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Abstract

This paper discusses the importance of tax ethics, as well as the impact of education on it. The impact
of tax-oriented education on tax ethics was determined in the case of Azerbaijan. For this purpose, it
was applied a questionnaire survey to 250 students studied at the Academy of Public Administration
under the President of the Republic of Azerbaijan between 2017 and 2019 years. The collected data
were analyzed descriptively, and the hypothesis was tested using the Paired Samples Test. Cronbach's
Alpha conducted to verify the validity of the research. Analyzes and tests were carried out
electronically using the SPSS 16.0 software. As a result of empirical research, it turned out that the
attitude towards taxation was higher after passing tax classes.
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Introduction

The taxpayer's own consent and willingness to pay taxes, rather than the coercive power of
the state, is one of the important factors in the economic and social sustainability of the state
in the process of tax collection (Kalendiene and Pukeliene, 2011). There are too many
variables that affect the collection of taxes in full. One of these variables is the tax attitude of
taxpayers and their behavior towards tax. Tax perceptions and taxpayer attitudes towards
taxation are formed in the process of social interaction and are passed on from generation to
generation (Murphy, 2005).

State always wants to minimize the negative perception and behavior of taxpayers in relation
to taxation and to ensure that they pay taxes with their own consent on time (Alm and
Torgler, 2006). Providing proper tax returns by taxpayers and paying taxes on time is called
“tax compliance” (James and Alley, 2002). The level of tax compliance in society is actually
associated with the existing of tax ethics of citizens. Since non-compliance behavior among
taxpayers can sometimes be a reflection of a low level of tax ethics (Torgler, 2006). In order
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to increase tax ethics, each state can implement various regulatory or control measures.
However, the success achieved with a particular method in one government may not have the
same effect in another state. Therefore, in the literature, tax ethics and the factors affecting it
may vary and the methods used to improve it may be different. In the literature, one of the
widely discussed factors affecting tax ethics is education. Traditionally, education can be
expressed in the form of actions and efforts aimed at achieving positive attitudes and
behavior towards people and society. There is always a need for training programs that help
to raise awareness of taxes and increase tax ethics, especially in societies with low tax
compliance, to ensure a positive attitude of taxpayers towards taxes. Training taxpayers in
financial matters can contribute to the positive development of tax behavior, contributing to
tax compliance (Carley and Maxwell, 2006).

In general, education has two opposing functions, both to preserve and maintain cultural
values, and to make changes (Ottoway, 1962). In order to ensure the optimal occurrence of
these two conflict situations, the government should organize effective training in tax ethics.
In order to increase tax ethics, training programs should be conducted to protect the positive
cultural values of taxpayers and decrease negative attitudes and behavior.

Considering the importance of education in tax ethics, the main question of the study is:
“Does education affect tax ethics in Azerbaijan?”. Determining the correct answer to this
question may contribute to shaping the state regulations and increasing the efficiency of
taxation in the country. Based on the main question, we test the following hypothesis.

H — Tax-oriented education does not have a significant impact on tax attitudes.

The survey will show us whether the hypothesis of the study is true or not, and we will be
able to determine the effect of education on tax ethics in Azerbaijan. In this context, first of
all, tax ethics and the factors that influence it are considered, and studies examining the
impact of education on tax ethics are analyzed. To assess the impact of education on tax
ethics and to prove the research hypothesis in the last section of the study paper the survey
results of 250 people among students were given. Since the influence of education on tax
ethics in Azerbaijan has not been empirically investigated, this study will make a great
contribution to the field.

Literature Review

Foundation studies on tax ethics was laid in the 1960s by the Cologne School of Tax
Psychology, founded by German scientists under the leadership of Schmdlders. The members
of this school tried to connect economics and social psychology, and considered tax ethics as
voluntary compliance behavior (Alm and Torgler, 2006). Schmolders defines tax ethics as the
timely and complete discharge of duties and obligations related to taxation (Torgler, 2003).

Tax ethics is defined by many researchers as an intrinsic motivation to pay taxes. Here, tax
ethics is intrinsically motivated without external pressure. Accordingly, it is assumed that
people will either pay the tax voluntarily or not pay it, given the risk of being caught and
punished (Doerrenberg and Peichl, 2017). Various factors affecting tax ethics are shown in
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the literature. Even if these factors are very broad, some of them can be systematized as
follows (Alm et al., 2012; Besley and Persson, 2014; Chen, 2019; Fanea-lvanovici et al.,
2019; Kot et. al., 2019; McGee, 1999):

- sense of justice of taxpayers,

- social status of taxpayers,

- religious beliefs of taxpayers,

- simplicity and clarity of the tax system,

- justice in the tax system,

- believing in the necessity and transparency of government spending,

- democracy,

- quality of public services,

- the level of education of taxpayers.

