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Confirming the fundamental principles of
taxation using Interactive Qualitative Analysis

Hanneke du PreéandMadeleine Stiglingh

Abstract

Are the existing guiding principles of taxation scientificgtpunded and sufficient to support the growing economic pressures

on the global community? Thésticleattempts to base the formulation of the principles of taxation on scientifically defensible
research. Keeping the various nuances of taxation in mind, together with their possible roots, and their relevance in practic
and in education and research, #rigclepostulates the following questiowhat are the principles of taxation that are essential

to taxation internationally, both in the present and as taxation evolves into the fliniser2search applies a qualitative
research method called InteraetiQualitative Analysisn order to address the specific research questidrat are the
fundamental principles of taxation? Ten guiding principles were formulated throisglutilitative research. The findings

were then compared to the history of thenpiples of taxation that emerged between 1776 and 2015. Eighseptireciples

were confirmed byhe history of the principles between 1776 and 2015 and the remaiwiogrinciples wereupportedy

history before 1776
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One only knows a thing completely when we know its causes and first
principles— only wisdom (sophia) can give this knowledge. This highest

140



eJournal of Tax Research Confirming the fundamental principles tafxation

high-level roles across the generations have already contributed to the formulation of
the principles of taxationAlley and Bentley, however, emphasit® importance of
revisiting the principles of taxatiowhen they note that, although Adam Smith’s
maxims are seminalin the light of modern business practicesit is suggested that
Smith’s principles need modernising’ (Alley & Bentley, 2005 p.624).

Attempts to‘craft’ or reform the principles of taxation are thus not a new idea, as there
have been intensive debates over what the principles should be for at least the last 200
years. In light of this observation, Kabin¢2015 p. 6) remarks that théinteresting
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. Every tax ought to be so contrived as both to take out and to keep out of the
pockets of the people as little as possible, over and above what it brings into the
public treasury of the state. (Economy in collection).

Over the past 200 yeanmsany contributors have added to, crigga, or reformulated

the above principles of taxation. However, in various countries, there seems to be an
array of different ideas about what the principles of taxation should actually be. The
norrconsensus of taxan principles in various countries is confirmed by Frecknall
Hughes (2014). Evidence of this roansensus can be found in the variety of different

tax reviews and committees that have existed over the past 60 years, each formulating
its own list of taxadbn principles.

An extract from the history of contributors who have participated in the quest to
formulate the principles of taxation is provided in Table 1. A limitation of this summary
may be that only one Third World country tax review (South Afris&)cluded in Table

1. The inclusion of reviews from several Third World countries would have provided a
more indepth understanding of the demands for taxation of Third World economies.
This limitation is, however, due to the restricted availability athsiThird World
reviews as a result of language differences and access issues.

Table 1: An Extract of the History of Formulating the Guiding Principles of
Taxation

-Convenience of payment
-Economy in collection (fairness,
government revenue, efficiency)

Author/s Principles Title of publication
Adam Smith -Equity An inquiry into the
England, 1776 -Certainty nature and causes

of the wealth of
nations

Newmarch
England, 1861

-Tax according to ability

-Savings and contribution to capital not
taxed

-Taxpayer not his own assessor

The Newmarch
lectures of 1919

Carter Report
Canada, 1966

Asprey Report
Australia, 1975

-Equity

-Certainty

-Simplicity

-Neutrality

-Transparency and accountability
-Flexibility

-Fairness
-Efficiency
-Simplicity
-Growth
-Stabilisation

Report of the Royal
commission on
taxation the use of
the Tax system to
achieve economic
and social
objectives
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Author/s Principles Title of publication
-International aspects
-Transitional problems
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From the researcher’s point of view, the ability to understand the thinking processes

used by the individuals to arrive at specific conclusions is important. The fadilitor

a focus group is actively involved in the focus group, mostly to facilitate the clarification

and elaboration of commentsade during the session. Therefore, the facilitator has to

create a protective and encouraging environment in which participants feel sufficiently
secure to voice an experience, opinion, or percegi@enVos, e 0 G7G 0.03 Tc[(147)] TJ ugh
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The nine participants of the focus group originated from eight different countries,
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including three First World countrigsone Second World count?yand four Third
World countries thus giving the focus group a truly internationalfbur and providing

a multilevel frame of reference in terms of policies and systems of taxation. A summary
of the country of origin, gender, background, and field of interest of each of the nine
participants is provided in Table 2.

