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Executive Summary
“Taxes are what you pay for a civilized society” stated US Supreme Court Justice Oliver Wendell Holmes in 
1927. Time has shown that “civilized” means better lives and livelihoods for people where there is a solid tax 
base and collection–a necessary although insufficient condition for a society where people feel safe, heard, 
and participant in the decisions of the nation. A government that can efficiently collect taxes is a government 
with a solid administration and with legitimacy based on the fact that citizens pay their taxes by a combination 
of laws and a sense of duty and belonging.

Paying taxes involves legal and moral obligations. The standard economic model for tax compliance assumes 
a cost-benefit calculation where someone balances the cost of being caught cheating the tax systems versus 
the benefit keeping some money hidden to the tax authorities.1 Yet there are other important reasons why 
people pay taxes that are not captured by a purely rational calculation. 

This paper provides a framework that channels tax morale via trust and fairness directly and three elements 
for each one indirectly; trustworthiness of the government, reciprocity, and transparency/accountability for 
trust and three types of justice for fairness: distributive, procedural and retributive. In addition, it makes a 
special distinction to the issue of corruption, which is related to at least three of the six elements (reliability, 
responsibility, and retributive justice) and which represents a hindrance of both of a sense of justice and a 
sense of legitimacy of governments and the tax regime. 

Going from low levels of tax collection to the amounts required to unleash positive development dynamics 
demands careful consideration of the context of each society, their citizens’ motivations, and the relation with 
their authorities. This baseline information, if properly collected, will increase the chances of success, and will 
also help identify the key policy entry points.

1. Introduction
The best known and most widely tested path to more developed, more equal societies requires creating 
fiscal space, collecting taxes, and developing institutional capacity and legitimacy – this dynamic is the key 
to successful modern nations. With these resources, the state then invests in public services and goods, and 
the security of its citizens. In other words, it is the state that has the responsibility to ensure basic rights and 
safety of citizens—and for that, it needs fiscal resources. The expansion of tax systems during the 19th and 
20th century was pushed initially by the need to finance war – the first income tax in the US was imposed 
by Abraham Lincoln during the Civil War. The expansion continued with political demands for better public 
services and fairer societies, fueled by the enormity of the catastrophes of the Great Depression and the two 
world wars. The result was the creation of welfare states and the historically low levels of income inequality 
in many western countries in the aftermath of World War II.  

Creating the consensus necessary for fiscal reform is extremely context-specific. Political and normative 
considerations are often more important than economic or technical ones. Leadership that understands the 
historical moment is also of paramount importance, as societies will ebb and flow in their support for more 
progressive tax systems. Leadership is also required to first understand in detail, across groups, regions, and 
generations, what are the drivers of that support and then use this knowledge to make a progressive fiscal 
reform happen.2

Taxation is a precondition for development. Empirical evidence across many countries shows that people pay 
more taxes than a basic rational calculation would suggest. Still, there are several questions unresolved about 
what drives public support for increases in taxation, the legitimacy of tax systems, and the long-term credibility 
of public finance and the role of the state. Particularly, there is growing interest in the drivers of voluntary tax 
compliance and willingness to pay taxes, also known as tax morale. The literature has focused on issues of trust 
and fairness, yet there is not enough clarity on how governments—national and local—can increase both the 
level and perception of fairness, and trust in a society. An issue of particular interest is corruption as a hindrance 
to both of justice and a sense of legitimacy of governments and the tax regime. 
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This paper will discuss the evidence on voluntary tax compliance, trust, and fairness, and the set of policies 
and actions that affect different mechanisms. It will provide a new framework based on the literature about 
the drivers of trust and fairness, with particular attention to the issue of corruption. The paper will also 
provide historical examples where specific interventions have successfully strengthened the tax system. 
Finally, it will provide ideas on how to identify the best sequence of interventions for increased tax morale 
in a specific context. 

2. Development, State Capacity and Taxation.
Over the past few centuries, humanity has seen progress as never before experienced: exponential increases 
in GDP, and enormous advances in life expectancy, education, and basic rates of survival. Around 1820 only 
one in five people could read and write and most of them were in Europe; by the turn of the new millennium, 
four in five people in the world were literate. Similarly, with life expectancy: in 1880 the average lifespan was 
thirty years; in 2000, almost seventy, with progress driven by a rapid decrease in infant mortality rates. This 
evolution, although uneven, has been experienced in every region of the world.3 It is difficult to imagine such 
sustained progress without two interacting elements: an ever- growing and stronger centralized state, and the 
resources to finance its activities and public investment directly and indirectly through stronger tax systems 
and compliance. 

“Taxes are what you pay for a civilized society,” stated US Supreme Court Justice Oliver Wendell Holmes in 1927. 
Time has shown that “civilized” means better lives and livelihoods for people where there is a solid tax base 
and collection – a necessary although insufficient condition for a society where people feel safe, heard, and 
participant in the decisions of the nation. The advances in specific indicators of development described in the 
previous paragraph have evolved hand in hand with a greater ability of states to generate revenue. During the 
20th century the world experienced a quiet revolution as the share of public expenditure increased dramatically. 
The Organisation for Economic Co-operation and Development (OECD) has documented this rapid growth: In 
1900 the range of public social expenditure as percentage of GDP was 1-0 percent; a century later the range was 
27-14 percent, mostly driven by increases in health and education. 
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The effects of public spending on the wellbeing of people are obvious, and the increase in different indicators 
attests to that. There is no better alternative for compensating and redistributing outcomes and opportunities 
of public expenditure, either through predistributive policies such as high-quality basic education systems, 
or redistributive policies such as expanded social protection and unemployment insurance. Several countries 
have achieved lower levels of inequality through more equal distribution of income before taxes and transfers 
(e.g., Iceland); via better investment on health, education, and an overall levelling of the playing field; or 
though larger redistribution via taxes and transfers (Portugal or Ireland).
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Reduction in inequality after taxes and transfers.
OECD countries, 2018 or latest.
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Taxation is also closely related to social cohesion, for better or worse. In societies with a high level of social 
cohesion, the State is perceived as a vehicle of inclusion and provision of protection and services.4 On the 
other hand, low levels of cohesion are correlated with low levels of trust and legitimacy—a sort of “every 
person for themselves” mentality. This condition is pervasive in countries with high levels of social exclusion, 
which appears as a primary source of distrust among different groups in a society. The literature on growth 
and diversity shows a negative correlation between ethnic diversity and economic growth, but a recent study5 
has shown that this correlation is initially generated by the exclusion of disadvantaged groups who have been 
on the short end of the institutional and economic setup. 

