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Executive Summary

In February 2017, the Behavioural Insights
Team (BIT) and Guatemala’s Tax Authority -
Superintendencia de Administracion Tributaria
(SAT) - formed a partnership supported by the
Global Innovation Fund (GIF) to apply
behavioural insights and rigorous evaluation to
tax administration in Guatemala.

Background

Following fieldwork with SAT’s Customer
Service department, two predominant issues
were identified: (a) a lack of clear information
given to Small Taxpayers at the point of
registration and (b) limited interactions
between Small Taxpayers and SAT.

Under SAT’s previous onboarding process,
Small Taxpayers are given high-level,
technical information about their obligations
upon registration. The majority of this
information is relayed verbally, thus relying on
the taxpayer to either note information down or
memorise it.

This project seeks to provide Small Taxpayers
with clear, written information about their
declaration and payment obligations.
Specifically, it involves evaluating the impact
of the Customer Service Department’s
(Intendencia de Atencién al Contribuyente)
‘Small Taxpayer Guide’ on Small Taxpayer’'s
declarations over the six months after their
registration

The overall policy objective for the project is to
increase declaration rates among newly
registered Small Taxpayers.

Intervention

BIT provided guidance on how SAT could
introduce behavioural principles into their
Small Taxpayer Guide. We helped SAT
simplify the language and content of the guide
to make it easier for taxpayers to understand
what they have to do to comply with their
obligations. Tools such as checklists to break
down tasks, personalisation, and other
behavioural principles were employed.

The guide was rolled out across all 32 of
SAT’s tax offices at two-month intervals for an
eight-month period between May and
December 2018, allowing evaluation through a
stepped-wedge randomised controlled trial.
This provides a sample of 54,096 registering
Small Taxpayers.

Main findings

We found that the Small Taxpayer Guide had
no effect on average declaration rates in the
first six months after registration, however
there was a positive impact on the average
payment. For declaration there was no
statistically significant difference between the
control group (85%), and the treatment group
(84.7%).

Figure 1: Average monthly declarations
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The average payment among Small
Taxpayers (that made a positive payment) in
the Treatment group was 12% higher
(equating to an additional GTQ 18, $2.34 per
person per month) compared to the control
group. Factoring in the cost of producing the
guides (approximately $0.50 per guide), this
would amount to an additional $100,000 per
month if the guide had been given to the full
sample.
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Figure 2: Average monthly payments
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Recommendations

As we found no significant impact of the Small
Taxpayer Guide on declaration rates, we
recommend:

e Conduct qualitative evaluation
before scaling. Our results suggest
that the guide does not have the
desired effect on Small Taxpayer
declaration rates, but does increase
average payment. Before scaling the
guide further we recommend that SAT
conduct qualitative interviews with
taxpayers to understand the
mechanisms through which the guide
impacted on payment (e.g. through
understanding their payment
obligations better, or better book-
keeping habits)

e Intervene at later stages of the
declaration process. Declaration
rates among Small Taxpayers remain
high for the first year after registration.
An intervention at a later stage, aimed
at sustaining long-term declaration
rates, might be better placed.

e Develop potential new projects to
increase tax compliance among
Small Taxpayers. Focusing on the
application of behavioural insights on
other initiatives, such as SAT’s online
platform, and providing tailored
support for harder-to-reach
populations.
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01 / Introduction

In February 2017, the Behavioural Insights
Team (BIT) and Guatemala’s Tax Authority -

Superintendencia de Administracién Tributaria
(SAT) - formed a partnership supported by the
Global Innovation Fund (GIF) to apply
behavioural insights and rigorous evaluation to
tax administration in Guatemala. The purpose
of the partnership is to: (i) increase tax
compliance and tax revenues; and (ii) embed
behavioural insights capacity within SAT,
enabling staff to independently apply
behavioural techniques and rigorously
evaluate their impact.

Since 2017, BIT has conducted two projects
with SAT’s Tax Collection Department. The
first tested the effect of email and letter
reminders on declaration and payment of
overdue taxes during the May 2017 tax
amnesty, while the second evaluated the
impact of SMS reminders on General
Taxpayers’ monthly VAT declarations. This
report describes BIT’s third project with SAT,
which evaluated the impact of the Small
Taxpayer Guide.

