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The tax system is a key formal institution with a
unique role in the social contract between people
and governments, as an essential source of revenue
for governments to fund public services and pro-
grammes that benefit the community. It also provides
an important entry point to explore how people en-
gage with institutions across different contexts and
the role of culture, beliefs, norms and perceptions in
determining issues such as compliance with policies.
This spotlight synthesizes findings from recent re-
search on determinants of tax compliance and eva-
sion, with a focus on developing countries.

Mobilizing domestic revenue is crucial for develop-
ing countries to achieve the Sustainable Development
Goals. However, tax evasion is a major challenge in
many countries. Research and policymakers have
generally focused on law-based compliance and the
role of formal rules and institutions such as audits
and penalties to reduce tax evasion—often referred
to as enforced compliance.! More recently, voluntary
compliance’—informal norms and beliefs motivating
taxpayers’ compliance, particularly trust and norms—
have received more attention.® Voluntary compli-
ance is likely to be particularly important in countries
where enforcement capacity is weak.* This spotlight
starts with a short theoretical background on how
a deeper understanding of trust and norms can en-
hance our understanding of voluntary compliance. It
then examines how these factors vary across different
contexts, taxpayers and tax bases and how these var-
iations affect voluntary compliance. The last section
discusses policy implications.

Deeper knowledge of trust and norms can
enhance our understanding of tax compliance

Trust (a person’s belief that another person or insti-
tution will act consistently with their expectations
of positive behaviour)® fosters social and economic

progress.® Theoretical work emphasizes the impor-
tance of trust in the government and in the tax ad-
ministration, as well as for voluntary tax compliance.
Kirchler, Hoelzl and Wahl (2008) develop a theoret-
ical framework in which trust in tax authorities and
the power of authorities are the main determinants of
tax compliance, where trust fosters voluntary compli-
ance and power leads to enforced compliance. When
taxpayers trust the tax administration and perceive it
as benevolent and working beneficially for the com-
mon good, taxpayers may feel obliged to adhere to
decisions, policies and rules, even in the absence of
powerful administration and enforcement.” Prichard
and others (2019) develop a conceptual framework
for tax reform and compliance that highlights four
key drivers of trust: fairness (the tax system is fairly
designed and administered), equity (burdens are eg-
uitably distributed and everyone pays their share),
reciprocity (tax revenue is used for public goods and
services) and accountability (governments are ac-
countable to taxpayers). While fairness and equity are
features of the tax system, reciprocity and accounta-
bility relate to broader governance issues. The equity
dimension entails that in addition to trust in the tax
authority, trust in fellow citizens may be an important
determinant of tax compliance.

Both personal and social norms have been argued
to be important determinants of tax compliance (table
S4.4.1).% Social norms may be important to tax compli-
ance because people care about how they are perceived
by others and the social sanctions and rewards associ-
ated with these perceptions® or because they want to
behave as others do. Importantly, personal and social
norms can be misaligned, and people may not always
act according to their own personal norms.® Several
studies have identified the phenomenon of pluralistic
ignorance, a situation in which most group members
personally reject a norm but believe that most others
accept it."! When pluralistic ignorance exists, providing
information about the views of others has been shown
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Table S4.41 Types of norms and examples

Personal norm or

attitude

(Moral norm)

Social norm

(“a rule of behavior such that individuals prefer to conform to it on the condition that they believe that (a) most people in their reference
network conform to it (empirical expectation), and (b) they ought to conform to it (normative expectation)”; Bicchieri 2016, p. 35)

Descriptive norm
(Empirical expectation)

Injunctive norm
(Normative expectation)

What | believe is
the right thing to do

What | believe others do

What | believe most people think | should do

Source: Bicchieri 2016; Cialdini, Kallgren and Reno 1991.

to change both tax behaviour'? and behaviour in other
areas.” Thus, to understand taxpayer behaviour, it is
important to identify and analyse the personal and so-
cial norms associated with tax compliance and to inves-
tigate the various factors that influence personal and
social norms. Differentiating between personal and so-
cial norms is a prerequisite for designing efficient pol-
icies to enhance desirable outcomes.* Empirically, a
large literature of field and lab experiments shows that
personal and social norms influence each other and
that both motivate behaviour but that social norms af-
fect behaviour more than personal norms do.

