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Tax behaviour relating to the review 
of a revised regional tax policy: a study 
in Greece
Nikolaos Varotsis1*  and Ioannis Katerelos2

1 Introduction
A significant proportion of Greek society has created a firm belief (Gainous et al. 2010) 
that tax laws are unfair and do not apply to everyone equally. This view largely stems 
from the inability of the public to discern, at the right time, those who attribute legiti-
mate taxes (Robbins and Kiser 2018) versus those who evade taxes (Slemrod 2007).

The main failure of the tax system in Greece is that it reproduces “tax evasion” and 
overdue debts of established taxes, distorting the real economy. Even continuous tax 
“reforms” have not stopped the continuous reproduction of tax evasion or the continu-
ous increase of non-taxable income.

The failure of the tax system is broadening as new financial accounts are recorded. The 
continuous growth of overdue debts highlights the failures of the tax system, although, 
in the last 4 years, these failures have been compounded by the constant changes in the 
legislative framework. The total collectability (timed payments) of income taxes, value-
added tax, other indirect taxes, the real estate single tax and other real estate taxes 
amounted to 80.67% at the end of 2017. However, the total overdue debts at the end of 
2018 exceed €104.0 billion (AADE 2019), a value that more than tripled during a decade 
of continuous tax reform while the total number of debtors surpassed four million.

Abstract 

The failure over time of the tax system in Greece to harmonize with a sound and effi-
cient fiscal mix raises questions about the possibility of a radical restructuring. The last 
decade of continuous tax reforms has neither particularly restricted the black economy 
nor provided the government with fresh fiscal resources, and it has outgrown its 
arrears. A socially acceptable fiscal policy may lead to a new, sound fiscal policy mix. Tax 
restructuring that strengthens the tax base at the regional, local or European level—
compared to its structuring at the one-sided governmental level to date—may be a 
key factor in the social acceptance of a new tax system. The degree of tax decentraliza-
tion of the applied tax policy is likely to improve fiscal order and management on the 
one hand and, on the other hand, enhance tax revenues by enhancing tax compliance.
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The last decade of continuous tax reform at the same level of government, which aims 
for monotonous collection measures to meet the annual budgetary targets, has clearly 
led to a fiscal fatigue of the tax base. In other words, taxable persons who are subject to 
taxes gradually (Young 1990) become less able to make their payment. Changes in the 
tax system do not increase the tax base, but instead appear to saturate the existing base. 
The continued production of overdue debts challenges the effectiveness of the existing 
tax system, as well as lasting legislative changes, exacerbating fiscal apnea. Financial 
resources are exhausted by perpetuating a climate of uncertainty in the growth pros-
pects of the real economy.

Economic cachexia is fuelled by rising taxes that do not achieve tax inequality by mov-
ing indirect income from categories of taxpayers who cannot conceal income (employ-
ees, pensioners, etc.) to other categories of taxpayers who persist in their delinquent 
behaviour while maintaining tax evasion at high levels approaching a quarter of GDP. 
In addition, economic apnea is maintained by the high indirect taxation that affects the 
inertia of economic activity (Katsimi and Moutos 2010), given that, in Greece, the value-
added tax rate is the third highest among OECD countries, while it is widened by very 
high insurance contributions. The claim that high indirect taxation restrains economic 
model failures that aggravate current account performance coupled with high insurance 
contributions is contrasted by macroeconomic performance that does not create the 
appropriate growth conditions to improve the real economy.

It is possible that the long-term presence of a large percentage of shadow economies in 
Greece—which could not restrict multiple tax reforms—is not limited to the solvency of 
fiscal policy but extends to the tax evasion tolerance of the whole tax base. The constant 
continued presence of the shadow economy in Greece does not exclude a social basis for 
the tax base, which has deteriorated to withstand tax evasion and survivors with high 
non-taxable income by adopting unpredictable tax behaviour. In this case, taxpayers’ tol-
erance of the shadow economy cannot be limited either by temporary intensities of tax 
control or by horizontal changes in the tax system. This illegal tax behaviour may include 
social and psychological characteristics related to the reduction of fiscal and tax policy, 
the management of fiscal resources and the levels of tax decentralization that contribute 
to maintaining the same attitude.