Examples of the negative dynamic between low levels of social cohesion, poor State legitimacy, and 
exclusionary institutions are abundant. Latin America institutions have historically discriminated against 
indigenous populations: indigenous communities are excluded from public investment projects, the quality of 
public schools in indigenous communities is consistently lower and the unchecked rule of strong-men is rife. 
All of these elements indicate social, economic, and political exclusion, which in turns hampers elements of 
trust across people, as well as the legitimacy of the State.6

This dynamic is also present in high- income countries with historically discriminated groups. In the United States 
the cost is highlighted by a recent book by Heather McGhee, “The Sum of Us: What Racism Costs Everyone 
and How We Can Prosper Together.” McGhee7 argues that public policies benefitting everyone in the US were 
unpopular if their benefits were relatively greater for certain groups, in particular African Americans. McGhee 
uses the specific examples of drained public pools—a service financed with taxes—following racial integration.   
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General government spending as percent of GDP 
and change in GINI for selected OECD countries

Source: OECD - Created with Datawrapper
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Reducing horizontal and vertical inequalities requires conscious public policies, which in turn require resources. 
Taxation is the basis for a functioning state and more developed and equal societies. The development of 
the state is closely linked to taxation, so much that Joseph Schumpeter wrote in his classic 1918 document 
The Crisis of the Tax State: “fiscal demands are the first sign of life of the modern state. This is why "tax" has 
so much to do with "state" that the expression "tax state" might almost be considered a pleonasm”. More 
recently, a 2016 IMF study detailed the conceptual and empirical linkages of state capacity (including legal, tax 
and administrative capabilities of the state) and economic growth. This same study finds that GDP per capita 
grows rapidly when the tax-to-GDP ratio reaches around 13 percent – and they establish the causality using 
regression discontinuity design. Once a country crosses this threshold, its GDP per capita will increase by 7.5% 
after ten years.8

Taxes have been paid since time immemorial: the Bible and the Quran mention them; in the 11th Century, 
within two decades after William the Conqueror finished the invasion of the British Isles, he commissioned 
the Domesday book, a massive survey of all agricultural land in Britain, with the purpose of levying a land 
tax. Historically, the most common cause of tax increase has been the need to finance wars – as mentioned 
above, Lincoln used the income tax to finance the Union Army during the US Civil War. But over time, this was 
met with specific demands for more representation. The history of political development in Western Europe 
shows that rulers gave up power to elites in exchange of fiscal resources to finance conflicts. This exchange 
was the root of balance of power between monarch and parliaments, increased voice in public issues by 
certain groups, and democratic progress over time.9 The idea of no taxation without parliamentary consent 
was a result of the Glorious Revolution in England. A few decades later, this idea transmuted into the rallying 
cry  of the American War of Independence “No Taxation without Representation”.  

And yet, despite the fact that taxes have been a mainstay in human history, it was (again) in the 20th Century 
that the world experienced a dramatic change in tax collection. The graph below shows the average rate of 
income and wealth tax in the 19th and 20th century.  The striking result is how tax collection through income 
and wealth taxes was almost non-existent 1900. Tax rates reached their peak in the aftermath of World War 
II, and have since declined steadily—a trend that partially motivates this paper—but are still well above the 
levels seen in the 1800s. 
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Average top rates of income and inheritance taxation
1800 - 2013

Source: Scheve and Stasavage (2016).
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The effects of taxation on development are manifold. The Cambridge economist Nicholas Kaldor explained10 
the centrality of taxes for development. In a seminal paper, he wrote “Irrespective of the prevailing ideology 
or the political color of particular governments, the economic and cultural development of a country requires 
the efficient and steadily expanding provision of a whole host of non-revenue-yielding services—education, 
health, communication systems, and so on, commonly known as infrastructure—which refer required to 
be financed out of government revenue.” But the importance of taxes goes well beyond obvious resource 
availability: they shape the way societies function politically, economically, and socially. Moreover, taxes serve 
as collateral for government debt, and a solid tax base and efficient tax administration allows governments to 
borrow at lower tax rates.  

Besley and Persson11 rethink some of Kaldor’s ideas and provide a framework to explain the relationship 
between economic development, the tax system, and political institutions.12 Besley and Persson understand 
the issue of taxation beyond its technical and economic aspects and recover the centrality of political economy: 
tax systems are also closely intertwined with political structures. By including political institutions, Besley and 
Persson recognize that issues of distribution of power within a society, reflected in the tax system and political 
institutions, as central to economic development and the evolution of institutions. 

This idea is rather important, as tax reforms and policies to increase tax compliance have mostly focused 
on the technical and administrative side of tax systems (e.g., issues of size of the tax administration, legal 
enforcement, and stronger and more efficient bureaucracies). All of these elements, and others, are vital for 
tax collection. But they quite often ignore the political economy and non-rational elements that motivate 
voluntary payment of taxes.  

3. The political relationship between citizen and State
Additional financial resources enable the state to provide goods and services for the community. Beyond the 
benefits of additional public finance, paying taxes also creates a bond between citizen and state. This more 
sophisticated relationship mediated through taxes creates what some authors have called “tax bargaining.” 
In a recent paper, Weigel13 describes the nature of this negotiation: citizens can demand more public goods 
and more participation in the decision making when the state solicits taxes from them. Historical accounts, 
detailed by Bates and Lien,14 indicate that people have asked for better governance before they actually paid 
taxes. Otherwise, their bargaining power disappeared.