Table 2: Summary of Fa&us Group Participants

Country Gender Background Interest
2 £
g |g|2 o| 5| £
E| |E|&8|2|=|<|§
o S|l o| S]]l o 2
c o o = 4 H—
S|38|Z|3|&|3| 35
Wl ag<|ao | <|=2|a |+
X X Compliance,
Ghana Male tax
administration
Bangladesh Female X X Public policy
Jamaica Female
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Table 2 shows that the theoretical and experiential backgrounds of the participants
included economics, law, accountangghilosophy, auditing, marketing, public
administration, and tax administration. Five of the participants were tax academics,
three were tax advisors/practitioners and one was involved with puldgyng. The
participants’ fields of interest (Table 2) spanned tax compliance and avoidance, tax
administration and procedure, public policy, tax morale and behaviour, fiscal
federalism, comparative taxes, capital gains taxes and property taxes, tax burden, and
tax law. As taxation can be seen as intertwineith véeveral disciplines, the
interdisciplinary nature of the selected participants was vital for the reliability of the
results.

3.1.1 Focus group activity
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constructed during the focus group activity and formulated by the researcther
principle description
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The focus group strongly associated the payment of taxes with public services.
Income redistribution should be beneficial to people’s lives, as well as to society in
general.

Raising revenue (Principle 7i3overnment finances are deplemt on sustainable
revenue.
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41 9 .10 3 186 455 76.5 31.0
42 2 . 4 2 188 46.7 77.4 30.7
43 3.5 2 190 47.8 78.2 30.4
a4 3.6 2 192 48.9 79.0 30.1
45 37 2 194 50.0 79.8 29.8
46 3.9 2 196 51.1 80.7 29.6
47 3.9 2 198 52.2 81.5 29.3
48 3 10 2 200 53.3 82.3 29.0
49 4.6 2 202 54.4 83.1 28.7
50 4.9 2 204 55.6 84.0 28.4

Affinities: 1-Certainty, 2Coherence, -Fairness, 4bligation,5-Practicability, 6
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In a Cluttered Systems Influence Diagram, the primary drivers are plotted on the far left
of the diagram, and the secondary drivers are placed to the right of the primary drivers.
The primary outcomes are plotted on the far right of the diagram, wittetomdary
outcomes to the left of the primary outcomes. The sorted Interrelationship Digg®am
Diagram 2) was used to draw the Systems Influence Diagram. All the arrows in the
Interrelationship Diagram were also indicated on the Systems Influence Diagram
arrows. The direction of said arrows was the same as the direction in the sorted
Interrelationship Diagram. Thus, if the sorted Interrelationship Diagndioated that

1-8 (1 influences 8), then the base of the arrow on the Systems Influence Diagram
would be placed at 1, with its tip ending8atThis procedure was followed for every
relationship indicated in the sorted Interrelationship Diagram. The product was a
Cluttered Systems Influence Diagram (see Diagram 3).

Diagram 3: Cluttered Systems Influerce Diagram
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principle of the‘trivial many and the significant féwcalled an Uncluttered Systems
Influence Diagram (see Diagram 4).

Diagram 4: Uncluttered Systems Influence Diagram

According to Northcutt and McCoy (2004), ambiguous relationships should be resolved
through the Systems Influence Diagram. However, in the current Systems Influence
Diagram, the ambiguous relationships were not resolved.

Using the new suggestions provided by Northcutt (Box 1), the Uncluttered Systems
Influence Diagram (see Diagram 4) wasisited to reconcile the conflicts. The second
occurrence, or lowest frequency, of each ambiguous relationship (see Table 3) was
included in the Uncluttered Systems Influence Diagram. The Systems Influence
Diagram was examined, focusing on the ambigualationships that created-bi
directional (doubleheaded) arrows. After the process of uncluttering, each bi
directional arrow was resolved by identifying a different pathway for that relationship.
By means of the new systematic approach, all the ctmfimuld be resolved.

Box 1: Reconciling Conflicts in the Systems Influence Diagram

Reconciliation process to consolidate the Systems Influence Diagram and t

ambiguous relationships

Step 1: Remove all the redundant links from the Cluttered SID. For each
ambiguous relationship, insert the second relationship into the Unclutte
SID still in the delta circular formation.

Step 2: Examine the system, noting conflicts that create a ‘double-headed arrow’
situation.
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Step 4: Perform the backwaadrow removal process as you would in any
Uncluttered SID. However, do not remove any of the original relationsh
Source: Northcutt (2015)

The final Uncluttered Systems Influence Diagram (Diagram 4) represents a mind map
of the focus group’s activity with regard to the fundamental principles of taxation.

