should | pay in
the future?”) and what is worse, this rather negatax morale will be the
example for the next generations.

The maximum amounts paid for a fictive invoice #se of different
levels of risk are not independent of each othéwniqusly, only those peo-
ple will pay for a fictive invoice in a risky optiowho would do this also in
a riskless option, however vice-versa it is notassarily true. It can be
seen in Table 2 that strong relationships are batyween the low risk op-
tions and between the high risk options. There nsoae than intermediate
strength direct relationship between the maximunowts in case of the
riskless and low risk options (r=0.621), while thés a strong direct rela-
tionship between the maximum amounts in case ofhtgk risk options
(r=0.801). Naturally, the risk of being caught irghces negatively the
maximum amount paid for a fictive invoice which damobserved in Table
3.

In case of no risk the responders are willing tp pa average even the
half of the tax burden for a fictive invoice. Ifghrisk is 25% then this
amount decreases to its half. As the risk incredsesamount decreases
exponentially. This indirect relationship is stroagd significant even be-
low the 1% level (F=48.56; p=0.0000).

Table 3. Relation between the risk of caught and tax majaéecentage point)

Risk level Mean St. dev.
Fictive invoice (risk: 0%) 15.07 12.47
Fictive invoice (risk: 25%) 7.03 9.44
Fictive invoice (risk: 50%) 2.80 5.71
Fictive invoice (risk: 75%) 1.33 4.57

Source: own calculation
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Figure 2. The maximum ratio of the nominal value paid fofidive invoice in
case of different levels of risk
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Source: own calculation.

Even though the sample is not representative Visible that in case of
no or minimal supervision the fictive invoice igeal option to reduce the
tax base for those who have some extra income. Hemthe willingness
for this kind of manipulation intensively decreadethe risk level reaches
at least 50%. Considering that there are no exaia fbr the tax payers
about the real risks, these are more-or-less sonakdf subjective proba-
bilities, there is a good possibility to reduce &wasion by strengthening
the general belief about the efficiency of supeovisand the higher and
higher risk of being caught.

The Hungarian National Tax and Customs Adminigsira(NTCA) has
introduced a more efficient and more powerful suis@n system after its
organisational transformation in 2011. In 2012 ¢heere 2029 supervision
processes concerning private asset growth whigtniest double than in
2011. Out of the 2029 supervisions 1578 (78%) liads with a sanction,
resulting altogether 20.6 billion HUF tax differenthat is 89% higher than
in the previous year. | do not believe that tax almican be strengthened
only by increasing the number of supervision preessr by increasing the
level of tax fines, however it may have enoughrretste power for tax



84 Agnes Sipos

payers with “vacillating” tax morale in case of mijcant risk of being
caught.

The regression coefficients of those explanatomnjatsées which are in
the closest relation with the tax morale can ba sedable 4.

Table 4. Explanatory variables of tax morale

Coefficients b s(h) t-value  p-value
Constant 56.974 20.443 2.787 0.006
Mach score -0.775 0.274 -2.830 0.006
Gender -9.273 8.175 -1.134 0.260
Age 0.804 0.494 1.627 0.107

Source: own calculation.

The Mach score of the responder influences indyrestd most signifi-
cantly the individual tax morale. Both variableg aneasured on a scale
between 0 and 100. In case of 1 point higher Maoches(more Machiavel-
lian personality) the tax morale is on average Qd@idts lower according
to the regression, which effect is significant belbe 1% level (p=0.006).
It is easy to realise how strong and deterioravihis effect: compared to
a generally well-meaning person (let's supposevaNach score of 20) a
person with more or less Machiavellian persongbtyMiach score of 70 is
not rare) has on average cca. 40 points lower tzrale

Generally speaking the tax morale of males is ti libwer than fe-
males, however the effect of gender is not sigaiftqp=0.26).

In case of the effect of age, we can repeat theaatak morale of older
generations is currently significantly better thadrthe younger generations
(a one year older responder’s tax morale is ona@ee0.8 points higher),
which effect is significant at the 10% level.

The multiple coefficient of correlation for the abtegression function is
R=0.4 (F=5.63; p=0.0014). So we can conclude that dxploration of
some further influencing factors is necessary, hawvéhe Mach score is a
significant determinant of tax morale and possibly generation effect is
also important.
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Conclusions

One goal of my study was to create a structureetp fefining tax morale
which is a complex phenomenon, examined by thestoblaw, economy,
sociology and psychology. In my paper | have armalyhe Hungarian tax
morale in connection with personal aspects, thatiamx of the socialism
and the period after the regime change.

We have seen by the help of some historical exargohel some actual
macroeconomic data that the level of tax moralguige low in Eastern-
Central European countries like Hungary. Based qoestionnaire survey
answered by 95 Hungarian people this fact is supgaand we observed
the main reasons and motivations of this low taxaieo

The questionnaire was filled by 95 persons, mogést-time students
taking part in adult education at the Budapest iB2s8 School and some
employees of BBS.

Out of the 95 participants 75 answered that thedisteshared state tax-
es. Generally we can say that respondents areewalyraware of the right
share of state taxes but they mostly consider Isheres of the total tax
revenue of the state, however there are a few ei@m@as well

Not only the measure of shared state taxes arel@at for most of the
responders but even the 20 cases out of the 965ecannsidered as too lot
who answered that there are no shared state taxidsirigary at all. My
assumption was that adult students of economics a0 years old on
average know the fact that either the vehicle tathe PIT are shared state
taxes which form the income of tax systems bottstate and local level.
Maybe a less complicated, more transparent anéresiunderstand tax
rules would be able to strengthen the willingnessay taxes properly.

It seems that men support the finance issues af kmlf-governments
more than femalesince they are not only willing to pay higher taxden
in order to increase local revenues but they asghateself-governments
receive higher shares from vehicle tax and PITcdnnection with the
males’ willingness of paying higher tax burdénhink it shows rather the
pursuit that males support more the delegationhef tise of public re-
sources at the local level.

There is a less than intermediate strength, indiretationship between
the age of responders and the maximum amount paalfictive invoice in
a riskless option. Anyway, it has to be emphadisadit does not mean at
all an increasing tax morale as time pass€his research compared the
answers of people as cross-sectional data anassthat the tax morale
of older people is significantly higher at the dafeobservation. All in all,
the current situation does not support the incredsax morale in the next
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years. In my opinion some important steps are sacgdo reverse this
negative tendency concerning the tax morale of/thenger generation.

Concerning the personal characteristics, Machiaaell personality
shows indirect relation with willingness of taxpayi The Mach score of
the responder influences indirectly and most sigaiiftly the individual tax
morale. Both variables are measured on a scalesbat@ and 100. In case
of 1 point higher Mach score (more Machiavellianspeality) the tax mo-
rale is on average 0.78 points lower accordindp¢orégression.

Naturally this survey was not representative, hawat/is still able to
show which points of the system are to be changgdntly. A less com-
plex but more proportional tax system which is @asb understand for
most people, with a more transparent and effecédestribution of collect-
ed taxes, besides an efficient tax control cougphiicantly increase the
general level of tax morale.
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