The basic exchange between citizens and the state is captured in the idea of a “social contract,” which was 
the basis of the transition from feudalism to modern nation-states. The political philosophers who developed 
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the theory of a social contract (Hobbes, Locke, and Rousseau) in the 17th century had different points of 
departure in their understanding of basic human nature, but they reached the conclusion that voluntary—or 
self-interested—participation of people in a political arrangement (the state) could be exchanged for basic 
security. The state in turn could impose laws over the people under the same contract—including taxation. 

Although the idea of a social contract is rather important in political theory and philosophy, it is not without 
criticisms, especially in light of new anthropological evidence. Fukuyama15 has detailed how the “state of 
nature” of humans never saw individuals but rather small groups of related people; and that even in its most 
basic forms, social organization is a type of “reciprocal altruism.” Yet, the social contract theories, developed 
without access to evidence we now have, has been extensively used to explore sources of state legitimacy, 
and is thus still useful.

Despite the criticisms around social contract theory, the idea of exchange is an important one, especially 
where taxes are concerned. Other authors have used the idea of “Psychological Tax Contracts. According to 
Feld and Frey “tax compliance is driven by a psychological tax contract between citizens and tax authorities. 
For that contract to be upheld, incentives like rewards or punishment need to be provided, but loyalties and 
emotional ties that go well beyond transac- tional exchanges must be considered additionally. These bonds 
between taxpayers and the state provide for the core of individual tax morale and thus positively affect tax 
compliance.”16 

The idea of psychological tax contracts is less demanding than the idea of a social contract: the link between 
citizens and taxes is a direct one, and the resulting exchange is much easier to understand. 

Very importantly, recent authors have argued that motivations for paying taxes go beyond legal obligations 
but include moral ones as well. In the words of Gribnau and Dijkstra,17 “Paying taxes is a moral obligation 
owed to the community by its members for the purpose of enhancing one’s own liberty as well as the liberty 
of others (horizontal reciprocal relationship). Taxes are a contribution to the expense incurred by meeting 
collective needs.”18 Summarizing their view: when paying taxes, people feel a legal obligation to the State—
but a moral obligation to society. This idea provides an opportunity to explore the concept of “tax morale” and 
its determinants in the next section.

4. Tax Morale, Trust and Fairness
Paying taxes involves legal and moral obligations. Economists have studied for some time the reasons why 
people actually pay taxes. The standard economic model for tax compliance assumes a cost-benefit calculation 
where someone balances the cost of being caught cheating the tax systems versus the benefit of keeping 
some money hidden from the tax authorities.19 Yet there are other important reasons why people pay taxes 
that are not captured by a purely rational calculation. There is evidence of a “puzzle of tax compliance”: the 
fact that tax collection is higher than predicted by the traditional model. In other words, deterrence is too low 
to explain the levels of compliance.20

The reasons why people pay taxes beyond the calculations of a homo economicus have been dubbed “tax 
morale” and has also been called “voluntary tax compliance”. The most recent approach for tax morale comes 
from Luttmer & Singhal.21 These authors indicate that tax morale is “shorthand for any such nonpecuniary 
factors as well as deviations from expected utility maximization” and, based on behavioral models, indicates a 
catalogue of different reasons: reciprocity, culture, information, and peer pressure.

Two elements in the diverse discussion on tax morale (and tax reform) receive more attention than others: 
trust and fairness. Most often, authors argue that fairness. Most often, authors argue that issues of fairness 
is a precondition for trust in authorities and voluntary tax compliance. The process leading from fairness 
(and perception of fairness) to trust has been called “procedural justice”—in other words, how authorities 
(representing the state) treat taxpayers following fair and transparent procedures consistent with commonly 
agreed rules.22 Other authors have tried to disentangle what fairness means in a tax regime, mostly focusing 
on four elements: general fairness and distribution of tax burden; exchange with government; taxes on the 
wealthy; and progressivity of tax rates.23
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One of the challenges in using trust and fairness as direct determinants of tax morale is that there are, 
in turn, many determinants of trust and fairness. To complicate matters further, these different elements 
interact with each other. To simplify, in the following pages I will focus on issues of fairness and trust and 
provide a basic understanding of each in the context of taxation. It should be considered, though, that 
the relationship between trust and fairness, and their underlying dimensions is a dynamic and mutually 
reinforcing one.  

4.1 Trust and the mechanisms of corruption, transparency and reciprocity
The literature on trust and governance is clear about the importance of trust in well-administered societies, 
as legislation and enforcement alone cannot ensure the functioning of markets, the security of people, and 
collaboration among citizens. In previous paragraphs I have explored the concept of social contract as the basis 
of a relationship, mediated through taxes, between citizens and the state. In fact, one of the early theorists of 
social contract theory, John Lock, argued that in the foundations of that formal relationship was trust. In his 
own words "Political power is that power, which every man having in the state of nature, has given up into the 
hands of society, and therein to the governors, whom the society hath set over itself, with this express or tacit 
trust, that it shall be employed for their good, and the preservation of their property."

But what determines trust? Since it involves at least two parties and the connection between them, trust is 
created by three elements: trustworthiness of the recipient; the information at hand from the provider; and 
the actual (expected and observed) results of the relationship. In terms of taxation, this could be mapped into 
honesty and lack of corruption by the government; accountability and transparency on the use of taxes; and 
issues of efficiency and reciprocity.

The empirical literature on trust and taxes uses surveys with questions about how much people trust institutions 
(vertical trust) and how much people trust each other. Other authors make the distinction between trust in 
input organizations (those with executive and legislative mandate) and trust in output organizations (those 
with the mandate to deliver public services), which suggests that when it comes to trusting the state, people 
don´t have monolithic views about different parts of the public administration. 

