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What drives tax morale?

What do citizens, particularly those in developing countries, think about paying tax? Does
it matter? This study provides fresh analysis of public opinion surveys to examine what lies
behind citizens’ “tax morale” — their motivation to pay their taxes — other than their legal
obligation to do so.!

1. TAX AND DEVELOPMENT

Tax revenues provide governments with the funds they need to invest in development, relieve
poverty, deliver public services and build the physical and social infrastructure for long-term
growth. However, many developing countries face challenges in increasing their revenue from
domestic sources. These challenges include a small tax base, a large informal sector, weak
governance and administrative capacity, low levels of per capita income, domestic savings

and investment and possibly tax avoidance by elites. Some

countries, including half of those in sub-Saharan Africa, raise
less than 17% of their gross domestic product (GDP) in tax

revenues. This is the minimum level considered by the UN as
e Tax revenue provides a sustainable basis for necessary to achieve the Millennium Development Goals. By
development. way of comparison, OECD countries raise on average close
@ Tax revenue reduces aid dependency. to 35% of GDP in tax revenues.
@ Stable and predictable tax systems provide a key Developing countries and development partners  alike
platform for trade and investment. increasingly realise the importance of mobilising domestic
e A fair, transparent and credible tax system financial resources for development (Box 1.1). For example, the
promotes statebuilding by encouraging Doha Declaration on Financing for Development (2008) and
governments to be more accountable to the Busan Partnership for Effective Development Cooperation
their citizens. (2011) both encourage a greater role for domestic resources,
K J taxation in particular, in funding development.?

Although there is a strong correlation between the level of a country’s development and its tax
revenues, there are significant differences across countries at similar stages of development
(see Annex A). For example, why is it that while Jordan and Guatemala have very similar
levels of GDP per capita, tax revenues in Jordan are around 33% of GDP, while in Guatemala
revenues only amount to around 13% of GDP (almost half of the expected level given its GDP
per capita)? And why is it that the citizens of some countries are happy to pay their taxes
(e.g. practically all Ghana’s citizens), while others are not (e.g. most of Serbia’s)?
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WHAT DRIVES TAX MORALE?

htto://www.worldvaluessurvey.org/

N

The WVS is a global research project that explores people’s values and beliefs, how they change over time and what
social and political impact they have. It is carried out by a worldwide network of social scientists who, since 1981, have
conducted representative national surveys in almost 100 countries. The WVS is the only source of empirical data on
attitudes covering a majority of the world’s population (nearly 90%). The WVS is a useful data source because it asks
people “Do you justify cheating on taxes if you have a chance?”. It also asks “Do you justify claiming benefits you're not
entitled to?”, “How good would you say is having a democratic political system for governing your country?” and “How
much confidence do you have in the government (in your nation’s capital)?”

J

Research shows a significant correlation between tax morale
and tax compliance in both developing and developed coun-
tries. For example, tax morale is an important determinant
of the “shadow economy” and therefore has an impact on
tax evasion (Torgler, 2011). Thus, understanding better what
drives differences in tax morale across countries is a key
element in understanding differences in tax compliance. It
also offers a more “grassroots” perspective on tax systems
than administrative and quantitative measures, such as tax
to GDP ratio.®

What’s new about this research?

Research to date has identified a range of socioeconomic
and institutional factors that may influence people’s willing-
ness to pay taxes. A review of the literature (see Annex B)
confirmed the relevance of moving away from mechanistic
recommendations on tax administration, towards an analysis

of the relationship between tax morale in developing countries
and individual characteristics as well as satisfaction with and
trust in the government. It also revealed significant gaps and
unresolved debates on the factors underlying tax behaviour.

