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Abstract 

This developmental paper identifies a potential paradox in consumer protection regulation 

based upon the employment by a regulator of ‘coercive power’ upon those that transgress 

consumer protection regulation.  

Whilst consumers have been shown to draw considerable reassurance from the employment 

of such power through the imposition of fines and other punishments, research in the field of 

tax compliance suggests that this is counter-productive and reduces rather than increases 

compliance with rules and regulations.   

This paper proposes to examine the regulation of the UK financial advice industry where 

coercive power is regularly used by the regulator to determine if this paradox exists, and also 

to determine if an alternative approach based upon the employment of ‘legitimate power’ 

would be more effective.  
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Introduction 

Consumers have been shown to draw considerable reassurance from rules and regulations 

designed to protect them and also the ability of regulators to penalise those that transgress 

such rules by means of the imposition of fines and other sanctions (Gefen et al. 2003). The 

practice of doing so has been described as an antecedent or component of ‘system’ or 

‘environmental’ trust by authors such as McKnight and Chervany (2001). It is argued that 

such system-based or environmental trust helps build consumer confidence in a particular 

marketplace thereby increasing the willingness of consumers to transact (McKnight and 

Chervany 2001).  

A regulatory approach that relies upon the threat of punishment, such as the imposition of 

fines or other sanctions to ensure compliance with rules and regulations, uses ‘coercive 

power’ as defined by French and Raven (1959) and is often characterised by conflict, the 

enforcement of rules and regulations against the will of those being regulated, and a low trust 

environment between the regulator and the regulated. An alternative approach relies upon a 

regulator operating in a fair, open and transparent manner with the aim of becoming an 

‘accepted’ authority, and is often characterised by voluntary deference and compliance with 

rules and regulations and high levels of cooperation and trust between the regulator and the 

regulated. It is argued by authors such as Tyler (20006) that this latter approach, which relies 

upon the use of ‘legitimate power’ as defined by French and Raven (1959), is more effective 

and leads to higher levels of compliance with rules and regulations whilst the former 

approach, reliant upon ‘coercive power’, is counterproductive and reduces compliance. 

Studies in the context of individual (rather than corporate) compliance with tax authorities by 

authors including Muehlbacher et al., (2011) and Kogler et al. (2013) have examined this 

particular issue using the ‘Slippery Slope’ model developed by Kirchler et al., (2008) and 

found the employment of legitimate power to be more effective than the employment of 

coercive power in that particular context. Furthermore Kastlunger et al., (2013) found that the 

use of co-receive power reduced compliance with the tax authorities and increased attempts 

at tax evasion.  

These findings, together with the arguments of other authors such as Turner (2005) who notes 

that the use of coercive power can require the expenditure of significant resources in order to 

achieve limited returns, suggest a potential paradox for consumer protection authorities. An 

approach using coercive power that relies upon the imposition of fines and other punishments 

upon those that transgress rules designed to protect consumers, which as noted earlier, 

consumers draw considerable reassurance from, may not only be less effective at ensuring 

compliance with those rules and regulations than an approach based upon ‘legitimate power’, 

but may actually also be counter-productive, in that the use of coercive power by a regulator 

may actually reduce compliance with rules and regulations designed to protect consumers.   

This paper therefore proposes to adopt and use the same theoretical framework and ‘Slippery 

Slope’ model used by authors such as Muehlbacher et al., (2011) and Kogler et al. (2013) in 

the tax compliance studies outlined above to examine the regulation of a consumer facing 

industry where coercive power is used. The industry chosen for this study is that of the 

financial advice industry in the UK, as the regulator, the Financial Conduct Authority, 

frequently imposes fines and other sanctions upon financial advisers and financial services 

product providers. The study will aim to contribute and add to knowledge by establishing 
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whether an approach employing coercive power or legitimate power is more effective in 

gaining adherence to consumer protection rules and regulations, and by establishing if the 

identified paradox is occurring or otherwise. A further contribution of this study will also be 

to text the validity of the theoretical framework and ‘Slippery Slope’ model in a context other 

than the one for which it was designed, thereby broadening the application of the model.      