The Customer Service department at SAT
(Intendencia de Atencién al Contribuyente)
had been developing a Small Taxpayer Guide
aimed at providing step-by-step information to
Small Taxpayers about how to comply with
their fiscal obligations. BIT supported the
development of the guide, providing feedback
and guidance about the inclusion of
behaviourally-informed content. In addition,
we collaborated with SAT to rigorously
evaluate the effect of the guide, testing its
impact on Small Taxpayers’ compliance with
their monthly tax obligations over the six
months after they register with SAT.

Who are Small Taxpayers?

Small Taxpayers, who are either individual
taxpayers or small businesses, are obliged to
declare and pay their tax liabilities on a
monthly basis. However, they are exempt
from paying income tax. If operating as
businesses or self-employed individuals, they
are required to pay 5% Value Added Tax
(VAT) on sales or purchases.

The upper income threshold for this tax
regime is GTQ 150,000 (USD 20,400)
annually.

Currently there are approximately 900,000
registered Small Taxpayers, of which over
440,000 had outstanding payments in 2018,
estimated to total GTQ 44 million GTQ (USD
5.7 million).t

02 / Background

SAT'’s initial onboarding process
was vague

Under SAT’s previous onboarding process,
Small Taxpayers are given high-level,
technical information about their obligations
upon registration. The majority of this
information was relayed verbally, thus relying
on the taxpayer to either note information
down or memorise it.

Our capacity to perform mental work is a
limited resource that can be taken up by
planning, remembering, worrying, self-control,
etc. Cognitive load refers to the total amount of
mental effort being used in our working
memory. Running a small business, working
long hours, caring for children and family
members (etc.), will likely place a heavy
cognitive burden on Small Taxpayers, this in
turn may lead them to forget to key information
around their tax obligations or lead to them
forgetting to submit declarations.

There is a lack of support provided
to Small Taxpayers

Following fieldwork with SAT’s Customer
Service department, two predominant issues
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were identified (a) the lack of clear information
given to Small Taxpayers at the point of
registration (as explored above) and (b) the
limited interactions between Small Taxpayers
and SAT.

The ‘interaction climate’ between tax
authorities and taxpayers - trust that taxpayers
have in the tax authorities and the control that
tax authorities have over taxpayers - can play
a determining role in shaping tax compliance.
Evidence suggests that issues related to
service provision, such as unclear processes
or tax code complexity, and limited information
provision can impact taxpayer compliance?.

The average declaration rate of
Small Taxpayers decreases over
time

Figure 1 shows the average tax declaration
rates among Small Taxpayers over time
following registration. Declaration peaks in the
second month after registration, with a lower
rate in the first month after declaration.
Following this, there is a sustained decrease in
the average declaration rates every month.

There are multiple reasons as to why
compliance could decline over time, from
extrinsic factors, e.g. decrease in perceived
likelihood of penalties and audits, to intrinsic
motivations, such as social norms, tax morale,
fairness and provision of service. The guide
sought to encourage taxpayers to form good
tax habits from the start and highlight
information to taxpayers about their rights and
obligations as a taxpayer.

Figure 3: Average compliance rate of Small
Taxpayers following registration
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03 / Intervention

The aim of this project was to test the impact
of the Small Taxpayer Guide on newly
registered Small Taxpayers’ compliance with
their monthly filing and payment
responsibilities over the first six months after
they register to the regime. The Guide was
handed out to taxpayers who were registered
at SAT tax offices®.

The Small Taxpayer Guide was created by
SAT’s Customer Service department. BIT
supported them by providing feedback and
guidance about the inclusion of behaviourally-
informed content. The following behavioural
principles were employed within the guide:

Simplification: Making it easier for
Small Taxpayers to understand their
obligations

The harder it is for an individual to undertake a
behaviour, the less likely they are to do it.
Even small, seemingly irrelevant details that
make a task more challenging or effortful can
make the difference between doing something
and putting it off — sometimes indefinitely.*
Simplifying the language and highlighting the
required actions can help to increase
comprehension and impact of official
communications, which are often long and use
complex, technical language.