This report contributes fresh knowledge to help fill these
gaps and further the debates. It does so by analysing data
from global and regional public opinion surveys (bearing in
mind that attitudes expressed in public opinion surveys do
not necessarily predict actual behaviour, i.e. people do not
always do what they say they will do). It begins by drawing
a global picture of tax morale by identifying socioeconomic,
institutional and perceptional factors in data from the World
Values Survey (WVS). It then complements the global analysis
with more detailed regional information from three barometer
surveys (of Africa, Asia and Latin America). The report
concludes by highlighting some of the factors particularly

relevant for policy makers.
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limited size of the sample, using more detailed sub-regions would rend the exercise of little comparative value.
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2. WHAT FACTORS INFLUENCE TAX MORALE?
THE GLOBAL PICTURE

The World Values Survey provides data to help build a global
picture of tax morale (Box 2.1). For this report, data from the
latest WVS was used, which covered around 90 countries.
The analysis is based on answers to the question “do you
justify cheating on taxes if you have the chance?”, a ques-
tion to which 55 countries responded.* For this report,
these countries were grouped under regional headings (see
Table 2.1), enabling us to compare attitudes towards taxation
in different parts of the world.

Citizens’ responses to questions such as those in Box 2.1
reveal socioeconomic and institutional factors that may influ-
ence tax morale in each of the regions. A micro-econometric
analysis (see Annex C) allowed for an exploration of the links
between these factors and citizens’ justification for cheating
on taxes. The socioeconomic factors included marital status,
religion, gender, educational attainment, employment status,
economic status (self-reported), and economic problems
(whether the household can save and/or get by or whether it
needs to spend savings and/or borrow).

Institutional factors deal more directly with aspects of
government in general, which can explain how citizens
perceive how taxes are being spent and thus affect their
willingness to pay them. These factors include support for
democracy, trust in government, and preferences for redistri-
bution (.e. whether taxing the rich and subsidising the poor
is an essential characteristic of democracies).

What does this analysis tell us?

The analysis emphasises that understanding socioeconomic
factors and institutional factors matters in explaining people’s
tax morale (see Figure 2.1):

® Those who claim a faith or religious identity have
more positive attitudes towards paying taxes.

e \Women exhibit higher levels of tax morale than men.®

e Older people are less likely to justify cheating on
taxes than younger people.

@ More educated individuals have more positive
attitudes towards paying taxes.

e Part-time workers and the self-employed have
lower tax morale than full-time employees.

These results are perhaps expected as people with higher
education and formal employment are more likely to have a
deeper understanding of the role of taxation in the economy
and society. Full-time employees are more likely to have
income tax deducted by their employer.

WHAT DRIVES TAX MORALE?

FIGURE 2.1. Institutional and socioeconomic factors
associated with tax morale globally
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Note: % refers to the marginal effects of selected variables.
Source: OECD Secretariat - based on the World Values Survey database (2005).

This basic information can help to develop taxpayer profiles
to strengthen efforts to increase compliance. However,
the findings from the institutional factor analysis show that
public support for the government, its institutions and trans-
parency, may help to achieve greater tax compliance than
enforcement alone:

e Citizens who perceive democracy to be the best
system of government for their country tend to think
that cheating on taxes is unjustifiable.

e Individuals who express trust in their national
government display higher tax morale than those
who do not.

e Citizens who identify fiscal redistribution to be
an essential characteristic of democracy, i.e. who
think that governments should tax the rich to subsidise
the poor, also show higher tax morale
than those who do not.

® There is a strong correlation between individuals
with high tax morale and those who frown upon
claiming benefits they are not entitled to.
This correlation underscores the close relationship
between paying taxes, and the expectations people
have about the eventual use of taxes.
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WHAT DRIVES TAX MORALE?

FIGURE 2.2.

Regional differences in the effects of perceptions of institutions on tax morale (relative to North America

and Oceania)
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Notes: % refers to the marginal effects of selected variables, where 0% in the baseline of North America and Oceania.
‘Support for democracy’ refers to individuals who think democracy is the best political system for their country. ‘Trust in government’ asks individuals how much

confidence they have in the government of their country’s capital city.
Source: OECD Secretariat - based on the World Values Survey database (2005).

In this sense, feeling like a “valued customer”,
who is getting a decent service in return of payment,
could help explain these attitudes.