All the above factors are important for establishing moral values forming attitudes towards
tax ethics and indicate the need to regulate (if possible) these factors in order to collect the
necessary tax revenues. As can be seen from the above list, education is one of the most
important factors in the designing of a tax-compliant society. Extensive research is being
conducted in both developing and developed countries on this subject and the direction of the
relationship between education and tax ethics is tried to be determined.

Despite, Eriksen and Fallan (1996) mentioned that there may be people with a low level of
education who have a high knowledge about taxation; one group scholars mentioned that
there is a positive relationship between education level of taxpayers and tax ethics (Torgler
et.al., 2008; Lin and Carrol, 2000; Alm, 1992). In other words, as the level of education
increases, the understanding ability to tax laws rises and compliance with legal changes
accelerates. It is argued that such taxpayers are more aware of their obligations (Ipek and
Kaynar, 2009; Loo, 2009). In this context, it can be emphasized that educated taxpayers will
more consciously assess the benefits and services provided by the state, and, consequently,
this will increase their tax compliance (Hashimzade, 2013; Kwok and Yip, 2018). However,
some studies have found the opposite and emphasize that a more educated person is no longer
willing to pay taxes Beron et.a., 2014; Chan, 2000; Dubin et.al, 1990). The reasons for the
differences in the research results are due to some behavioral factors that guide taxpayers’
opinions in different directions. McGee (2012) explains these contradictory conclusions in a
way that, wealthier taxpayers tend to be more educated than others, and they may be more
prone to observing the law. On the other hand, the rich are taxed more than the poor, and
paying a huge amount of taxes makes them consider tax evasion a more positive behavior.

Chan et al. (2000) observed a negative correlation between education level and tax
compliance by examining 157 student surveys collected from universities in the USA and
Hong Kong. Compared to surveys of students from six countries, McGee and Ross (2012)
identified the relationship between education and tax compliance. In their studies, the results
have changed by country. The most opponents of tax evasion were people with lower
educational attainment from Brazil, Russia and China, while those with a highest level of
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educational attainment demonstrate a higher tax ethics in India and the United States.
However, in Germany, people with medium level of education exhibited the lowest levels of
tax compliance. Preobragenskaya and McGee (2016) did research on demographic study of
Russian attitudes towards tax evasion, and found that opposition to tax evasion was less
among the higher educated people. In spite of all, Milliron (1985) found no connection
between the level of education and tax ethics.

The impact of taxation knowledge directly on tax ethics has been determined by various
studies. Extensive research has been conducted in Turkey to assess the impact of tax
education on taxpayers’ awareness. For example, Saglam (2013) sought to measure tax
perceptions and tax awareness as a determinant of students' attitudes and behavior towards
tax. This study was carried out on the last year students of Hittite University in Faculty of
Economics and Administrative Sciences. The study showed that the tax perception of
students was high. On the other hand, it was stated that if the public is informed about where
the collected taxes are spent, the taxpayers' awareness will increase. In 2016, Teyyare and
Kumbasli conducted a questionnaire on first- and fourth-year students studying in the finance
department of three universities to identify the level of tax awareness and tax ethics, and to
determine the impact of taxation education. As a result of the empirical study, it was found
that the fourth-year students had higher tax awareness and ethics than the first-year students
of the Finance Faculty. Cigek and Bitlisli (2017) aimed to measure the impact of education on
tax awareness of students. The impact of education on tax awareness was assessed by
observing the differences between the two groups of students (those with and without tax
education). According to the analysis results it was clear that tax attitudes and tax awareness
of the students who had education were more positive than the students who did not have
education.

Analyzing the impact of education on tax ethics in Azerbaijan, it appears that this issue has
not been widely studied. In other words, these questions can be approached only
theoretically, without empirical research.

