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The Study of Tax Compliance Based on Prospect Theor)

HE Hong-qu

(School of Business , Central South University, Hunan 410083, China)

Abstract: According to Expected Utility Theory (EUT), most people
will evade taxes by underreporting when detection rate and penalty rate are
relatively low. However, the reality is just the opposite. Based on a survey,
this paper integrates Prospect Theory into the study of taxpayer’s decision—
making and compliance behavior and gives an explanation to the tax puzzle
under EUT. It concludes that an increase in the tax rate will lead to a de-
crease in the tax compliance.

Key words: tax compliance; tax decision-making; Prospect Theory; Ex-
pected Utility Theory
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