Figure 2.1 shows that greater support for democracy carries
the largest marginal effect among the various factors, with
people who feel positive about living in a democracy being
about 12 percentage points more likely to never justify tax
avoidance than those who do not like democracy as a
system. Older individuals and people with greater trust in
government also show less likelihood of evading taxes. While
education has a positive effect on tax morale, in terms of
magnitude, it is relatively small.
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Variations in tax morale across regions also emerge from the
analysis. Using North America and Oceania as a benchmark
for illustrative purposes, Figure 2.2 compares variations in
the strength of the effects of perceptions of institutions on
tax morale across various regions. For example, support
for democracy in Africa and Eastern Europe has a stronger
correlation with tax morale than in North America, while
trust in government in Asia and Africa has a weaker link.
However, looking at regions as a whole can mask significant
intra-regional variation. This highlights the importance of
more in-depth country-specific analysis — the subject of the
next section.



3. THE REGIONAL PICTURE

To better capture regional trends, data from three regional
public opinion surveys was analysed — Afrobarometer (2008),
AsiaBarometer (2005-2007) and Latinobarometro (2010).
As shown in Figures 3.1 to 3.3, the questions used in the
various surveys are not directly comparable. However, they
do capture trends within each region as well as variations
between countries.

Africa

Figure 3.1 presents the results for the question “the tax
department always has the right to make people pay taxes”,
ranked from 1-5, with 5 representing strong agreement with the
statement. This shows relatively high support for tax enforce-
ment in Africa, at least in principle, with more than two-thirds of
respondents in the whole sample agreeing with the statement,
though with significant variation between countries.

FIGURE 3.1.
People in Africa who agree that the tax department
always has the right to make people pay taxes
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Source: OECD Secretariat - based on the Afrobarometer database (2008).
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Latin America and the Caribbean

The Latinobarometro asks the same question as the WVS,
“do you justify cheating on taxes”, thereby allowing for
consideration of the issue of tax morale in a similar way.
Tax morale is generally high across Latin America and the
Caribbean but again with significant differences between
countries (Figure 3.2).

FIGURE 3.2.
People in Latin America who agree that tax evasion is
never justified
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Source: OECD Secretariat - based on the Latinobarémetro database (2010).
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FIGURE 3.3. Asia
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FIGURE 3.5.
Trust in government and willingness to pay tax in Asia
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FIGURE 3.6.
Perceptions of corruption and tax morale in Africa

4.5

(1-5, 5 = strongly agree)

The tax department always has the right to make people pay taxes

3
2.5 L________

0% 5% 10% 15% 20% 25% 30% 35% 35% 40%

All tax officials are corrupt
(% of respondents)

Source: OECD Secretariat - based on the Afrobarometer database (2008).

WHAT DRIVES TAX MORALE?

Education may therefore generate a double dividend,
through its intrinsic benefits as well as via the satisfaction with
its provision. The inverse of this is the “dissatisfied customer
relationship”, whereby greater dissatisfaction with public
services is linked to lower tax morale. Efforts to strengthen
citizens’ awareness of the relationship between tax revenues
and public expenditures may help to improve tax morale.

Trust in government

Citizens are more likely to perceive tax obligations more
favourably when their government is seen to be acting in a
trustworthy manner. In Asia, for example (Figure 3.5), trust
in government is associated with a demand for increased
spending. A government seen to be making good use of tax
revenue (@mong other factors) is associated with higher levels
of trust and tax morale. As mentioned above, this underlines
how clarifying the benefits between taxes and expenditures
can increase compliance.

Corruption

Data from the three regional surveys, but especially from
Africa (Figure 3.6), point to a possible relationship between
tax morale and the perception of corruption. There is some
evidence to suggest that tax evasion is associated with
perceptions of corruption in public institutions, particularly
amongst tax officials. Higher levels of tax morale are
reported when corruption is (perceived to be) under control.
This finding helps to clarify the link between corruption
and tax morale — an area with no consistent findings in the
literature to date. This reinforces the importance of making
transparency a priority. If tax reforms and public expenditures
are accompanied by increased transparency, tax morale and
compliance may be enhanced.

4. WHAT DOES THIS MEAN FOR POLICY?

Tax morale is at the heart of statebuilding and the citizen-
state relationship. This study has identified broad factors and
trends which appear to hold true across a range of countries
which differ in income levels and geography. This enables
us to identify the following potential areas where civil society,
business organisations and the international development
community could support the efforts of governments to
improve tax morale and tax compliance:

® Strengthen and clarify the links between reve-
nue and expenditure: Positive public perceptions
of government, public institutions and services
may increase tax compliance and revenues.