For instance, SAT’s original guide included
legal references and technicalities in the
compliance process list of steps. BIT
supported with the simplification of this
description to shorten the list and make it more
straightforward.

In addition, to simplify the process for
taxpayers who do not speak or read Spanish,
SAT translated the guide into several Mayan
languages.



The Behavioural Insights Team / Evaluating the Impact of a Small Taxpayer Guide on Tax

Compliance

Chunking: Breaking down the goal
of complying with tax obligations

Breaking down a complex goal (such as
complying with tax obligations) into concrete,
manageable actions can help to boost task
completion and overcome cognitive overload
(explained above). Tools such as checklists,
that break down tasks into discrete actions,
have shown to improve compliance with
complicated processes®.

To make the compliance process easier to
Small Taxpayers, we incorporated a clear
step-by-step guide and a checklist to keep
track of the taxpayer’s progress (see Figure 2).

Timing: Interacting with taxpayers
at the right time

People’s behaviour can vary significantly
depending on when information is received®.
Communicating with people at the right
moment - when the context makes an
individual more receptive and susceptible to
altering their behaviour - can enhance
compliance. Research has shown that we are
particularly likely to change our habits during
periods of transition”. These periods can
disrupt habits, facilitate reflection and provide
a unigue opportunity to encourage a behaviour
change.

By providing taxpayers with the guide when
they are registering - a point of transition we

hoped to facilitate reflection and encourage
good tax habit formation.

Personalisation: Making the Small
Taxpayer Guide personal

Several BIT-led trials have shown that making
a message personal can have a considerable
impact on the behaviour of the recipient®. The
frontpage of the guide had a blank space
where taxpayers were asked to write their
names and unigue taxpayer number.

04 / Trial design
and implementation

Sample

The intervention was implemented in all 32 of
SAT's tax offices across Guatemala and rolled
out at two-month intervals between May and
December 2018 (see Figure 3).

Our sample included all taxpayers registering
as Small Taxpayers for the first time and those
registering as a result of changing tax regimes
during the trial period. This resulted in a
sample of 54,096 newly registered Small
Taxpayers.

Figure 4: Pages of the Small Taxpayer Guide, including the steps required to complete a
sale or deliver a service (middle) and a monthly declaration checklist (right)
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Randomisation

The evaluation was conducted as a cluster-
randomised stepped wedge trial, clustered at
the level of the tax office. Stepped-wedge
designs use random, but sequential roll-out of
the treatment over multiple time-periods. For
the first two months of the trial period, all
clusters (tax offices) delivered the control
condition, where no guide was delivered.
Every two months, a group of tax offices
switched to implementing the intervention.
Taxpayers that registered in these offices after
this switch, and before the end of the
implementation phase, received the guide.

This process continued until all offices had
implemented the intervention for at least two
months as depicted in the diagram below. The
trial ran for eight months, beginning in May
2018.

Implementation Challenges

The implementation and evaluation of the trial
presented some challenges, particularly
related to data collection. The names of the
offices provided at the beginning of the trial, for
instance, did not all match the names provided
at the end and the data provided at the end of
the trial was missing from two offices. SAT
staff helped BIT researchers match the
different variations of office names and
recovered the missing data for us. While we
were able to overcome these challenges
without it impacting the evaluation itself, they
helped us realise the importance of working
collaboratively with partner organisations to
install efficient data collection strategies.

05 / Main findings

Declaration and payment outcomes were
measured for individual taxpayers over a
minimum six-month period after the
intervention was implemented in each tax
office™. All analysis was performed at the
aggregated tax office and month level* by BIT
researchers in STATA.

The Small Taxpayer Guide had no effect on
average taxpayer declaration rates over the
first six months following registration. In
contrast, the guide did increase the
average monthly payment value for
taxpayers that did make a monthly positive
payment.

We discuss the potential mechanisms behind
the two results in the discussion section below.

Tax declaration

Among taxpayers in the control group, we
observe an average monthly declaration rate
of 85% over the six months post-registration.