3.3 Strengths and limitations of IQA as a research method

One of the strengths of IQA is the fact that
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a primary driver or primary outcome. This result confirms the idea that the fundamental
principles of taxation are not driven by a single force but that they are all part of a system
and that they all influence one another. The same can be deduced from the fact that there
is no single primary outcome in the system, which indicates that theiges of
taxation do not conclude in a single principle.

The Systems Influence Diagram (Diagram 4) ultimately presented five feedback loops,
confirming the interconnected nature of the fundamental principles of taxation. A
feedback loop is the circularation of principles within the system, where there is no
beginning or end. The number of feedback loops in the current system is indicative of
the multiple influences of the fundamental principles of taxation on one another. The
continual influences betwaethe principles at the various stages of the Systems
Influence Diagram support the assertion that the fundamental principles of taxation
should not be evaluated in isolation, as each principle is influenced by the other
principles.

A further noteworthy fading is thatpublic benefita secondary outcome, is part of all

five feedback loops, suggesting that the focus group participants regarded it to be an
essential consideration in taxation. It is therefore already possible to assume that the
participants scribed a conditional status fmblic benefitin relation to the other
principles, and that they saw taxation as standing or falling on the basis of the public
benefit principle.

Feedback Loop 1 (see Diagram 5) can be described as follmusated taxpgers will
understand their duties and benefits in a fair and certain (unambiguous) set of
guidelines.

Diagram 5: Feedback Loop 1

H...
Fairness b

—_—

Feedback Loop 2 (see Diagram 6) can be described as foltmmusenience of payment
contributes to a sense of fairness
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Diagram 6: Feedback Loop 2
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Feedback Loop 3 (See Diagram 7) can be described as foll@axsethics motivates

contribution to public benefits

Diagram 7: Feedback Loop 3
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Feedback Loop 4 (see Diagram 8) can be described as follawileal taxsystem
provides fair public benefits

Diagram 8: Feedback Loop 4

Feedback Loop 5 (see Diagram 9) can be described as fofijpwdic benefits are
sustained through a tgpaying culturé.

Diagram 9: Feedback Loop 5

4. |INTEGRATING THE PRINC IPLES FROM THE IQA WITH THE HISTORICAL EXTRACT

For the integration of the affinities formulated by the focus group with taxation history,
the titles of the affinities were used to ensure consistency and to enhance the credibility
of the research. For future reitemats of the fundamental principles of taxation, the
reformulation of the headings may be necessary.

With the principles that emerged through the integration of taxation hi€l@iR6 —
2015) with the IQA, the following observation can be madé:the ten pinciples
identified through the IQA, two were not confirmed through the integration with history
(1776- 2015) These two principles aabligation (taxpayers have a duty to contribute
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4.1

4.2

4.3

4.4

towards the cost of a country); analue systenithere should be a geral belief in an
ideal tax systeimn

The remaining eight IQA principles were confirmed through the integration with the
principles from taxation historgs summarised in Table 1 in section 2 aboMee
principles that emerge from history are indicated nacketsand italicsin the
explanations which follow.

Certainty: the tax system must be nosmrbitrary

The importance of legal certainty and administrative discretion in the tax system
(certainty) is confirmed Although discretion is an important aspecttafation, tax
administrators should be consistérdnstany.

Coherence:a set of guiding principles and rules should be used as a yardstick to move from
chaos to order in the tax environment

The importance of a tax administration developing proceduresdier to apply the
guiding principles and rules set out in tax legislattoconfirmed étability). Procedures

in the tax system and in the courtroom should support existing policies in creating an
efficient administrative syste(efficiency, practicality. The neutrality of the tax system
should be protected by legislatigmeutrality).

Fairness:taxpayers with equal ability will contribute equally

Tax ethics is vitally important. The system should ensure the accountability and
participation of all to crate justicg(accountability. The necessary procedures should
be in place to promote adequate confidentiality while adhering to appropriate
transparencytransparency and visibilidy The principle of redistribution of property
should be observed to creatquity Equity, fairness, reasonable, tax according to
ability, properlytargeted, and minirse the tax gap

Practicability: there must be a feasible time to pay taxes

When a tax payment is made, the payment must take place at the right moment: when
it is most convenient to the taxpayer (
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enough revenue is collected while still leaving the taxpayer a sustainable portion of
income(economic growth and sustainalyii.