There is a consistent result that vertical trust improves voluntary tax compliance. A recent document uses 
date from the World Values Survey and Freedom House from ninety-two countries over thirty years. These 
authors conclude that trust improves tax morale (consistent with other studies). Interestingly, their findings 
also reveal that trust in public organizations in charge of delivering public goods and services is more important 
than other trust in other branches of government.24  An older survey by the OECD25 similarly also found that 
tax morale is higher when people trust their government, and also when they believe in democracy and have 
a stronger preference for redistributive policies. 

4.1.1 Corruption and trustworthiness
The issue of corruption and perception of corruption is gaining increasing interest. The obvious reason is that 
tax authorities are uniquely placed to misappropriate public funds. The negative consequences, beyond the 
loss of revenue, include the loss of legitimacy by the state, distortions in prices, and in some cases increased 
social tensions among groups.

Recent empirical work has shed light on the topic: Transparency International26 has documented the extent 
of corruption in tax systems in sub-Saharan Africa. According to them “Corruption in tax administration in 
Africa remains a fundamental barrier to effective and fair taxation and to building trust between government 
and citizens.” Their results show that more than half of respondents to surveys and who interacted with tax 
authorities reported some sort of corruption, which can take many forms, detailed below:

-	 Bribery: Illegal payments to tax/custom officials to reduce taxation or to be granted tax exemptions, 
licenses, and clearances. 

-	 Revenue fraud: The undervaluation or under- declaration of goods. 

-	 Embezzlement: The dishonest and illegal appropriation of public funds for personal enrichment.  
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-	 Extortion: The abuse of power to extort illicit payments from tax-payers. 

-	 Patronage/nepotism: The use of influence to help his/her kin and community of origin. 

-	 Regulatory capture: The undue influence that well-connected companies exercise on laws and regulations. 

What are the preconditions for a corrupt tax system? Many of the causes relate to state capacity, while others 
relate to societal values. Purohit identifies the complexity of tax laws discretionary power of tax officials, 
lack of monitoring and supervision, political leadership, unwillingness to pay taxes.27 The issue of corrupt tax 
authorities is then a profound catch-22 problem where the lack of state capacity to simplify, monitor, and 
punish wrongdoers limits public revenue, which in turn leads to state weakness.    

To change this pervasive dynamic, it is important to understand the mechanisms of trustworthiness. A recent 
paper by the World Bank28 collected information in fifty countries via an online survey. A total of 65,000 
people responded the survey. The authors then asked a series of questions about anti-corruption efforts and 
participation on expenditure. The results show that anti-corruption efforts have a higher impact on tax morale. 
This finding does not, however, relate necessarily to the trustworthiness of government, but more to an issue 
of fairness: questions asked were about consequences of the use of funds. Specifically, the treatments on 
anticorruption ask the questions:

When government money is misused, it is very important to find and punish those responsible. Your 
government has a national agency, the [AGENCY NAME] comment that helps to punish the misuse of 
government funds 

And 

The [AGENCY NAME] has investigated many cases of government corruption. Many people who misuse 
government funds have been punished. Do you think it is good to have an agency that investigates 
government corruption?       

The way these questions are posed relates to the idea of “retributive justice” described above. This distinction 
is important because what seem to matter is the punishment and indicates the overlap between building trust 
and creating a sense of fairness.

In a different study29 in four sub-Saharan countries – Kenya, South Africa, Tanzania, and Uganda, the authors 
use data from the Afrobarometer to identify which factors affect the willingness to pay. Corruption is an 
important predictor in South Africa and Uganda, where corruption of tax officials reduces the probability of 
tax compliant attitude by 6% and 4% respectively. 

Another paper also using data from Afrobarometer30 looks at the question of corruption and willingness 
to pay taxes in twenty-nine Sub-Saharan African countries from experiences on petty corruption. The most 
interesting element in this study is the statistical exercise where the authors try to disentangle direct and 
mediated effects of corruption on tax morale. This is noteworthy because it suggests that the sequence of 
mechanisms is important, and any policy design will thus also need to take into account the steps needed to 
rebuild trust once corruption has been experienced. In their words “Corruption experiences may then not only 
have direct effects but also indirect effects on tax morale, mediated through reduced levels of confidence in 
the tax authorities.” The authors find that both direct (lower tax morale when having paid bribes) and indirect 
effects (lower tax morale because of lower trust in government after having paid bribes) are significant. The 
indirect effects, unsurprisingly, are smaller. 
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4.1.2 Transparency and information 
Flow of clear information and transparency represent another pillar for the generation of trust in governments. 
As said above, this goes beyond the formal design of transparency institutes and involves levels of education, 
media, and easily understandable information. In several of the empirical studies there is a relationship 
between better informed citizens and tax compliance. The OECD31 finds that more educated societies have 
higher scrutiny of how taxes are used through the awareness on the relationship between taxes and public 
services. A study in Indonesia32 found that media coverage is rather important in the perception of corruption 
and the willingness to pay taxes. 

Clear communication from authorities, along with public relations efforts in favor of taxation, is often 
neglected. The result of this poor dissemination of information is that people know very little about the tax 
system, and create misconceptions that can adversely affect policy and potential policy change. A recent study 
in Mexico33 found that people across the full distribution of income over-estimate the taxes they pay and thus 
have the desire to pay less. 

An alternative is to use the insights in marketing literature to enhance the flow of information and general 
exchange. It´s important to note that whenever this approach is used in the context of taxation it should 
not replace elements of enforcement and administrative quality but complement them. A survey of the 
literature34 and suggest the marketing tactics that can be used to increase fiscal compliance: these include 
value-for-money; improving the state´s image, and the role of opinion leaders. 

Another option is to focus on nudging strategies – although the evidence on their effectiveness is mixed. An 
experiment with positive results35 was conducted in the UK, where sending letters on social norms (how many 
people actually pay their taxes) and public goods (how taxes finance the NHS, roads and schools) increased 
tax compliance, generated additional revenue for the HMRS and was cost free. 