Methodology of Research

The survey method was applied as part of the study, and third-grade students enrolled in the
specialties of Economics, Management and State and Municipal Administration at the
Academy of Public Administration under the President of the Republic of Azerbaijan in
2017-2019 were included in the study. 250 students took part in this survey. Students were
asked to answer three questions — “What is a tax?”, “Would you like to give part of your
income to the government as tax?”” and “Do you think that citizens who do not pay their taxes
are guilty?”. In order not to guide students, open-ended questions were used in the
questionnaire. Students’ own statements were emphasized in the analysis. The study was
conducted in two stages. At the first stage, students were asked to answer questions before
passing the tax class. At the second stage, the same students again answered the same
questions after completing the course ‘Taxes and Taxation’ for one semester. Thus, students’
attitudes towards taxation before and after training was evaluated separately and taken into
account for comparisons. Since open questions were used in the questionnaire, after
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collecting the answers, expressions of similar values were combined into one group and
Statistics Package for The Social Sciences was used for analysis. The hypothesis was tested
using the Paired Samples Test. The reliability of the scales used in the study was measured
using the Cronbach’s alpha test.

Findings
Firstly, students were asked to indicate their gender. 122 students from 250 were female and
128 were male.

Question 1

In order to evaluate the tax perception of students, they were asked to answer the question:
“What is a tax?”. When the students' responses were studied, it became clear that the concept
of taxation has a positive meaning for some students. Some students said that "it is a civil
obligation”, "it is money that we pay for environmental protection™, "it is a fee for public
services, especially for the provision of health, education and safety services." The other part
of students showed a negative attitude and gave different answers to this concept. These

G« o«

answers are “it is money taken from our income”, “it is a heavy burden for a citizen”, “it is a
debt”, “it is a payment that we don’t know where it is spent”, “it is a mandatory payment,
which reduces our well-being™” and "it is a burden that I have always thought about how to
avoid it". These answers show that some students perceive tax as a negative phenomenon.
Thus, the responses received from the students participating in the survey are systematized in

Table 1.

Table 1. What is a tax?
Positive approach

Before After
education education

Citizenship duty Frequencies 22 38

% 8.8 15.2
Money to protect our Frequencies 25 23
environment % 10 9.2
Public service fee Frequencies 73 109

% 29.2 43.6

Negative approach
Money collected from Frequencies 75 50
income (money that reduces % 30 20.0
our well-being)
Heavy burden and debt Frequencies 29 19
% 11.6 7.6
Unnecessary expense Frequencies 26 11
% 10.4 4.4

As can be seen from table 1, while the proportion of those who attached a negative value to
the tax concept before education was 52.0%, this level decreased after education and was
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32%. On the contrary, the share of those who had positive approach increased from 48% to
68%. In other words, there have been marked positive changes in students' attitudes towards
taxes after education. Before education, 51.1% of women gave positive answers about the
value of the tax, after education this indicator was 65.6%. Growth rates were higher among
men. Namely, 46.3% of men had a positive attitude before education, while this figure rose to
70.4% after education.

Hypothesis testing
To prove the hypothesis of the study we use Paired Samples Test. Using this test, we can find

whether the mean values of two metric variables are equal or not, and determine the p-value.

Table 2. The result of Paired Samples Test

Paired Samples Statistics

Mean N Std. Deviation Std. Error Mean
- H 7
Pairl  Whatisa ta>_<. 357 250 1.355 .086
(before education)
- ?
What is a tax: 309 250 1.264 .080

(after education)

Paired Samples Correlations

N Correlation Sig.
Pair 1 What is a tax?
(before education)
& What is a tax?
(after education)

250 .636 .000

Paired Samples Test

Paired Differences

95%
Std. Confidence
Error  Interval of the Sig.
Std. Mean Difference (2-
Mean Deviation Lower Upper T df tailed)

Pair 1 What is a tax?
(before education)
- What is a tax?
(after education)

480 1.120 071 .340 620 6.776 249 .000

Table 2 points that the p-value is smaller than 0.05 and the “t” value is significant. In other
words, there is a statistically significant difference between the mean scores before and after
tax education with a probability of 95%. This shows that the research hypothesis is rejected
and a relationship does exist between tax education and tax attitude.

Question 2

The next question asked to students was “Would you like to give part of your income to the
government as tax?". The question focuses on examining students’ attitudes towards
voluntary tax compliance. The responses obtained are systematized in Table 3.
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Table 3. Would you like to give part of your income to the government as tax?
Before education  After education

Yes Frequencies 106 148
% 42.4 59.2
No Frequencies 93 71
% 37.2 28.4
I'm not sure Frequencies 51 31
% 20.4 12.4

According to Table 3, the number of students who answered “no” and “I am not sure” before
education was 57.6%. After tax class, this ratio dropped to 40.8%. In addition, there were no
students who changed their positive thoughts after learning. 46.7% of women and 40.0% of
men wanted to give part of their income to the government as a tax before tax class. After
education, this figure increased by 56.6% and 61.7% respectively.