Literature Review 

Whilst there is no formal theory or definition of power, many authors including Festinger 

(1950), French and Raven (1959) and Keltner et al., (2003) have been researching the subject 

for many decades. Despite this lack of a formal theory or definition of power, a set of general 

assumptions has become widely shared that sees power as the capacity to influence others by 

means of controlling resources that can lead to positive or negative outcomes including 

rewards (positive or negative), costs and information which are either desired, valued or 

needed by others in order to satisfy their needs or attain their goals (Turner 2005). French and 

Raven (1959) noted five bases or foundations of power: 

1. Reward power whereby an influencing agent rewards compliance. 

2. Coercive power whereby an influencing agent punishes non-compliance. 

3. Legitimate power whereby an influencing agent becomes accepted as a legitimate 

authority leading to a social obligation to comply. 

4. Referent power whereby an individual wishes to identify with the influencing agent 

and therefore complies with the requests of the influencing agent. 

5. Expert power whereby the influencing agent is judged to be an expert within a certain 

area such as law and whose wishes are therefore adhered to. 

As noted in the introduction, this paper is concerned with the use of coercive and legitimate 

power. As coercive power is exercised by punishing non-compliance with rules and 

regulations the use of coercive power can be perceived as an attempt by an authority to 

enforce a certain behaviour amongst those being regulated against their volition (Kirchler et 

al., 2008). Essentially compliance with rules and regulations is not voluntary, which can lead 

to an antagonistic environment between the authority and those being regulated. Such an 

environment is often characterised by little respect being shown for the other by either party 

and a lack of trust (Muehlbacher et al., 2013) leading authors such as Tyler (2006) to 

conclude that it is difficult for authorities to impose influence on others based upon the 

possession and use of coercive power only and that the adoption of such an approach leads to 

low or modest levels of influence often gained at a high material cost. Keltner et al., (2003) 

develop the argument that that that the use of coercive power can be counterproductive 

further with their assertion that the use of punishment by an authority can in fact reduce the 

overall level of power held by that authority. 

In contrast, legitimate power is exercised by an authority that is generally accepted by those 

being regulated with voluntary deference often being paid to the regulator (Kirchler et al., 

2008). Essentially compliance with rules and regulations is a social norm, voluntary and 

perceived as being right and proper. This can lead to a synergistic climate characterised by 

high levels of co-operation and trust between authorities and those being regulated 

(Muehlbacher et al., 2013) with authors such as Tyler (2001) concluding that authorities 

perceived as exercising legitimate power find governance easier and are generally more 

effective as their decisions and rules are more willingly accepted. Acceptance as a legitimate 
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authority is gained by the adoption of procedures and processes that are perceived and 

experienced as being fair (Tyler 2001) and can be encouraged by a variety of means such as 

authorities offering support and assistance in meeting regulatory obligations (Kirchler et al., 

2008).   

The ‘Slippery Slope’ model 

In order to empirically test these arguments in the context of tax compliance by individual tax 

payers, Kirchler et al., (2008) developed the ‘Slippery Slope’ model shown in figure one 

below. The model is designed to examine the interaction between the employment of 

coercive and legitimate power, the effect of the employment of both upon compliance with 

tax rules and regulations, and also the effect of the employment of both upon the levels of 

trust between the tax authorities and individual tax payers.  

    

 

Figure one. The Slippery Slope model  

The model theorizes that whilst the level of tax compliance increases as the level of power 

possessed by tax authorities increases, that the type of power employed by the tax authorities 

leads to differing outcomes; Where legitimate power is employed, levels of trust will increase 

leading to voluntary tax compliance. Where coercive power is employed, levels of trust will 

decrease leading to enforced tax compliance. Kirchler et al., (2008) propose that where trust 

is high citizens would support the tax authorities thereby easing their work by, for example, 

cooperating and potentially whistleblowing, leading to higher levels of compliance and 

higher revenues. Conversely they propose that as coercive power decreases trust, the more 