1.1  Applicable tax policy mix

Over the last 10 years, a new model of tax policy has been formulated with a series of 
regulations. Since 2019, there have been significant changes in the implementation of tax 
legislation with a series of legislative provisions and more than a hundred tax law codifi-
cation conversions, followed by a number of circular interpretative directives which have 
completely revised the applicable tax policy (Naftemporiki 2017). The legislative reform 
of the tax model includes the Greek new income tax code (Greek Tax Code 2013a), the 
new tax procedure code (Greek Tax Code 2013b), the new real estate single tax and the 
implementation of the Greek accounting standards (Greek Tax Code 2014). The main 
axes of the new tax reform are presented in Fig. 1.

The main objectives of the new tax reform are to simplify the monitoring of finan-
cial transactions, the submission of taxpayers’ declarations, the diversification of the 
imposition of penalties and the change in the control procedures and the enforcement of 
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compulsory recovery measures. The new income tax code focuses, in conjunction with 
the legal framework for the prevention and suppression of money laundering (Greek 
Tax Code 2008), on identifying and taxing undeclared income and, in particular, income 
derived from illegal activities that cannot be legally justified (money laundering) or from 
unidentified sources of income. At the same time, it applies the mandatory application 
of market and real estate preservation documents. The new tax procedure code includ-
ing sanctions differentiates between taxpayers while allowing for earlier tax cases to be 
reconciled to a lower level. Additionally, with the changes in the audit process, the tax 
authority is better able to interconnect through an electronic system of bank accounts 
and the implement a shorter process of automated seizure of bank accounts for taxpay-
ers in public debts (O’Neill et al. 2005). With the single property tax, a uniform property 
tax is imposed on almost all owners, while capital gains, large immovable property and 
real estate transfer taxes are retained. Changes have also been made to indirect taxation 
by enforcing value-added tax (VAT) rates and imposing a series of additional indirect 
taxes (fuel, food service, telephony, etc.).

The tax policy applied over the past 5 years moves on three main axes: to review the 
(increase) in the taxation of income or property acquired, the determination of income 
not only from its sources but also from living costs and the additional burden of indi-
rect taxation. The electronic archiving of all taxpayers’ transactions has been previously 
established, but was not practically implemented until now. Whilst apparently the tax 
mix applied tightens the taxpayer (Alogoskoufis 2019), it does not consider a number 
of important features of a tax population dominated by high fatigue and aversion to the 
taxing authority due to the financial failures and injustices that have been caused by it to 
date.

It is clear that central (government) planning and management is maintained for all tax 
revenues without providing for an autonomous tax governance at the regional and/or 
local levels (Porter 1996). This approach does not integrate the culture and social char-
acteristics of the population to shape the new tax policy (Nantell 1999), instead insisting 
on the implementation of potentially successful prescriptions of other tax systems. Fiscal 
management remains independent of the formulation of the tax policy followed (McMil-
lan and Woodruff 2002). Social consensus remains unknown with regard to implement-
ing the new reforms that bring the new tax framework. Care has not been taken to 
remedy the injustices the tax system has brought to the population to date (according to 

New Tax 
Legisla�on 

Reform

Income Tax Code Tax Procedure 
Code

Real Estate 
Single Tax

Greek 
Accoun�ng 
Standards 

Fig. 1 The basic legal framework of the tax system in Greece
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AADE annual statistics in 2018, 90% of the income taxes are paid by 19% of the popula-
tion), but only blind horizontal expansions of the tax base have been pursued. Moreover, 
no timetable has been provided for the modernization of all state bureaucratic proce-
dures linked to an efficient economy in which the new tax framework will be applied. 
It is still unknown whether the information systems can perform all the cross-checks 
required to capture the financial transactions according to the total taxes paid and not 
simply to control their realization. However, the tax base has theoretically increased 
since the new tax reform provides for more taxes without having calculated the operat-
ing cost of the tax base elasticities (Bruce et al. 2006) or adjusting to the new tax base.