© OECD 7
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“Earmarking” (or hypothecating) revenues from
specific sources to specific expenditures is one way
governments have approached strengthening the
links between taxes and spending. While contro-
versial, some governments have decided that the
political benefits of this approach outweigh the eco-
nomic inefficiencies. For example, Ghana directs
its VAT revenue to health services. Donors can also
reinforce revenue and expenditure linkages in the
delivery of aid. For example, donor support for public
financial management (PFM) could better and more
consistently integrate revenue and expenditure
issues. In addition, direct public education cam-
paigns can also reinforce revenue and expenditure
linkages. Research including an OECD/International
Tax Compact report on aid modalities for supporting
tax systems notes that such campaigns can be an
efficient and effective way of building trust and in-
creasing public engagement (OECD, 2013)8 It is
relevant to note here that while there are concerns
to the contrary, a recent World Bank study (Sacks,
2012) finds that the provision of public services by
donors and nonstate actors can strengthen, rather
than undermine, the relationship between citizens
and the state.”

Build taxpayer profiles: analysing citizens’ attitudes
and perceptions towards tax issues would allow
countries to develop their own taxpayer profiles.
This could provide information on, for example
which groups of citizens are most resistant to
paying tax and which groups would be the most
easily convinced of the benefits of taxation. Insights
into the various socioeconomic and institutional
factors influencing tax morale can also inform the
efforts of revenue authorities, business and civil
society to develop and target taxpayer literacy and
education campaigns.

8 ©OECD

® Understand the informal sector better: taxing the
informal sector is a challenge for most developing
countries.® Efforts to better understand the profile
and perceptions of small traders, for example,
could help to engage them and establish a dialogue
on tax issues thereby contributing to a “culture of
compliance”. There are gender implications for the
taxation of this sector as well, given that women
disproportionately work informally, particularly in
developing countries.®

® Increase the transparency of tax policy making
and modernise tax administration procedures:
these measures would reduce opportunities for
corruption and improve the “taxpayer experience”.
Citizens’ perceptions of public officials, especially
tax officials, can influence attitudes towards
taxation (e.g. being asked or expected to pay
bribes).’® Simplifying tax regimes, and greater use
of information technology are ways to improve
tax morale and compliance. Particular attention
should be paid to experiences at the local level as it
is often here that coercion and corruption are most
prevalent.

® Align efforts in different areas to avoid negative
interactions among the drivers of compliance:"
the different factors that influence compliance
behaviour also influence each other. For example,
taxpayer perceptions that the revenue authority’s
approach is overly controlling can cause them to
not feel trusted by the revenue authority. This in
turn may call into question their trust of the revenue
authority itself, which may then reduce compliance.

The similarity of findings across regions suggests that
opportunities for sharing experiences could be mutually
beneficial. The OECD’s Task Force on Tax and Development
offers a forum in which such experiences can be usefully
shared.” Going forward, additional countries should be
included in the relevant surveys, more questions related to
issues affecting tax morale should be added and efforts
should be made to improve the comparability of questions
across the various surveys.'®
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(CEPR) Private Enterprise Development in Low Income
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Medium Enterprise (SME) Compliance Subgroup

(2010) Information Note Understanding and Influencing
Taxpayers’ Compliance Behaviour. http://www.oecd.org/
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The OECD’s Informal Task Force on Tax and
Development was created in January 2010 following the
Joint Meeting on Tax and Development between the
Committee on Fiscal Affairs (CFA) and the Development
Assistance Committee (DAC). Co-chaired by South
Africa and the Netherlands, the Task Force’s role is to
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globalrelationsintaxation/taxanddevelopment.htm

As a start, the International Centre for Tax and
Development (www.ICTD.ac) has commissioned the
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ANNEX A
FIGURE A.1.

Tax Effort Index in 2008
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ANNEX B
Brief Summary of the Literature

For seminal references on taxation in developing countries
see Newey and Stern (1987), Tanzi (1992), and Bird et al
(2008).! The existing literature on tax morale identifies a range
of socioeconomic and institutional factors that affect tax
morale.? In terms of the socioeconomic factors, those who
claim a faith or religious identity are more strongly associated
with positive attitudes towards paying taxes (Torgler, 2004 for
India; Daude and Melguizo, 2010 for Latin America). Middle-
aged and senior respondents justify less tax evasion (Torgler,
2005 for Asia; Hug and Sporri, 2011 for Eastern Europe;
Torgler, 2005; Gaviria, 2007, Daude and Melguizo, 2010 for
Latin America). By contrast, the literature is divided on the
effects of gender with up to half of the evidence contesting
the proposition that women have more positive attitudes to
taxation than men.?