We found no statistically significant
differences in declaration rates between
our Treatment and Control groups, with an
almost identical declaration rate for our
Treatment group of 84.7% (see Figure 4).

Fiagure 5: Roll-out of intervention across SAT tax offices

Tax Office May June July Aug Sept Oct Nov Dec
cohort

e - -
offices)

2(12 Control Control Control Control Treatment | Treatment | Treatment | Treatment
offices)
3 (10 Control Control Control Control Control Control
offices)
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Figure 6: Average monthly declarations
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Tax payment value (GTQ)

Among taxpayers in the control group (that
made a positive payment), we observe an
average individual monthly payment value of
GTQ150 (USD19.50).

We found a statistically significant increase
of an estimated monthly GTQ18 (USD2.34)
(p < 0.05) for taxpayers in the Treatment
group (that made a positive payment).

Figure 7: Average monthly payments

200

150

100

Average Individual Monthly Payment (Quetzals)

50

Control Treatment

Ne54,096
** pe0.01, * pe0.03, + pe0.1

Discussion

It is important to note the high baseline
declaration rate following registration (85%)
when interpreting the result regarding
declaration rates. It is likely to be the case that
changing the behaviour of the remaining
undeclaring individuals is difficult, and requires
a more intensive intervention than information
provision.

As a consequence, we can conclude that the
increased tax payment value is not driven by
increased declaration (and thus payment
compliance) when assessing the two findings.
It is instead likely a result of existing,
complying taxpayers making higher
declaration values (on average). Given the
guide focused on information provision,
including information about how to bookkeep
effectively, these results could be driven by the
Small Taxpayers Guide increasing adherence
to the payment and declaration system.

However, we must still interpret this result with
caution given the exact mechanism behind this
increase is difficult to pinpoint. We cannot rule
out other possible factors that are external to
the intervention, for instance differing
underlying time trends between the treatment
and control groups.®

06 / Recommendations

Based on the findings of this trial, we
recommend the following:

Evaluate before scaling

e The findings from this project present
an illustration of the importance of
evaluating the impact of an
intervention before scaling it. SAT had
intended to roll-out the Small
Taxpayer’s Guide nationally without
evaluating its effect. However, these
results indicate that the guide did not
have the desired effect on Small
Taxpayer declaration rates.
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The high baseline (an average of 85%
of Small Taxpayers in the Control
group made monthly declarations over
their first six months) demonstrates
that the majority of newly registered
Small Taxpayers are aware of, and
comply with, with their fiscal
obligations. For the remaining 15% of
newly registered Small Taxpayers,
additional barriers to declaration -
aside from the provision of information
within the guide -may be impeding
compliance, such as access to tax
offices, access to SAT’s online
declaration portal or low levels of
literacy.

The average monthly payments
among taxpayers in the Treatment
group was 12% higher than the
Control group (GTQ 18 average
increase per taxpayer). Factoring in
the cost of production for the guides,
this equates to an additional $100,000,
if the guide had been given to the full
sample. The guide provided step-by-
step guidance about how to bookkeep
effectively and how to calculate the
amount of tax they owe. This guidance
could have helped existing, complying
taxpayers to improve their recording
habits, leading to higher average
declarations.

Before scaling the guide further we
recommend that SAT conduct
qualitative interviews with taxpayers to
understand the mechanisms through
which the guide impacted on payment
(e.g. through understanding their
payment obligations better, or better
book-keeping habits)

Intervene at a later stage

Given the declaration rate remains
high following registration, we believe
that interventions implemented at a
later stage may be better-placed. Such
intervention should seek to tackle lack
of information, but instead, overcome
other behavioural barriers, such as a
decrease in tax morale. Interventions
could be delivered, for instance, 18

10

months after registering, (at which
point the average declaration rate falls
below 80%) or use a taxpayer’s tax
registration anniversary as an
opportunity to reinforce the positive
impact tax contributions are having on
Guatemalan society.