1.2  Local government finances

There are three main sources of local government revenue: income from taxation, grants 
and loans (Easterly and Rebelo 1993). For the execution of works and the provision of 
services, municipalities impose taxes, fees, royalties and levies on their citizens, pro-
vided that they do not have the same tax authority but always act within the framework 
of a law which identifies the persons liable, the subject of taxation, rates and exemptions. 
In this case, the receipt and collection of income is done by the municipalities them-
selves, as opposed to the central resources collected from the state and attributed to the 
Local Authorities. A disadvantage of local taxation is the creation of horizontal and ver-
tical fiscal disparities and inequalities in the provision of public services and taxation of 
citizens.

The introduction of municipal taxes, fees, royalties and levies (Heymans 2006) is done 
by a formal law, which either imposes them automatically in favour of the first-degree 
municipalities (without the decision of the Municipal Council) or provides the possi-
bility to the Local Authorities to impose them by a decision of the City Council. In the 
latter case, enforcement is at the discretion of the City Council (Braithwaite et al. 1987). 
The fees are always imposed by a decision of the Municipal Council, which determines 
their rate.

There is still a difference in the two levels of government—central and local—in terms 
of the consequences of tax evasion or the income elasticity of a tax, especially if the local 
government imposes only a small or a single tax. A substantial difference is observed 
in the economic operation of the two levels of administration. The central government 
functions more as a means of ensuring economic stability and redistribution of income 
in relation to the local government (Weingast 1995), and they do not have a correspond-
ingly important role. Thus, a tax may seem more appropriate in terms of effectiveness 
and fiscal justice when applied centrally than at local level.

1.3  Tax decentralization

Tax decentralization is the extent to which the central government transfers a tax bur-
den to a local authority (Davulis et al. 2013) and is valued based on the percentage of 
local government tax revenues in the total public tax revenues, or by comparing local 
government revenue with that of the local government’s central administration. In this 
case, the question arises as to the distinction between tax revenues belonging to the tax-
collecting step and those belonging to that level, in favour of which they are charged by 
another level of administration.
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A significantly higher degree of decentralization is found in the Nordic countries 
(Tøssebro et al. 2012), and particularly in Denmark (Iversen 1996), where local govern-
ment revenue reaches 81.46% of central government revenue. As shown in Fig. 2 below, 
the structure of fiscal decentralization varies across 15 countries in Europe (Council of 
Europe 2000):

Figure 3 below shows the situation in the European states as regards the percentage 
structure of local government revenues. As shown in Fig. 3, Greece, the Netherlands and 
Portugal secure the bulk of their revenue from non-tax revenues such as subsidies and 
borrowing.

In the European Union, the composition of budgetary resources has not changed over 
time. As seen from Fig. 4 there is a slight increase in government intervention in central 
level (European Commission 2017).

1.4  Tax behaviour

Individual tax behaviour (Katerelos and Varotsis 2017) often deviates from the 
rational model (Conlisk 1996) to reward personal well-being. Individual behaviour 
and decision-making (Edwards 1954) differ from rational selection by enhancing per-
sonal heuristics with cognitive constraints (Tversky and Kahneman 1974). The sov-
ereign characteristics of the taxpayer are to adopt rational self-esteem for personal 

Fig. 2 Percentage of local government revenue in central government revenue Source: European 
Commission (2017)
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material satisfaction. Tax evasion occurred alongside taxes (Kirchler et al. 2008) influ-
enced by perceived justice in the tax system (Andreoni et al. 1998). Compliance with 
tax rules is a priority for public finances and affects equality, efficiency and ultimately 
the impact of a tax system. When a significant proportion of the population can 
avoid or fail to systematically pay or not pay the corresponding taxes, the tax system 
becomes unfair, punishing honest taxpayers by imposing additional necessary taxes.

On the other hand, the tax distorts the effectiveness of the tax system (Kaplow 
1996), impacting the welfare of taxpayers (Cullis and Lewis 1997). The imposition 
of increased tax rates and the ingenuity of taxing is too simple to achieve economic 
growth in a socio-economic system (Murphy 2008), and may lead to a temporary 
increase in tax revenues using tax models with low social efficiency (Wenzel 2004). 
Maintaining a “marginal” behaviour among the population with mixed strategies 
to temporarily respond to taxes implies adjusting to a pattern of avoidance of taxes 
(Méder et al. 2012). In addition, a taxation system of over-filing is fully exploited, with 
unspecified effects on the real economy. Excessive taxation not only leads to the tax 
exhaustion of the population but also sparks social reactions for a so-called ineffective 
government. A tax system acceptable to the taxpayer is a prerequisite for an effective 
tax policy (Laffer 2004).