Question 3

The last question sought to explore the students’ opinion on tax evasion. They were asked to
agree or disagree with whether citizens who do not pay taxes are guilty. The answer to this
question is shown in table 4.

Table 4. Do you think that citizens who do not pay their taxes are guilty?
Before education ~ After education

Yes Frequencies 88 139
% 35.2 55.6
No Frequencies 118 80
% 47.2 32.0
I'm not sure Frequencies 44 31
% 17.6 12.4

Table 4 reveal that the number of students who answered “yes” before education was 35.2%,
while after tax class, this ratio increased to 55.6%. The results show that students are
becoming tougher against tax evaders. Before education, the distribution of “yes” by sex was
40.0% and 32.5%, respectively, among women and men. After education, these figures
changed and amounted to 54.1% for women and 57.0% for men.

Hereby, Independent Samples Test has been applied using the SPSS software package to
determine statistical evidence between gender and tax attitudes. Since the probability value of
t-statistics was higher than 0.05, it was determined that there is not statistically significant
relationship between tax education and gender.

Cronbach's Alpha test
At the end of the study, the Cronbach's Alpha test was conducted to verify the validity of this
survey.
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Table 5. Cronbach Alpha Coefficient

Case Processing Reliability Statistics Reliability Statistics
Summary (before education) (after education)
Cronbach's
N %  Cronbach's Alpha N of Items Alpha N of Items

Case Valid 250 100. 392 5 952 5

S 0
Exclude
& .0
Total 250 1%0.

a. Listwise deletion based on all variables in the procedure

According to Cronbach's Alpha, the relationship between categorical variables is significant
because it is above 0.7. The alpha value before education is 0.892, and after education is
0.952. Thus, a high value of alpha indicates that this survey is very reliable.

Discussion

As can be seen from the results, taxation education has had a positive impact on students' tax
attitudes. This result was similar to the results of the analysis of Teyyare and Kumbagl
(2016) and Cicek and Bitlisli (2017). Considering that the students will be future taxpayers
(even some of them are taxpayers), their attitude towards taxation is very important because it
reflects their tax ethics.

As mentioned above, the duration of the tax class was one semester and during these periods
students collected a huge amount of information on taxation. Throughout the program,
students acquired a solid theoretical base in the field of taxation. Students received
information about the basic principles of taxation, especially equity. At the same time, the
functions of taxation and their importance were discussed. Students read the materials and
discussed the possible positive and negative effects of each function from different angles. In
addition, they discussed the main features of a flat tax and a progressive tax, as well as their
advantages and disadvantages. Possible impacts on taxpayer behavior were also discussed in
the context of tax competition, tax evasion and tax justice. Moreover, while studying the tax
system of Azerbaijan — tax code, tax rates, the form and time of collection, the rights and
obligations of tax authorities and taxpayers, as well as the implemented reforms for effective
tax administration; Students received general information about the tax systems of foreign
countries. The share of income tax, consumption tax and property tax in the total amount of
tax revenues and their rates were discussed for different countries. Social expenditures of
these countries were also analyzed for international comparison using data from the OECD,
Word Bank and official websites of tax authorities.

Information about foreign countries was collected by a group of students as a subject of
research paper. They could choose foreign tax systems that interested them. But they had to
choose at least one developed country, one developing country, and one Islamic country.
After analyzing different countries in different classes, students studied the tax systems of the
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USA, Canada, Norway, Sweden, Turkey, Russia, Germany, Italy, China, Japan, Australia,
Saudi Arabia and Iran. At the same time, reading various articles on tax ethics, tax evasion
and tax avoidance, students get acquainted with the main factors that influence these issues,
as well as the impact of these issues on the economy and society.

In the light of the tax information received, the attitude of students towards taxation has
changed significantly. The students were asked about the reason for the change. Students who
would like to give part of their income as a tax generally said that "we understood the
functions and significance of taxes for whole society.” Those students who did not change
their opinion and answered “no” and “I am not sure” generally said that “I would like to
manage my money myself” and “budget transparency is not satisfactory”. After education, the
total percentage of these students, who said they did not want to give their income as a tax,
and they were not sure about this case, accounted for 40.8 percent. The majority of these
students mentioned that they did not believe budget transparency. To summarize, some of the
students' answers were as follows.