Crucially, a badly-designed nudge could have negative impact on tax morale if the information presented 
provides a justification to not pay; e.g., if the compliance rate is low and the nudge is sent to people who do 
actually comply with their payments.36

Transparency perception index and tax revenue 
(as percentage of GDP) for selected countries in 2018

Source: OECD and Our World in Data - Created with Datawrapper
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4.1.3 Reciprocity
Communication and marketing need to be backed up by actual services and public goods, otherwise their 
effect is limited and short-lived. The issue of reciprocity – the underlying exchange of public goods in return 
to taxes – has been widely studied. An important characteristic of reciprocity is that it deviates from expected 
self-interested behaviour: 

In the case of taxes, one could say that the individual would be willing to pay more taxes to the extent that the use 
of these resources by the State is beneficial for him and for society as a whole. The departure from self-interested 
behavior is clear, since the individual’s contribution to the government’s budget is negligible and thus cannot expect to 
make a difference in the amount of goods and services received. Thus, reciprocal behavior is altruistic, but conditional 
on receiving satisfactory goods and services from the State.

––Daniel Ortega, Lucas Ronconi, and Pablo Sanguineti41 

There is evidence that reciprocity I countries in a diversity of countries, across income groups and geographical 
zones. The OECD 2013 finds that satisfaction with public expenditures and services such as health, education, 
water and sanitation increase the voluntary payment of taxes. Ortega37 find that the issue of reciprocity is 
important in cities like Rio de Janeiro and Cordoba – although this effect doesn´t exist in other cities in their 
study. Local governance – or the issue of reciprocity at the local level - is important because people are closer 
to the benefits of the exchange with authorities. A study in four sub-Saharan African countries found that 
“individuals who are more satisfied with public service provision are more likely to have a tax compliant 
attitude in all the four countries.”. Another study in Germany38 found that when people were shown the 
statement “With these foregone earnings, the German government could raise its expenditures for education 
by about 50 percent,” tax morale increased significantly. 

4.2 Fairness and three types of justice: distributive, procedural, and retributive
An early consensus of the empirical literature on tax fairness found four basic dimensions that matter to 
people: how the tax burden is distributed; what people get in exchange for paying taxes; how much taxes are 
paid by the wealthy; and how progressive the tax system is (Gerbing, 1988, as cited in Wenzel, 2002). But as 
Wenzel suggest, identifying the dimensions using only empirical methods will be incomplete as the results 
will depend on the data analyzed. To complement the empirical findings, social psychologists have used three 
theoretical concepts of justice: Distributive justice (or fairness in the distribution of resources and outcomes); 
procedural justice (fairness in the process determining the distribution); and retributive justice (fairness in 
social penalties and reactions when someone breaks social rules).

These three elements of justice have implications for tax compliance which go beyond a thorough review 
of the literature here. It is important, however, to understand the role of these three mechanisms in policy 
options when focusing on tax compliance or tax reform: the outcomes matter, the processes matter, and 
the consequences of not playing by the rules matter. These elements of justice are broad enough to provide 
information in different contexts.

For instance, in his historical survey of fiscal fairness of the US and Europe, Scheve and Stasavage39 make 
the argument that historical support for higher income and wealth taxes on the rich depend on the belief 
that people are treated as equals (a basic element of fairness) by the state. In their words “When citizens 
think about taxing the rich, they think not just about whether the rich have been lucky, but more specifically 
about whether the rich were lucky to receive privileges awarded by the state” (p.210). The authors called 
this the “compensatory argument” and the logic is that higher tax rates for the right hand of the distribution 
will be more palatable and broadly demanded if there is a common perception that they, the rich, have 
received a larger share of benefits by public decision. A clear example is how massive military mobilization 
and conscription during the World Wars created the pressure for “conscription of wealth” – with the resulting 
higher income and wealth taxes - as societies saw the burdens of war falling disproportionally on the mass of 
the population through forced military service, and how war economies benefitted already wealthy sectors of 
the population. The resulting question is how can compensatory arguments be developed in times of peace 
to ensure changes in tax regimes where people with higher incomes pay more taxes?
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4.2.1 Progressive justice 
The most obvious element of justice and taxation is the issue of progressivity. However, the issue is not as 
simple as it seems, as Steven Weisman40 argues in his book on the history of income tax in the United States. 
Tax compliance and reform, Weisman asserts, are heavily influenced by two powerful underlying sentiments: 
the sentiment of justice and the sentiment of virtue. Weisman claims that taxing people according to their 
ability to pay underscores the idea of social justice in the allocation of rewards (mediated by the state) and 
sacrifice in society. Whereas the idea of virtue supports the perception that wealth is the result of hard work, 
ingenuity and talent. Support and opposition to progressive taxation (such as an income tax) will depend on 
the prevalent views on justice and virtue on a given society.

Progressivity of the tax system is also related to the different taxes collected in a given society. The figure below 
shows that higher levels of development are associated with more progressive tax systems, while middle- and 
low-income countries rely more on direct taxes such as the VAT, which are generally regressive, for a larger 
share of their public resources. VAT are easier to collect and their prominence in lower income countries is 
partially explained by the administrative capacity of these countries, but also by the typically lower trust in 
the governments.

Tax structures averages for the OECD, 
Africa and Latin American countries in 2018
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4.2.2. Procedural Justice 
People also care about process. The idea that justice involves process and not only outcomes is well-established 
and tax justice is no different. Studies in procedural justice consistently show that people who perceive they 
have been treated fairly will be more inclined to accept decisions and comply with rules. This compliance 
behavior is mediated by people´s emotion. The lesson from these studies is that policies that elicit negative 
emotions from the outset (generated by the perception of unfairness) will have a harder time meeting their 
objectives.42 The sequence in policy design matters: in Australia, a study shows that tax authorities lost 
legitimacy when they opted to use sanctions or punishments as their first option: using sanctions as the 
primary course of action was perceived as being procedurally unfair.43
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Another study in Australia found that when people feel they have been treated fairly by the tax authority (and 
procedurally fair decision rules are employed), their sense of deference to authority increases while their sense 
of defiance falls. Moreover, these results come from a feeling of national identity: “receiving fair treatment 
and fair decision making processes communicate identity relevant information regarding peoples’ status within 
the group (i.e., respect) as well as the status of the group (i.e., pride). These identity judgments, in turn, affect 
motivational postures of deference positively and those of defiance negatively”44 This result suggests that 
procedural fairness is correlated to issues of social cohesion, as discussed above. 