Fig. 3 Synthesis of local government revenue Source: European Commission (2017)
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1.5  Social consensus

Social consensus is an agreement about the need for a commonly accepted social goal 
(Wood 1989; Weller 2007) by all parties involved. Social consensus, also referred to 
as functionality, is based (Keltner and Kring 1998) on self-preservation and the social 
responsibility of societies (Sutinen and Kuperan 1999), which are balanced by social 
acceptance in order to maintain the existing social order.

Social consensus contradicts (Ross et  al. 1977) conflict practice (Lane 1976), which 
requires a modification of the existing social establishment in order to make changes. 
Social consensus aims to balance society through a common agreement (Peredo and 
McLean 2006) on rules, values and operating rules in a specific context.

1.6  Reform

Tax reform is an indispensable component of state reform, a method (OECD 2010) 
chosen by an elected government for fiscal improvement with a view towards collect-
ing taxes and the quality of public services. Reform is achieved by simplifying financial 
control, changing the progressivity of tax rates, imposing acceptable taxes, removing 
ineffective existing taxes, widening the tax base, and simplifying the collection of taxes 
(Slemrod 2001). State reform aims at simplifying citizens’ transactions with the state, 
improving the quality of government services and the functioning of public services 
(Matei and LazĂR 2011) for the benefit of citizens (Allan and Scruggs 2004), improving 
the system (Perez and Westrup 2010) and improving the effectiveness of public works in 
terms of financial requirements and conditions.

The efficiency of the tax system and the efficiency of the state contribute to the 
efficient management of the available financial resources and bring about economic 

Fig. 4 Revenue distribution structure at central, state and local level Source: European Commission (2017)
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growth. It is a key factor of economic prosperity, social cohesion and the basic sur-
vival factor of an independent democratic state (Anderson 2001).

The effectiveness of the tax system depends on the economic environment, as well 
as on the social characteristics of taxpayers (Varotsis and Katerelos 2018). The sus-
tainability of a tax system consists of a fair distribution of the tax burden relative to 
actual income (van Dijke and Verboon 2010). Pre-socialization of social justice by 
selfishness for taxation is the central factor for the effectiveness of a tax model (Fehr 
and Schmidt 1999). A fair distribution of tax burdens is a precursor to the taxpayer’s 
compromise, with a consistent behaviour toward his tax obligations, while stressing 
the importance of a fair tax system (Barth et al. 2013).

2  Methods
2.1  Description of the study area

The subject of the investigation is Greek taxpayers. The quantitative survey was car-
ried out on a sample of three hundred and twenty questionnaires that were distrib-
uted, completed and collected online. All the data collected constituted the sample 
for quantitative research. A small sample of 26 questionnaires was used during the 
pre-screening process, which was distributed to each participant personally, followed 
by the evaluation for the development of the final form of the questionnaire and the 
method of completing them.

2.2  Rationale of the survey

Investigating the redefinition of tax policy at the governmental, regional and Euro-
pean levels into a more socially acceptable fiscal policy mix is the main objective of 
the present research. The extent to which a tax reform can incorporate social accept-
ance is an original contribution of this research.

The research explores a new aspect of reforming the financial management system 
at three levels of management (regional, governmental, European), instead of a one-
sided approach at the governmental level, by examining the social consensus of such 
an effort. The survey was undertaken by drawing up and processing an anonymous 
questionnaire that was processed by a sample of the population who responded posi-
tively to an invitation to participate. The two limitations of the present study are the 
inability to verify the degree of honesty of anonymous questionnaires and the possible 
absence of a sample of a small number of elderly or part-time workers who did not 
respond to their invitations to participate in the survey.

2.3  Sampling technique

Recordings of views and attitudes were made upon the completion of the question-
naire. Data collection was conducted through the internet (Bryman 2012) using the 
online survey method (Reips 2002). This research was conducted using the question-
naire technique via the internet. The collection of data began in the first half of 2015 
and was updated with enriched data from the second half of 2018.
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2.4  Measures

The overall sample of respondents consists of 320 anonymous questionnaires. A 
successful data report was performed (100%). The participants consist of 159 men 
(49.7%) and 161 (50.3%) women. Participants of productive age (36–50) had the high-
est participation rate of 45%, while the next largest participation rate was among 
young people, who represent 37% of the sample, and the remaining 18% was those 
older than 51 years. 13.4% are unemployed, 57.2% are employed in the private sector 
and 19.7% are employed in the public sector.