If 1 hide my income, | cannot get a bank loan when | need it. Therefore, 1 must
correctly record my earnings. (Student 1)

| am a person who is against the tax. If everyone fulfills the citizenship (social)
responsibility properly, there is no need to collect money through taxes. (Student 2)

| personally would agree if | knew that the tax is used for the right purposes. As a
brief example, I think it is enough to show people working in government bodies or
tax authorities who drive cars worth hundreds of thousands of manats with low
salaries. (Student 3)

The government is already implementing the necessary tax expenditures. | cannot
understand those who hide their income and do not pay taxes. (Student 4)

If it is a well-organized government, | can pay taxes. Taxes should be properly used
and serve the welfare of taxpayers. That is, if the law is respected, the tax must be
paid. Because in legislation, the welfare of the people is preferred. If there is a bribe,
| do not want to pay taxes. (Student 5)

| agree to pay if justice is achieved. (Student 6)

| received a free education, so | have to pay taxes so that others can get an education
like me. (Student 7)

To be honest, if the tax payment would be voluntary, | probably would not have paid.
Regardless of how much income is received, people's needs are non-exhaustive, and
as income grows, individual needs also increase, so | prefer to meet my own needs,
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rather than pay taxes. But if everyone thinks so, the government will not have the
necessary resources to carry out its functions. Because it is known that taxes are the
main income of the state. However, in the current situation, few people think about
the activities of the state. Some people believe that this is not their problem; it is a
problem of the state. (Student 8)

Revenues must be fairly distributed in order for our society to develop. Therefore,
everyone must pay taxes on time and in full. (Student 9)

We need to think about our world. We must pay taxes so that the state can protect
forests, rivers and the sea. (Student 10)

The state takes a tax and spends it on the necessary directions, eliminates certain
gaps and shortcomings. Some people may say that they do not want to pay taxes
because they will spend them on useful issues. For example, giving money to a family
in need or educate anyone using this money. But these words will remain just a word.
The key role of the state here is to force people to pay. People have to pay part of the
income to the state because it is obligatory payment, on the other hand state should
benefit from it in the most efficient way. (Student 11)

Thus, during the discussion, it turned out that the attitudes of most students towards taxation
will be positive if their discontent disappears. This result is similar to the result of a study
conducted by Saglam (2013), which showed that if transparency of budget expenditures is
ensured, taxpayer awareness will also increase.

Conclusions and Recommendations

This study clearly demonstrates the level and direction of the impact of education on tax
attitudes, which are a reflection of tax ethics. The result showed that the research hypothesis
was rejected. This result suggests that it is important to increase the tax ethics in society,
giving education on the main issues of taxation, its functions and importance for students
studying both in the field of economics and beyond. Implementation of "taxpayer training
programs” for university students will have a positive impact on increasing tax ethics. In this
context, it would be helpful to involve students in various social responsibility projects within
the Ministry of Taxes and to ensure partnership between the Ministry of Taxes and
universities.

Not only the Ministry of Taxes, but also various branches or institutions of the Ministry of
Finance and the Ministry of Economy should support trainings to increase tax morale, and
this should always be regulated by the state. For example, the Azerbaijan Export and
Investment Promotion Foundation, Azerbaijan’s Agency for the Development of Small and
Medium-Sized Enterprises should be more active in this issue, and various non-governmental
organizations should be encouraged with grants to increase taxpayer awareness of tax
education importance. On the other hand, on the basis of students' answers, other suggestions
can be made to reduce the students’ negative attitude towards taxation. They are:
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e Implementation of financial amnesty. During this period, every citizen will declare
their real wealth. After the financial amnesty, an annual income and assets declaration
should be applied.

e Ensuring transparency and equal conditions in government procurement.

e Preparation and implementation of awareness raising activities (special courses at
educational institutions, advertising companies, incentive and educational films, etc.)
reflecting the importance of tax for the development of the economy and society as a
whole.

There are some limitations in our study. To achieve high results, it would be useful to hold
this questionnaire with a large number of students. It would also be good if the students had
practical training in various financial institutions during the tax class period. Then we could
observe and find more detailed information about the attitude of students towards taxation
and identify suitable solutions to increase it.
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