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Abstract

Tax compliance means the degree to which taxpayers comply with tax
rules and carry out their tax liabilities. Obviously without taxpayer compli-
ance even the “optimal” tax system would perform no practical function.
Therefore the fundamental goal of tax administration is to promote tax com-
pliance.

In the Western developed countries tax compliance has been studied
as a relatively independent topic of public economy or public finance since
1970s, while in China this kind of research seems to be at its beginning
stage. This dissertation intends to draw upon some advanced western
research findings in this area to optimize China’s tax compliance theory,
and attempts to construct a policy framework to improve China’s tax com-
pliance level through enhancing taxpayers’ compliance abilities, con-
straints and incentives.

The main findings and viewpoints of the dissertation can be sum-
marized as follows.

1.As far as tax compliance costs (TCCs) are concemned, based on a
comparison of the components and measurement of TCCs in developed
countries with those in developing countries, the author for the first time
in China sets forth a series of models for measuring China’s TCCs includ-
ing gross compliance costs (GCCs), total compliance benefits (TCBs)
and net compliance costs (NCCs), and tries to investigate and estimate
China’s TCCs for the tax year 2003 by using these models. It is found that
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both GCCs and TCBs of taxpayers in China are enormous in amount (over
120 billion yuan and 100 billion yuan respectively in 2003) and the NCCs
seem highly regressive in incidence, which accord with the existing empir-
ical evidence of other countries. Therefore in policy options the author not
only emphasizes the strategies for minimizing GCCs but also suggests
keeping minimal compliance benefits for taxpayers so as to reduce the pos-
sible revenue losses.

2.In the field of “stick mechanism” for tax compliance, the author
makes analyses of the game equilibrium between taxpayers and tax authori-
ties and of taxpayers’ optimal compliance decisions under deterrence risks,
probes into the optimal detection rate (including the optimal audit rate)
and optimal penalty rate for tax noncompliance, and makes some discus-
sions of relevant policy options in China. As far as detection strategies are
concemed, the author puts forward an idea of establishing a third-party
tax-related information reporting system, a computerized tax-related infor-
mation matching system (i.e. tax returns assessment system) and an auto-
matic tax audit selection system in China. On the other hand, the author
analyzes the shortcomings of China’s current penalty rules for taxpayers’ il-
legal behavior and proposes strategies for solving those problems.

3.1In the field of “carrot mechanism” for tax compliance, the disser-
tation focuses on two aspects. On one hand, the author tries to inquire in-
to compliance incentives through analyzing taxpayers’ optimal compliance
decisions under “carrot and stick ” policy and to discuss the improvement
of China’s Tax Compliance Level Assessment System. On the other hand,
the author probes into an amnesty policy that aims to induce noncompliant
taxpayers to tum over a new leaf. After reviewing and comparing interna-
tional practices, the author argues that in China one-shot tax amnesties
probably will not succeed due to the lower tax administration level and
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higher corruption level, proposing that international experiences of stand-
ing tax amnesties be used.

4.1In the field of tax compliance psychology, by means of drawing on
prospect theory in behavioral economics, the dissertation tries to analyze
Chinese taxpayers’ certain behavior that may violate the rational and self-
interest hypothesis so as to overcome the disadvantages of expected utility
theory in explaining tax compliance behavior. After reviewing international
research literature, the author adopts the main tenets of prospect theory to
develop some strategies for China’s tax authorities, which aim to deter
risk-lovers in tax compliance behavior.

Key Words: Tax Compliance Expected Utility Theory Prospect
Theory
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