The declared income of the participants is divided into: 26.6% of those with an 
income of up to five thousand €, 48.1% of those who claim income from six to twenty 
thousand €, 21.9% of those who claim an income of twenty to fifty thousand €, and 
3.4% of those reporting an income of more than fifty-one thousand €. Of these, 24.4% 
have up to 5  years of employment, 32.8% from 6 to 15  years of employment, 36.3% 
from 6 to 30 years of employment, while the remaining 7.5% have more than 30 years 
of employment.

The level of education is characterized by 24.4% being secondary school graduates, 
11.6% of those having attended a technical school, 44.1% of those having pursued ter-
tiary education and 20.0% of researchers participating in postgraduate studies.

The individual and demographic characteristics of the sample are shown in Table 1.

3  Results
This questionnaire focused on the fiscal and fiscal policy mix. Participants were asked 
to propose a mix of tax and fiscal policy, as well as a restructuring of the manage-
ment of budgetary resources at three different levels (Local, Government, Regional). 
In addition, they were asked to capture the fiscal policy mix that they perceive on 
the basis of their personal information. The recording was performed on a percentage 
scale as a percentage at two or three levels. Figures 5, 6, 7 and 8 below show the per-
centages of taxpayers who want to manage tax revenue initially in two (government 
and local) or three levels (government, regional/European and local).

In addition, the taxpayer was asked to answer what level of tax revenue manage-
ment they trust most among three levels (government, European and local). The 
assessment of the solvency of tax revenues at three levels is recorded as follows:

From the governance table of the management of state resources, there appears to 
be a preference for management at the central level and at least at the local or even 
regional level. Between central and local, central is clearly preferred, while in a cen-
tral, local and regional structure, it is preferred that the main structure be centralized, 
with less local and even less regional.

Between central and European, there is a clear preference for government revenue 
to be managed at a central level rather than at the European level since roughly two 
out of three respondents prefer centralized European tax revenue management. How-
ever, in terms of the credibility of government revenue management, taxpayers appear 
to have more confidence in European management and fewer taxpayers have nearly 
equal confidence in both central and local government. Mixed government revenue 
management at the central, European and local levels is acceptable.
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In contrast, taxpayers prefer a mixed level, where the management is more national 
than European, while they trust more European management than any other level. 
There is a sense of fear of having more confidence in European budget management, 
even though they consider it more credible and trustworthy. Additionally, interest-
ingly enough, the structure of the costs that taxpayers prefer is as shown in Fig. 9.

From Fig. 9, it appears that in a restructuring of budgetary expenditure, it is prefera-
ble to focus on spending on Health, Education, Social Security and Public Investment. 
In relation to existing state budget expenditures, there is a feeling that much more 
than taxpayers would like is spent on servicing public debt. Nevertheless, this is not 
confirmed by the apparently fewer actual amounts of the state budget being directed 
towards the public debt. Characteristically, taxpayers have been reconciled with the 

