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Applying Behavioural Insights to the Tax System in Australia 

- ARC Linkage Project between the ANU and the ATO which explores ways to 
improve tax compliance through the use of interventions based on behavioural 
insights (the BI Project). 

- The interventions include the use of defaults; payment choices; and positive 
and negative incentives, for the effect of the timing of reminder letters on tax 
debt payments of business.

- These interventions are being evaluated by a set of randomised controlled trials 
(RCTs).

- One aspect of the BI Project, the subject of this presentation, analyses the 
regulatory and administrative processes for tax compliance. We consider where 
adoption of design and payment system thinking can improve the existing legal 
and policy framework to support a responsive tax system.

ANU-ATO Joint Project



Behavioural insights and tax compliance
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• The BI Project makes use of several frameworks to develop its interventions. 
These include:

– Behavioural insights and choice architecture
– Payment system thinking 
– Responsive regulatory theory: reconciling traditional deterrent policies with 

voluntary compliance (Braithwaite).

• Tax compliance is one of the most substantial areas of policy that makes use of BI. 
Key insights from this literature include:

– People exhibit a strong preference for short term gains over long term ones 
– Most people don’t save for a ‘rainy day’
– Individuals are strongly influenced by the behaviours of their peers 
– Defaults are effective ‘nudges’  
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• The existing collection and recovery regime is regulated by Schedule 1 of the 
Taxation Administration Act 1953 (TAA53).

• The Commissioner has powers to assist a tax debtor who cannot meet their tax 
liabilities, and to pursue the taxpayer to recover tax related liabilities.

• “Tax related liabilities”: pecuniary liability to the Commonwealth arising directly 
under a taxation law: s255-1, Schedule 1 TAA53. A tax related liability that is due 
and payable is a debt due to the Commonwealth.

• A set of guidelines governs the Commissioner’s collection and recovery of tax 
related liabilities: PS LA 2011/4: General debt collection powers and principles. 
These guidelines are not legally binding.

The legal framework for tax compliance



Assisting the tax debtor
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The Commissioner has a range of options at its disposal to assist the taxpayer to pay 
tax, both before and after the tax debt has crystallised:

• Deferral of tax debts: s255-10 Sch 1 TAA

• Payment plans (payment by instalments): s255-15 Sch 1 TAA

• Running Balance Accounts: Part IIB s8AAZA – 8AAZN TAA

• Cash Flow Management Program: internal ATO facility 

• Interest on early payments of tax: s8 Taxation (Interest on Overpayments and Early Payments) 
Act 1983

• Voluntary withholding/upward variations in PAYG withholding: employer-employee agreements: 
s12-55 Sch 1 TAA

• Releasing the taxpayer/writing off tax debt (hardship provision): s340-5 Sch 1 TAA



The Commissioner uses a risk management and commercial approach to recovering 
tax related liabilities. This means the Commissioner will commence with ‘softer’ options 
of recovery, proceeding through to legal action:

• Garnishment: where any tax related liability is payable by a taxpayer, such as 
assessed income tax, or penalties and the GIC, the Commissioner can issue a 
notice in writing to a third party that owes money to the taxpayer, requiring that 
third party to pay the money to the Commissioner: s260-5 Sch 1 TAA.

Pursuing the taxpayer to recover tax related liabilities
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A gap between the existing regime and new 
approaches to tax compliance?

• The tax compliance regime contains a set of rules and processes that:
1. Provide help to a taxpayer to work out tax due and their risk and options
2. Withhold tax from existing intermediaries, for example through the PAYG system
3. Collect debts which already exist

• There is a gap between each of these 3 settings
– Especially, the tax debt systems and the withholding regimes, and between the 

taxpayer as “payer” when tax falls due, and as a permanently and fully engaged 
participant in the tax system

• This may undermine new approaches to tax compliance which:
– Seek to make paying tax easy
– Always enable paying tax at source or when cashflow is there
– Build on BI about individuals including short term thinking eg by use of defaults, 

peer behaviour, builds on knowledge or use of existing settings
– Manage current payments and aim to prevent future debts
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New approaches in payment system thinking
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Wurth and Braithwaite (2017)

• Responsive regulatory theory and taxpayer 
networks: from ‘pyramid’ to ‘teardrop.’