Trust and norms can vary across different
contexts and affect tax compliance

Tax compliance is challenging to measure because
individuals are typically trying to hide noncompliant
behaviour and attitudes.! Empirical investigations of
determinants of voluntary compliance have common-
ly used survey questions from large databases, such as
Afrobarometer and the World Values Survey, asking
respondents about their views of whether not paying
tax is wrong and punishable/justifiable or whether the
tax authority has the right to make people pay taxes
(figure S4.4.1).” In all countries the average respond-
ent thinks that not paying taxes on income is at least
“wrong, but understandable” and is closer to agreeing
than disagreeing with the statement that the tax au-
thority always has the right to make people pay taxes—
but there is substantial variation across countries.
Studies based on such survey measures show that
within countries voluntary compliance is positively
correlated with a stronger feeling of national identi-
ty,!® trust in the tax authority'® and perceived fairness
in how the government treats the respondent’s own
ethnic group,* which according to the framework of

Prichard and others (2019) is an important driver of
trust. Furthermore, there is a positive correlation be-
tween voluntary compliance and the perceived so-
cial norm for tax compliance, as well as satisfaction
with provision of public services.” However, there are
also substantial differences in correlates of voluntary
compliance among Kenya, United Republic of Tanza-
nia, Uganda and South Africa.?? While these studies
provide interesting insights into correlates of volun-
tary compliance, they do not offer causal evidence or
explanations for the mechanisms through which the
determinants affect voluntary compliance.

The weight of history in shaping
trust and norms today

To better understand the causal mechanisms behind
variations in voluntary compliance, one strand of the
literature studies the effect of historical roots and cul-
tural heritage on voluntary tax compliance.? Cultural
heritage is passed on from one generation to the next
and coupled with the country or ethnic group of ori-
gin. And it is well documented that it can affect peo-
ple’s trust in others—for instance, trust in people from
the same ethnic group or (dis)trust in people from
other ethnic groups, as well as trust in public institu-
tions.?* For instance, evidence suggests that trust is
an important causal mechanism in the negative re-
lationship between economic development today in
parts of Africa and the slave trade: individuals who
belong to ethnic groups that were more exposed to
slave trade are less trusting in their relatives, neigh-
bours, others of the same ethnicity and local govern-
ment.? Moreover, the individual variation in trust
in public institutions and neighbourhood caused by
differential exposure to the slave trade also explains
variations in voluntary tax compliance in several
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Figure S4.4.1 Most people in African countries think that not paying taxes on income is at least “wrong, but
understandable” and are closer to agreeing than to disagreeing that the tax authority always has the right to make
people pay taxes
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Note: The survey question for the left figure was “Please tell me whether the following is not wrong at all; wrong, but understandable; or wrong and punishable:
Not paying the taxes they owe on their income,” and the survey question for the right figure was “Please tell me whether you disagree or agree: The tax depart-
ment always has the right to make people pay taxes.”

Source: Based on the results of Afrobarometer Round 6, 2014/2015 (https://www.afrobarometer.org/, accessed 25 January 2024).

countries: more trusting individuals have a higher broader literature in institutional economics that his-
voluntary compliance.? tory can matter for present-day outcomes through
A study in Uganda finds that history also plays a the evolution and persistence of early institutions.?®

role in that people in historically centralized parts
of Uganda have mistrust towards the central gov-

ernment and public institutions but may be willing How trust and norms inform
to follow rules and pay taxes when they live in a set- challenges with tax compliance
ting with higher interpersonal trust.”” Trust affects

voluntary tax compliance, and trust is affected by
group heterogeneity shaped by history. Thus, histor-
ical events and organization of societies continue to
shape present voluntary tax compliance through trust
and social norms. This finding relates to results in the

Opportunities for tax evasion by
self-employed individuals

Self-employed professionals have more opportuni-
ties than salaried workers to minimize their reported
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incomes—because more of their income is self-re-
ported as opposed to reported by a third party*—and
are more likely to take advantage of these oppor-
tunities.’® Opportunities for tax evasion may affect
people’s voluntary tax compliance. Research shows
that self-employed individuals have less favourable
views on taxes and the tax authorities than other tax-
payers.®! Tax evasion is also found to be high among
many self-employed individuals.*?