Table 1 Individual characteristics of participants

Characteristics Dimensions Participants Percentages % Cumulative 
percentages

Age Ages   18–35 120 37.5 37.5

  36–50 147 45.0 83.40

  51–65 52 16.3 99.70

  65–above 1 0.3 100.00

Family condition Marital status   Single 148 46.3 46.3

  Married 139 43.4 89.7

  Widowed 6 1.9 91.6

  Divorced 27 8.4 100.00

Permanent accom-
modation

Place   Attiki 152 47.5 47.5

  N. Greece 108 33.8 81.3

  Islands 21 6.6 87.8

  Rest 39 12.2 100.00

Profession Rating   Employed 198 61.9 61.9

  Retired 20 6.3 68.1

  Rentier 17 5.3 73.4

  Practician 85 26.6 100.00

Years of employ-
ment

Years   0–5 75 23.4 23.4

  6–15 105 32.8 56.3

  16–30 116 36.3 92.5

  31–above 24 7.5 100.00

Education Level   High school 78 24.4 24.4

  Technical school37 11.6 35.9

  University 141 44.1 80.0

  Postgraduate 64 20.0 100.00

Employment Sector   Private 183 57.2 57.2

  Public 63 19.7 76.9

  Unemployment 43 13.4 90.3

  Other 31 9.7 100.00

Declared income Stack (Τ. €)   0–5 85 26.6 26.6

  6–20 154 48.1 74.7

  21–50 70 21.9 96.6

  51–above 11 3.4 100.00

Totals Total 320 100.00
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existence of illegality, expecting it to be even less than what is actually recorded, while 
in 2017 it rose into 21.5% (Medina and Schneider 2018).

Fig. 5 State revenue management at two levels

Fig. 6 State revenue management at three levels
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4  Discussion
Applying a tax model that reproduces increases in tax rates and overdue debts leads 
to periodic financial cessation (Velasco 1987). Unpredictable fiscal balances and weak 
positive increases in economic growth simply confirm the failure to achieve a sound 
economic model that brings social prosperity, especially when 10  years of regular tax 
adaptation has been preceded by increasing taxation. The 8 years of continued economic 
contraction of the Greek economy, while fiscal policy has changed radically and tax eva-
sion has remained at the same level, has simply confirmed not only the fragile economic 
structure, but also the failure of the financial mix. The gradual consolidation of the 
banking system has not been reflected in the real economy, raising questions about the 
importance attributed to this factor in the Greek economy.

Fig. 7 State revenue management at three levels including European

Fig. 8 Degree of confidence in the management of tax revenues
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Restructuring the tax model (Varotsis et al. 2017) is imperative for the growth of the 
Greek economy. The implementation of cyber-centric management models and tax rev-
enues, apart from the failure in fiscal management leading to the Greek economy’s bank-
ruptcy, maintain an unprecedented centralized management without positive results for 
the Greek economy. The dependence of local actors on government-cantered budget 
management over time makes it harder to improve their finances. Disengagement of 
local actors from the state budget can improve public finances by helping to manage 
transparency and fiscal reform.

The choice of the fiscal model that will allocate tax decentralization requires further 
study. Important elements that need to be thoroughly investigated are: the tax sector 
to be followed by fiscal decentralization (direct taxation, indirect taxation, real estate), 
the transparency of their management by local authorities, the degree of centralized 
management control, the autonomy of local policy budgets, and the legal compliance 
status of taxpayers’ response. In any case, one of the key points of tax absorption is the 
extent to which tax revenue is consistent with the tax and the public autonomy of local 
authorities.

Institutionalization, as well as the legal defence of fiscal decentralization, is one of the 
major steps towards achieving reform. To achieve maximum compliance by the taxpayer, 
transparency and fairness can be legally ensured by local resource management bodies. A 
fiscal planning model that incorporates fiscal, socio-psychological and decentralizing data 
is likely to contribute to fiscal restructuring, thereby shrinking the shadow economy and 
contributing to tax compliance.

While both the tax system and the fiscal mix have changed many times over the last 
decade, the shadow economy remains strong, confirming not only the fragile economic 
background of the Greek economy and the failure of reform policies, but also that none 
of these changes had social acceptance among the tax base. This continuing phenomenon 
of the shadow economy in Greece concerns the extent to which all of these reforms were 
socially acceptable or simply avoided the problem of tax evasion by Greek citizens. The tax 
system does not appear to be acceptable, and the attitudes and emotions it evokes can be 
broadened and tested in more models of tax management. Tax behaviour is very likely to be 

Fig. 9 The structure of the expenditure mix of a desired fiscal policy
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interpreted by a non-linear model, and the social acceptance of a new model of tax revenue 
management is a necessary factor in its effectiveness.

5  Conclusion
The present survey shows that the tax base in Greece is accepting of a radical overhaul of 
public revenue management coupled with a mix of fiscal spending. Especially with regard to 
the mix of budgetary expenditure, there is a clear preference for a socio-economic expendi-
ture management rather than an investment-centric management. A radical restructuring 
of the tax system is likely to be acceptable for the management of public revenue, which will 
be managed more locally/regionally than it is today. Mixed management of tax revenues at 
three levels, i.e., local/regional, government and European, seems to be acceptable.
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