Self-perceived economic situation, education and employ-
ment status also matter for tax morale. Individuals who are
satisfied with their financial position and do not report having
economic problems justify tax evasion less frequently.*
Educational attainment positively impacts tax morale in most
studies and regions. Most studies also show that the self-
employed exhibit lower tax morale than those employed by
others, while retirees report a significantly higher one than
those still active in the labour market (Torgler, 2004 for Asia
and Hug and Sporri, 2011 for Eastern Europe).

In terms of institutional factors, the literature identifies trust in
government and satisfaction with democracy and with public
services, health and education in particular, as influencing
tax morale.® Building fiscal legitimacy lies in the support of the
public for the government and this in turn can help achieve
greater results in terms of fiscal revenue more than compli-
ance alone. The enforcement of the tax code and overall trust
in the legal system are also correlated with higher levels of
tax morale (Levi and Sacks, 2009 for Africa), although some
studies find that the fear of being caught is not a significant
driver (Torgler, 2005 for Latin America). By contrast, the
perception of corruption exhibits no consistent results.
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ANNEX C

A Probit model was estimated on an individual basis with tax morale as the dependent variable and the various socioeconomic
and institutional factors as independent variables (see Table C.1). It is important to note that country coverage is limited and that
the results are interpreted as correlations, not causality.

(1) 2 (3) 4) (5) (6)
Religious 3.0% 2.7% 2.9% 3.4% 3.2% 2.7%
(0.004)*** (0.004)*** (0.004)*** (0.004)*** (0.005)*** (0.004)***
Female 3.3% 3.4% 3.3% 3.3% 3.6% 3.5%
(0.004)** (0.004)** (0.004)** (0.004)*** (0.004)*** (0.004)***
Age 0.2% 0.2% 0.2% 0.2% 0.2% 0.2%
(0.000)** (0.000)** (0.000)** (0.000)** (0.000)** (0.000)***
Educational Attainment 0.4% 0.4% 0.3% 0.5% 0.3% 0.2%
(0.001)* (0.001)** (0.001)** (0.001)*** (0.001)** (0.001)***
vis-a-vis Full-time employed:
Part-time employed -1.9% -1.8% -1.7% -1.9% -1.7% -1.7%
(0.007)*** (0.007)*** (0.007)** (0.007)** (0.008)** (0.007)**
Self-employed -1.5% -11% -1.3% -11% -0.6% -1.0%
(0.006)*** (0.006)* (0.006)** (0.006) -0.007 -0.007
Retired 2.7% 2.9% 2.7% 2.8% 3.0% 2.9%
(0.007)*** (0.007)*** (0.007)** (0.007)** (0.008)*** (0.007)*
Housewife -0.1% 0.1% 0.3% 0.0% 0.6% 0.5%
-0.006 -0.007 -0.006 -0.007 -0.008 -0.007
Student 0.3% 0.3% 0.2% 0.3% 0.2% 0.2%
(0.007) (0.007) (0.007) (0.008) (0.008) (0.008)
Unemployed -11% -1.2% -0.6% -11% -0.8% -0.7%
(0.006)* (0.006)* (0.006) (0.007) (0.007) (0.006)
Trust in Government 2.2% 1.7% 1.8%
(0.002)** (0.002)** (0.002)**
Support for Democracy 4.3% 4.3% 41%
(0.002)*** (0.003)*** (0.003)***
Redistributive Democracies 0.1% 0.1%
(0.001)** (0.001)
Observations 52,474 47,780 47,564 45,397 38,223 43,982

Notes: Marginal effects of a change in a single unit. Robust standard errors in parenthesis. *, **, *** denote significance at 10%, 5% and 1% respectively.
Regressions include country and marital status dummies not reported here. The dummy for full-time employment is omitted in the regressions.
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