The evidence on participatory budgeting and voice in levels and use of taxes support this. In the study 
described above using data from an online survey in fifty countries,45 there is strong evidence that tax morale 
increases when citizens are participants in the design of government´s expenditure priorities. A study in 
Brazil46 tested the impact of two interventions (policy management councils and participatory budgeting 
programs) and found that both had positive effects on tax collection at the municipal level. The participatory 
approach not only is perceived as fair, but also increases trust in government: designed “to engage citizens, 
increase transparency, and improve governance.” Studies in laboratories also suggest the importance of 
procedural justice. For example, during laboratory experiments, people willingness to pay for the same policy 
increase when they agree on such policy through voting, as opposed to a decision from above. Even more, 
their compliance is greater when the vote indicates a clear group consensus.47

4.2.3 Retributive justice 
Finally, there is the issue of retributive/restorative justice. The intuition behind this is simple paying taxes is 
costly and unpunished free-riders generate a sense of unfairness. Actions undertaken after someone breaks the 
rules have two possible objectives: 1.) change behavior through punishment, and 2.) restore a sense of justice48 
When it comes to tax compliance and breaking the law—either through tax evasion or tax avoidance—it can be 
difficult to distinguish what is what. Moreover, issues of retributive justice in tax compliance have not been as 
closely studied as the other two elements of justice.49 Some of the scant evidence suggest that tax compliance 
increases when there is a perception that tax authorities can detect and punish the evaders50 and, on the other 
side, positive effects can be observed when there are rewards for those who pay in time and form.51 And more 
recent evidence was quickly described above52 find that when presented with the idea of retribution, citizens of 
50 increased, on average, their willingness to pay taxes.  

What can be gleaned is that issues of retributive justice are closely associated with impunity and the Rule 
of Law. Countries with high levels of impunity and weak Rule of Law will find it hard to punish tax evasion 
and thus, over time, this can foster a sense of unfairness for those who actually pay. This is another catch-22 
situation, as investments in Rule of Law and justice systems need public resources and their weakness can in 
turn limit the ability of the state to generate said resources.  



Page 17

The Way We Voluntarily Pay Taxes

4.3 A framework 
The six elements outlined above interplay with each other which explains why the literature on tax morale is 
not conclusive or organized about the mechanisms and interventions that enhance voluntary tax compliance. 
For instance, a framework proposed by the World Bank Group, “Innovations in Tax Compliance,” assumes that 
trust is mediated by fairness, equity, reciprocity, and accountability.53 A recent survey of the literature54 identified 
five “classical” mechanisms: intrinsic motivation; reciprocity; peer effects and social influences; long-run cultural 
factors; and information imperfections. In short, tax morale literature incorporates several common dimensions 
across different authors, but there is wide variation about the levels and hierarchy among them. 

Accordingly, one of the objectives of this paper is to systematize and organize the channels and interventions 
around the six mechanisms underpinning two overarching dimensions, trust and fairness. This will enable 
identification of the pressure and entry points in different policy contexts: in country X, for example, it might be 
easier to start with an anticorruption campaign if corruption is high in the minds of citizens-voters.

In this paper, I suggest an alternative framework that channels tax morale via trust and fairness directly, and 
corruption, reciprocity and other mechanisms indirectly. This framework could then be tested empirically 
but that task is beyond the scope of this paper. I will focus on what the literature says about the connections, 
correlations and possible policy actions. 
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Interestingly, the effects of corruption and its relationship with basic perceptions of fairness and trust have 
not been deeply studied. This is more puzzling given the relevance of corruption in developing countries. 
Corruption is linked to at least three of the elements of this framework: trustworthiness; transparency/
accountability; and retributive justice. This means that in the intersection between trust and fairness showed 
in the diagram the common element is administrative and public honesty. 

Recent evidence supports the link between corruption—or its absence—and trust in government. The 
TrustLab, an initiative from the OECD that “combines cutting-edge techniques drawn from behavioral science 
and experimental economics with an extensive survey on the policy and contextual determinants of trust in others 
and trust in institutions, administered to representative samples of participants” found that the perceptions of 
government integrity is the strongest determinant of trust in a study of six highly developed countries (France, 
Germany, Italy, South Korea, Slovenia and the United States). More specifically, the most important determinants 
of self-reported trust in government were, in descending order: perception of high-level corruption; government 
reliability (e.g., whether a government will react in an emergency); and government responsiveness (e.g., 
responding to citizens complains about public services).55
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Corruption, or perception of corruption, also creates a sense of injustice, especially if it goes unpunished. The 
idea that civil servants taking advantage of their position for their (or their families) personal can generate 
dep emotions in people. A recent study in China using the three elements of justice (distributive, procedural 
and retributive) found that citizens have a preference for political leaders who are able to punish corruption 
and malfeasance within the government. Their evidence also suggests that anticorruption campaigns 
that do not result in punishment backfire and are considered “cheap talk.” The authors conclude that “. . . 
concerns about retributive justice have as much or more influence than concerns about procedural justice 
and distributive justice.”56
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4.4 Practical Considerations: Understanding the Context, Implementation,  
and Sequencing
There is a growing literature on exploring the voluntary elements of tax compliance. Empirical literature on 
the six elements which, according to the framework in this paper, determine trust and fairness is inconclusive; 
this is likely a consequence of the variety of concepts and potential interventions, the way these concepts are 
communicated, and also the fact that these elements depend enormously on context (transparency does not 
mean the same for people in the same city, let alone the same country, for instance).57

Many of these new studies move away from the canonical cost-benefit model by Allingham and Sandmo 
described above. There are several reasons why this is so: first, the advances in behavioral theory and linkages 
between the disciplines of psychology and economics. Second, a growing use of tax related data for research 
and policy design purpose – famously, Piketty and coauthors used historical administrative tax records to map 
out the distribution of top incomes. These sources of information are complemented by the rapid growth and 
systematization of indirect data (such as electricity consumption, luminosity, currency movements and the 
like) that are part of the big data revolution.58 Third, the growing collaboration between tax administrators 
and researchers in which both parties win: researchers gain access to hitherto unpublished data, and tax 
authorities get brain power to design and test innovative policies. Pomeranz and Vila Belda59 describe in 
length how these collaborations take place.  