that authorities exercise this power by, for example, imposing audits and other sanctions 

deemed as unfair, the less likely citizens are to co-operate with the authorities leading to a 

need to exercise even more coercive power to ensure compliance. In such as scenario a 

potential downward spiral could easily develop as each subsequent action by the tax 

authorities would be deemed to be less legitimate thereby further eroding levels of trust in the 

tax authorities leading to lower levels of compliance and higher level of tax evasion (Kirchler 

et al., 2008).      
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This model has been employed and tested in a variety of studies related to tax collection in 

several different countries and across several different cultures including the examination of 

the moderating effects of age and education. The studies validated the model and found that 

where an approach utilising coercive power was adopted by tax authorities levels of trust 

were low leading to the development of a ‘cops and robbers’ mentality between tax 

authorities and tax payers. As a result tax payers felt persecuted and less inclined to comply 

and voluntarily pay taxes, and levels of tax evasion increased. Alternatively, where an 

approach utilising legitimate power was adopted by tax authorities, these studies found that 

there were higher levels of trust and increased levels of voluntary compliance with the tax 

authorities which could result in increased tax revenue (Kirchler et al. 2008; Wahl et al. 

(2010); Muehlbacher et al., 2011; Kastlunger et al. 2013; Kogler et al., 2013). Better 

educated and younger taxpayers where less intimidated by the use of coercive power and 

therefore more likely to engage in tax evasion when coercive power was employed whereas 

better educated individuals of all ages responded positively to the employment of legitimate 

power and were more likely to voluntarily comply as a result (Muehlbacher et al. 2011). 

Fundamentally, these studies show that the employment of legitimate power increased levels 

of trust and voluntary compliance with the authorities whilst that the employment of coercive 

power was counter-productive and decreased levels of trust and co-operation with the 

authorities. Furthermore, as the studies found increased levels of tax evasion where coercive 

power was employed, they also demonstrate that the consumer protection paradox outlined 

earlier could easily occur where coerceive power is used i.e. the imposition fines and other 

punishments by a regulator upon those that transgress rules designed to protect consumers 

may result in the opposite of the desired effect by decreasing rather than increasing the level 

of compliance with those rules and regulations.  

To achieve the aims of this study, the theoretical framework offered by the ‘Slippery Slope’ 

model will therefore be utilised to examine the interaction between the employment of both 

coercive and legitimate power in the context of the regulation of the UK financial advice 

industry, including the interaction between both types of power and levels of trust in the 

regulator, in order to establish which approach is more effective and also if this consumer 

protection paradox outlined above is occurring. 

Methodology 

It is proposed to use primarily quantitative methodology for this study. The next stage of 

development of this paper will therefore be to develop a suitable research instrument based 

upon those used by authors such as Muehlbacher et al., (2011) and Kastlunger et al. (2013) in 

the context of tax collection mentioned earlier. To ensure validity of the instrument in this 

new context, the proposed questionnaire will first be tested with a small focus group of 

financial advisers with the aim of ensuring that the questions are appropriate and phrased in a 

way that they will be understood by those in the financial services industry. The focus group 

will also be used to highlight any potential problems such as socially desirable responding. 

Once any changes identified as a result of this focus group have been made, an online pilot 

test will be carried with a small number (50 to 100) of financial advisers with the aim of 

identifying any further problems with the research instrument. Once complete, and after any 

required changes have been made, the instrument will be administered online to an 
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appropriate sample of financial advisers. The sample to be used could be obtained from a 

variety of sources such as the main regulator, the Financial Conduct Authority, a professional 

association such as the Institute of Financial Planning, or from a commercial source. The 

collected data will then be analysed using structural equation modelling in order to achieve 

the aims of this study and demonstrate the validity and applicability of the model in the 

context of the enforcement of consumer protection regulation.           

Further development 

Further development of the literature review needs to be carried out in order to anchor the 

contribution this paper will make within the literature relating to the relationship between 

corporate governance and the alternatives that exist in that field.  
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