Develop new projects

The Customer Service Department are
responsible for a number of communication
channels that could be used to increase
taxpayer compliance. SAT is increasingly
trying to digitise its processes and encourage
taxpayers to make declarations and payments
through online services. There could be further
opportunities to support the Customer Service
Department’s existing initiatives:

Provide information and assistance to
taxpayers on how to use SAT’s online
platform. For instance, provide
taxpayers clear information about how
to navigate the online declaration
process and/or simplify taxpayer’s
access to useful and relevant
information (e.g. present to taxpayers
only the forms and information that is
relevant to them). Considerations
should also be made for harder-to-
reach populations, e.g. Mayan
language resources for taxpayers
whose native language is not Spanish,
mobile apps for those who do not have
access to a computer or audio and
video services for taxpayers with low
literacy levels.

Break down tasks presented on the
online platform into discrete actions to
improve compliance with the
declaration process. We recommend
presenting useful information to
taxpayers in simple steps that makes it
easier to complete the process (e.g.
providing tools such as checklists).
The online services offer a more agile
platform for SAT to, for example, insert
timely prompts for taxpayers,
incorporate elements of the guide or
test different content variations. For
instance, testing different behavioural
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messages such as an appeal to
national pride, personalisation and/or
social norms to forms to promote
declaration.”

07 / SAT Project Team

This was our first collaboration with SAT’s
Customer Service Department and, after two
projects with the Tax Collection Department.
Our intervention was an opportunity to build
capacity in behavioural science and rigorous
evaluation within a different area of SAT.

Madeleine Meza Linares, Marketing
and Publicity Advisor in the
Customer Service Department

For Madeleine, BIT’s behavioural input was
very useful for the creation and implementation
of the guide. “It’s always useful to have an
external opinion to understand our work from
another perspective. | realized how small
changes can make big differences for the
guide’s impact”.

Our collaboration with the SAT’s Customer
Service Department has also given them the
tools and guidance to work on other projects
independently. “Inspired by what we learned
from this guide, we are now working on a
guide for income tax and VAT compliance’.
They have also been conducting recurrent
visits to SAT offices to get feedback on the
implementation and impact of the guide.

Salvador Lépez
Garcia, Director
of the Customer
Service
Department

We interviewed Salvador together with other
SAT officers from different areas of the
country. They agreed that the guide was

11

widely accepted by both office staff and
taxpayers.

Working on the guide applying BIT’s
methodology and input has also inspired new
ideas. “We are thinking of making a video and
recording content to reach those taxpayers
who cannot read.”

Salvador wants to use rigorous evaluation
techniques with other ongoing projects and
build further evidence within his department “/
would want to evaluate the impact of two
projects we are currently conducting: an online
platform to automatically upload receipts and a
virtual assistant in SAT’s website.”

08 / Conclusion

With the aim of increasing declaration rates,
SAT developed a guide providing step-by-step
information to Small Taxpayers about how to
comply with their monthly obligations. BIT
supported SAT by incorporating behavioural
insights and feedback in the guide and
developing a stepped wedge trial to test the
impact of the guide.

We found that the guide had no effect on
declaration rates within the first six months
after registering. We therefore recommend that
SAT considers intervening at later stages of
the declaration process and implementing
projects through different channels.

Declaration rates are high in the first month
after registration, indicating that most Small
Taxpayers have the information necessary for
filing but that other barriers lead to a drop in
compliance over time. Interventions aimed at
facilitating the use of SAT’s online platform
might increase declaration at later stages of
the process.

We thank SAT’s Customer Service
Department for their collaboration on this
project and their constant enthusiasm for
applying behavioural insights to their initiatives.
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Annex

Screenshots of the Small Taxpayer Guide
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X Due to the stepped-wedge nature of the rollout,
we observed more months of outcome data for
taxpayers who registered at the start of the trial.
However, to ensure we have a balanced panel we
keep only the first six months of data post-
registration for all individuals

* Each observation measured the declaration rate in
the observation Month (ie. October) for all taxpayers
that initially registered in given Tax Office (ie.
Sacatepequez) within a given Month ‘i’ (ie. May).

X Stepped-wedge RCTs are vulnerable to ‘time
effects'. Given the intervention is rolled out over
time, results may be confounded by underlying time
trends. Although we found no evidence of a general
trend of Small Taxpayers paying more over time,
there may have been localised time trends which
confounded results.
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