• A propensity and opportunity model, with 
the majority of tax practitioners (62.8%) 
being ‘contingent’: having the capacity to 
vacillate between cautious and aggressive 
tax positions.

• Thinking about taxpayers not just as 
individuals, but within a web of 
relationships that all influence tax 
compliance behaviour.

• Making payment easy

• Establishing a permanent and ongoing 
trust relationship between individual 
taxpayers and the ATO

• Design system thinking: designing processes, 
systems and approaches that minimise effort to 
meet obligations. 

Source: Braithwaite and Wurth 2017



Potential direct relationship reform options
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• The Tax Account… new, improved
• You can make a payment into your tax account any time…
• You earn interest on a surplus, pay it on a deficit (rate?)
• Is interest assessable? Why not make it tax-exempt?
• Surplus is automatically, or by choice, paid out to personal account
• If you have cashflow issues, can withdraw (up to a date, amount)?
• [Does the Running Balance Account perform all of these 

functions? Could it be applied to individuals?]

• The Payment Plan… new, improved
• You can establish it before any tax debt is due…
• As an instalment plan, linked to your bank account that receives 

income coming in, eg wages, business payments
• If you overpay, you can get a refund
• Or, you can leave your refund there for future liabilities
• You earn interest (rate?)



Just as an example…the bank account that can make 
deposits, withdrawals, payments, etc?
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Sweden tax account (illustrative)
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Sweden tax account (illustrative only)
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Interest on tax under- or over-paid
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• Sweden
• Interest rate on underpay is higher 

than on overpay (as in Australia but 
not as extreme)

• Low interest rate is available for 
underpayments in some situations

• Interest on overpayment is tax-free 
and on underpay is not deductible

• Interest calculated automatically and 
on a daily basis

• In contrast, in Australia you have to 
calculate your own interest on early 
payment in your tax return (annual and 
after the fact), or write to the ATO to ask 
for it to be paid ; and it is taxable (while 
interest paid is deductible)



Payment plans, garnisheeing

15

S 255-15 To permit payments by instalments 
(1) The Commissioner may, having regard to the circumstances of your particular 
case, permit you to pay an amount of a * tax-related liability by instalments under an 
* arrangement between you and the Commissioner (whether or not the liability has 
already arisen). 

• Appears broad enough for payment plans to pay future liabilities
• But not applied this way at present?

S 260-5 Commissioner may collect amounts from third party 
(1) This Subdivision applies if … the debt is payable to the Commonwealth by an 
entity (the debtor ) (whether or not the debt has become due and payable): 
(a) an amount of a * tax-related liability; …

• Must be a debt? (but not yet due?)
• Law appears too narrow to permit Commr compelling 3rd parties to 

participate in a garnishee type arrangement, even if this is voluntary on the 
part of the taxpayer whose tax it actually is



Potential intermediary reform options
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• Extend the idea of ‘at source’ payments, so that taxpayers can ‘pay tax before 
they see the income’ or, immediately they have cash.

• ‘coding out’ approach, similar to the HMRC’s. 
• Pay all tax of an individual through PAYG even if it is sourced from other 

investments or business.
• Third party withholding of PAYG, for example in the gig economy a web-

based platform like AirBnB could withhold business income tax on behalf of 
those with accommodation holdings.  

• The Voluntary PAYG adoption
• Platform for withholding, or direction of a payment from a client at the 

moment it is paid
• Make easier; ATO compels or gives incentive to withholding 3rd party?

• The Voluntary garnishee arrangement
• Invite the ATO to voluntarily ‘garnish’ from client or third party payments
• But compel the 3rd party; and don’t require a taxpayer-entity agreement
• This could be set as a default



In summary, our initial suggestions, conclusions are:
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• Everyone is in the system… all the time

• Pay early, pay often

• Be rewarded for paying early and often

• Third parties (intermediaries) be compelled to participate

• Defaults are useful but also need rewards

• Be transparent about the approach

• Law reform is needed in some areas

• Process, approach, technology and systems reform is needed in other areas
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Questions and Comments
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