Despite all these advances, there is still so much to do when it comes to understand the drivers and the 
sequencing of voluntary tax compliance. In terms of context, as Alm60 indicates, taxpayers are part of a social 
compact. Their behavior therefore depends on their moral values and those of their peers, as well as the 
perception of the overall strength of the tax and public administrations, the state, and the overall cohesion 
across society. Thus, the use of surveys to understand the basic attitudes toward taxes at a given point in 
time before designing policy is of paramount importance. The Pew Research Center, for instance, conducted 
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a survey with the main question asking to identify what bothers Americans about the federal tax system. The 
results indicate the importance in the US in recent years of paying fair shares. Notably “62% say they are 
bothered “a lot” by the feeling that some corporations don’t pay their fair share of taxes, and 60% say the same 
about some wealthy people not paying their fair share.”61 Despite the importance of these surveys, they should 
nevertheless be used with caution: evidence shows that attitudes are poorly correlated with actual behavior. 
But it is safe to assume that the behavior of a taxpayer with a positive attitude toward taxes will be easier to 
change than that of a taxpayer with a deep hatred for taxation. The issue of corruption and taxation is one of 
equilibrium, or lack thereof: the balance between citizens and the State does not exist when citizens provide 
the State with resources and then the administration is corrupt or permits corruption to be unpunished. 

Where to start with the implementation? The issue of sequencing (which intervention try first) is probably 
the most important policy question that arises from this paper. It is a complex one since compliance may 
be affected by a large number of factors in the specific intervention, such as timing, language and framing, 
complexity, and a large etcetera. Hallsworth et al.62 found that the way a policy is implemented (in their case, 
when a letter is sent) generates different results even when the policy is the same (everyone received a letter). 

In more general political development terms, Fukuyama63 has argued that the order of which of his three 
pillars of a modern society (Rule of Law, functioning state, and democratic accountability) develops first will 
lead to rather different political regimes. India, for instance, first developed its democratic accountability 
while the state remained weak; China on the other hand, developed a strong state rather early with poor 
democratic accountability. The political, economic, and social development are vastly different.

In terms of tax compliancy, the “slippery slope” approach suggests there are different routes, and thus different 
initial points, to increase tax collection: the first one travels through deterrence of tax evasion via audits 
and fines, and the second one relies on developing a trusting relationship between taxpayers and the State 
through the provision of services and a fair process.64 65 The “slippery slope” approach also assumes the two 
main dimensions are power (in the form of the ability of the state to enforce compliance) and trust (in form of 
willingness to pay by taxpayers). Many papers testing the empirical validity of the “slippery slope” model then 
test several different hypotheses with the combinations of high and low trust and power (e.g., high-high; high-
low; low-high; low-low) and the effect of these combinations on different elements of compliance (voluntary 
and enforced, for instance).

The “slippery slope” model is relevant for our discussion because it formalizes the (part of) relationship between 
context and compliance. A study conducted in 44 countries66 attempted to disentangle the effects of the 
different elements of this model. The authors randomly assigned the participants in the study to four different 
scenarios (with the four combinations described above). The results found that trust had the largest influence 
on voluntary tax compliance, and a combination of high power with lower trust decreased it. A total of 42 out 
of 44 countries saw an increase in voluntary tax compliance through trust. The authors conclusions in terms of 
policy recommendation are clear “Our results provide clear suggestions to governments in terms of appropriate 
strategies to improve compliance, while adapting them to national circumstances. In nations where trust and 
power are perceived as weak, disregarding taxpayers’ demands and expectations concerning assistance, equity, 
and welfare will result in evasion. However, providing support and services for taxpayers (e. g., fiscal incentives 
to run businesses, media facilities to monitor policy accountability and transparency, resources to voice a say in 
major decisions), while fighting free riders in a goal-directed manner may enhance compliance.”

The specifics of Portugal were presented in a different study.67 The findings are consistent with the more 
general study above comparing 44 countries. In the case of Portugal, participants were more likely to comply 
when they perceived the governments as trustworthy and fair. Going from low trust to high trust increased 
intended, voluntary and enforced compliance and reduced the likelihood of tax evasion. The authors conclude 
that “trust is essential and since corruption erodes trust, corruption must be addressed as a precondition”. 

The slippery slope approach addition to the literature is, in fact, the segmentation of taxpayers. Deterrence 
and enforcement, although necessary, can only achieve a certain level of tax collection, and at some level can 
backfire. Moreover, it requires sizeable investments in administrative capacity. Sequencing will depend on the 
context but the evidence of several studies testing the “slippery slope” approach indicates the importance of 
trust in all interventions. 
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5. Pathway to Voluntary Tax Compliance through Trust and Fairness 
Benjamin Franklin wrote, famously, “in this world, nothing is certain except death and taxes”. His dictum 
appears to imply that we, as citizens, cannot escape our obligations. But evidence shows that we actually 
pay more taxes that a pure rational model of enforcement would suggest; that our obligations go beyond the 
fear of legal consequences. Recent years have seen more interest in the academic discussion on what drives 
voluntary tax compliance, and although the evidence on the different drivers and interventions is mixed, there 
is clarity that a combination between trust in government and a sense of justice, mostly believing the different 
elements of taxation are fair – underlie tax compliance and support tax reform.