4.7 Tax compliance:atax-paying culture is needed where there is awillingness to voluntarily’
pay taxes

The importance of the tax moral(s) in a country should be emphasised,; trust should exist
between taxpayers and the government. The government sappdat the taxpayers’
perception that the taxpayers are heard. Compliance relates to tax incentives
(compliancg. When tax morals are negative, the government will need stringent tax
enforcement to discourage taxpayers from avoiding and/or evadingcdak d¢f
administration and effectivengss

4.8 Tax understanding: there is a need for a tax education system

The essence of an understandable tax system lies in tax education. The question as to
whether or not taxpayers are aware of the various taxes theperi@ble to pay then
arises policy consistency and tax buoyahcy

5. CONCLUSION

Confirming the fundamental principles of taxation is an exercise that might always be
controversial due to the interdisciplinary role of taxation in the international economic
and sociepolitical environments, where policy and the implementation of tax systems
are embedded in the context of the unique circumstances of every country. The role of
taxation in the management and development of a country should direct the focus of
adjustments to the fundamental principles of taxation for that particular country.

Thisarticle provides scientific grounding for the fundamental principles of taxation. By
applying the IQA research method through the use of a focus group, a set of ten
principles of taxation was identified and formulated. When these ten principles are
compared with the principles of taxation that have been identified historically, it is
evident that the existing fundamental principles of taxation have been scientifically
confirmed by this research and that two additional principles have been added.

The limitations of the study can be sumreedi afollows:

. only one Third World country tax review (South Africa) is included in Table 1.
This limitation is, however, due to the nmésted availability of such Third
World reviews as a result of language differences and access issues

. ageneral limitation in using a focus group is the possibility that there may be
participants in the group who feel insecure about voicing their opiiiorise
research problem (Welman et al., 2005). This was overcome through the IQA
method used for the reseaych

. another general limitation is research bias by the researcher towards the data
and its generation (Lassei@rtez, 2006). This was addresseatigh the use
of a facilitator during the focus group

. the IQA process does not allow for individual voices to be distinguished after
the focus group activityHumanVogel & Van Petegem, 2008For the current
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research, this was not a limitation as thetigbation of thelQA is the voice of
the focus group as a wholend

. a final possible limitation is the time required to complete the entire IQA
process (Bargate, 2014). Although time is always a restraint, this was
communicated to the participants in trgginal letter of inviaition

From Diagram 4, it is clear that all of the fundamental principles of taxation identified
exercise an influence on each other to some extent (whether great or small). The
significance of this observation lies in the fact tletcording to the participants of the

IQA focus group, all the fundamental principles identified and defined can be seen to
influence each other. A fundamental principle of taxation should therefore not be
considered in isolation, but should be interpietsd applied with all of the other
fundamental principles in mind.

Based on the findings from Diagram 4, the focus group assigned a pivotal role to the
principle,public benefitswhen considering taxation. Therefore, it can be assumed that
the focus grop believed that the principle of public benefits takes centre stage in the
taxation realm.

For future research, the set of principles should be disseminated to experts in taxation
from as many countries as possible for their commentary and critique.ifijnetris

vital in the further development and a possible final set of principles in the future.
Experts should include tax practitioners, tax advisors, fiscal poligers, government

tax administrators, tax academics, and the general public. The fodjguistions could

be posed:

. critique each principle to support or exclude the principle from the set of
fundamental principles of taxatipn

. explain the unique situation in your country that could justify additional
proposed fundamental principles of taga;

. explain how the proposed fundamental principles of taxation could thus be
adapted to include/exclude principles specific to your country.
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6 PUBLIC BENEFIT :
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DETAILED AFFINITY (PRINCIPLE) RELATIONSHIP TABLE (DART)

Please completdé¢ attached table below by indicating what you think the direction of the relationship
between two principles is. Use the principle descriptions that are supplied with this table to help you
with this task.

For example:
If you think that 1 influences 2hén indicate B 2
If you think that 2 influences 1, then indicaté-2
If you think that there is no relationship between 1 and 2, then indicate 1 < > 2.

PLEASE NOTE: An arrow may only go in one direction. Although you may feel that the
direction of the relationship can go both ways, you must indicate the direction you think
illustrates the strongest or most important influence.

Example:

An example of an IF/THEN statement in the case whedeZlmay look as follows:
If a tax administrator uses discretion when assessing a tax return, then the same discretion should be
used in similar taxpayers’ assessments.

PLEASE NOTE: Use a specific example from your own experience to illustrate your point
rather than a vague statenent.

Thank you for the time and effort that you are willing to put into this research project.
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6 8
6 9
6 10
7 8
7 9
7 10
8 9
8 10
9 10

Thank you for your participation!

-000
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