This paper has argued that a healthy tax collection is a precondition for progress. This implies not only increases 
in development indicators, such as life expectancy, education or income, but also a functioning state, and 
healthier political institutions. A government that can collect taxes is a government with a solid administration 
and, very importantly, with legitimacy based on the fact that citizens pay their taxes by a combination of 
laws and a sense of duty and belonging. This sense of duty and belonging can disappear quickly if taxpayers 
perceive corruption, widespread tax evasion, lack of information, or a perception of freeloading, among other 
elements. This paper has endeavored to provide a simplified framework connecting all these issues through 
the overarching dimensions of trust and fairness.

But how does a country then change its tax system? How does it go from low tax collection to levels that 
unleash dynamic progress? The first part of the answer is that context matters, and that all the elements 
will be related. But a policy aiming at increasing taxation or introducing new taxes will, by necessity, require 
detailed information on the views of its citizens toward the state and their relations with authorities, the tax 
level and progressivity of the tax system, the use of said taxes in public goods and services, and the honesty, 
transparency and participation of the process. This baseline information, if properly collected, will increase the 
chances of success and will also help identify the key entry points in this myriad of dimensions. That sounds 
more complicated than it is: it really requires a well-designed representative survey to learn what people think 
of their relationship with authorities and taxes, and discern the path of least resistance to change. 

And change is possible. The decades long history of the implementation of the income tax in the US is an 
illustrative example. First introduced during the Civil War by Abraham Lincoln to finance the Union Army, the 
tax income was then rescinded once the war was over. In 1890, when the financial crisis following the Panic 
of 1837 put pressure on public finances, the income tax resurged briefly alongside fierce debates in the US 
Congress. The debates utilized statistics about the concentration of income and wealth in the newly publish 
Census. These figures are not too different from the “killer facts” such as “the 85 richest people control more 
wealth than the bottom half of the world´s population” produced by Oxfam68 every year since 2014 around 
the World Economic Forum meeting. According to Weisman “[M]ost instructive to the House members were 
the findings of the Ways and Means Committee, which used census figures from 1891 to show that more 
than 13 million families had an assessed wealth of more than $62 million, of which the top 70 families were 
worth more than 2.6 million. A tiny handful of persons own over one-half of the wealth in the United States, 
while one-sixtieth owned over two-thirds of the wealth. On the lower end of the scale, the tables showed that 
three-quarters of American families were not worth more than $600 for all members.”69 These figures proved 
powerful debate props. 

Shortly after the 1890 debates, the new introduction of the income tax was declared unconstitutional by 
the US Supreme Court. Just a few decades later, the Constitution was amended (this would be the 16th 
Amendment of the US Constitution) to give way to income tax, and the resources needed to finance American 
troops in the First World War. 

Although the income tax became legal, more efforts were needed to convince the American people of its 
legitimacy. During World War Two, Donald Duck became a strong advocate of income tax in a propaganda film 
titled The New Spirit, produced by Walt Disney. Here are elements of the script:

“Radio Announcer: yes, there is a new spirit in America. The spirit of a free people united again in a 
common cause to stamp tyranny for the earth. Your whole country is mobilizing for total war. Your country 
needs you. Are you a patriotic American? Disposed to do your part? Then there’s something important you 
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can do. You won’t get a medal for doing it. It may mean a sacrifice on your part, but it will be a vital help 
to your country in this hour of need. Shall I tell you what it is? YOUR INCOME TAX. Yes, your income tax. It 
may not seen important to you, but it is important. It’s your privilege, not just your duty, but your privilege 
to help your government by paying your tax and paying it promptly.

-Donald Duck: What’s the big hurry?

-Radio Announcer: What’s the big hurry? Your country is at war. Your country needs taxes for guns. Taxes 
for ships. Taxes for democracy. Taxes to beat the axis.

Donald Duck shows himself excited about paying his taxes and goes for all his belongings.”

Time Magazine reports the film was a massive success. It screened to 26 million people, and according to a 
Gallup poll, 37 percent of people who saw the film increased their willingness to pay their income tax.70

The history of the income tax in the US illustrates how legal—even constitutional—attitudes have changed over 
decades. It also shows that it requires the work of lawyers, congresspeople, political leaders, and marketing 
experts (and also Donald Duck). The modern challenge is how to achieve this change in a shorter period of time. 

This paper provides a framework to systematically address that challenge. In terms of voluntary tax compliance, 
issues of fairness and trust are of paramount importance, as supported by the empirical literature. But trust 
and fairness are big concepts. It is necessary to disentangle the different elements that drive changes as 
perceived by citizens. The paper proposes six elements—three for trust, three for fairness—that can inform 
policy makers in their interventions. These six elements are: trustworthiness of the government, reciprocity, 
and transparency/accountability for trust, and three types of justice for fairness: distributive, procedural and 
retributive.

The issue of corruption requires particular attention, as it affects three of the six elements (trustworthiness, 
accountability, and retributive justice). The empirical literature shows a strong negative correlation between 
indicators of corruption (flawed as they are) and voluntary willingness to pay taxes. But context matters 
enormously as well as the sequencing of policies. Recent studies from the field of economic psychology, 
grouped around the “slippery slope” approach to tax compliance, shed some light on this. This approach 
suggests that trust of citizens and the power of the administration can influence compliance via voluntary 
desire to contribute (trust) and enforcement (power). The “slippery slope” also provides the opportunity to 
test several different hypotheses about which element is most important in which context, and where to start. 
Increasing trust is systematically found to be of paramount importance. In many countries, this would imply 
dealing with the issue of corruption first. 

Taxes are an unhappy subject, but they deserve a better reputation. A positive dynamic between the state and 
citizens can be generated through taxation by implementing it with intelligent investment of public resources 
in goods and services, discussion and accountability, and administrative capacity the results are better lives 
for more people, lower levels of income inequality (although not necessarily the eradication of exclusion 
of certain groups) and a stronger social compact. Building this positive dynamic, and making it sustainable, 
should be the priority of every government in the 21st Century.  
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