Taxing the rich: Noble objectives,
unrealistic expectations?

Some studies argue that “the weakness of taxes on the
wealthy not only affects revenue but also risks under-
mining broader trust in the tax system and weakening

priority of their citizens

the social contract.”® Thus, it is argued, “taxing the
wealthy more effectively is critical not only to increas-
ing revenue, but also to building trust in the tax system,
thereby unlocking more sustained political support for
taxation and the achievement of longer-term gains.”
However, redistribution through taxation is not a sali-
ent election issue in most African countries,* nor is it a
strong priority of their citizens.*® In most countries the
average response to the Afrobarometer survey question
on the amount of taxes that rich people are required to
pay is closer to “about the right amount” than to “too
little,” and while the average respondent in all coun-
tries is closer to agreeing than disagreeing with the
statement that rich people should be taxed at a higher
rate to help poor people, the support for the statement
is relatively weak in many countries (figure $4.4.2).

Figure S4.4.2 Redistribution through taxation is not a salient election issue in most African countries, nor is it a strong

Amount of taxes paid by rich people
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Note: The survey question for the figure on the left was “Do you think that the amount of taxes that rich people in [COUNTRY] are required to pay is too little, too
much, or about the right amount?” and the survey question for the figure on the right was “Do you agree or disagree with the following statement: It is fair to tax
rich people at a higher rate than ordinary people in order to help pay for government programmes to benefit the poor.”

Source: Based on the results of Afrobarometer Round 8, 2019/2021 (https://www.afrobarometer.org/, accessed 25 January 2024).
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Redistributive coalition building in ethnically diverse
societies may be especially difficult,* so that any push
for a wider redistributive agenda to benefit the poor
tends to be weak.®” While we sympathize with the argu-
ment that “the time has come to tax the rich,” the focus
of many African governments is to increase revenue by
broadening the tax base to incorporate larger segments
of individuals and firms in the tax net. The wealthy
elites will probably be affected little by these reforms.
This is reflected in what Mick Moore refers to as tax ad-
ministrations’ obsession to register new tax taxpayers,
the majority of which are small-scale businesses and
poor individuals.® This approach is associated with the
idea that the major source of uncollected revenue in
Sub-Saharan Africa is the informal sector.® A policy of
taxing the very rich is not easy to implement.*

Corporate taxpayers: Trust and
a predictable tax system

Medium and large firms account for most of the tax
revenue in many low- and lower-middle-income
countries. Their voluntary compliance is likely to be
influenced by different factors than individuals and
small firms and needs to be conceptualized different-
ly.* Voluntary compliance by firms is likely to be driv-
en by self-interest to a larger extent than voluntary
compliance by individuals.*? Predictability is a critical
concern of corporate taxpayers and enhances trust
in a way that can allow firms to properly budget and
make realistic plans for the future.*”® It also ensures
that firms will be treated like their competitors. Ques-
tions about fairness and equity are often important
for corporations because they affect market competi-
tion, profitability and the predictability of their opera-
tions.* For instance, are other firms in the same sector
bearing equivalent tax burdens? Firms also are more
likely to be compliant when they believe the govern-
ment is funding services and activities that benefit
them and when they have a voice in shaping those
decisions.* Thus, improving the predictability and
fairness of tax enforcement can foster voluntary com-
pliance and support for reform for corporations.*®

Taxing the informal sector

A large share of economic activity in poor countries
takes place in the informal sector, which is hard to

tax.*” Until recently, tax administrations tended to
give it little priority because returns to effort may be
low in cash terms, and collection is likely to be diffi-
cult. From the economic and administrative perspec-
tives, it makes sense not to tax multitudes of poor
people. The value-added tax system generally ex-
empts basic goods that are consumed heavily by poor
people, and the income tax code generally excludes
individuals and entities with incomes below a certain
threshold. However, in recent years several national
revenue agencies have introduced special presump-
tive taxes directed at the informal economy that are
based on workers’ presumed rather than actual in-
come, given the type of work they perform.*

A wider tax net is not always a good thing, but the
possibility that tax reforms are driven by a calculus
that emphasizes the advantages of excluding mar-
ginal payers must be a cause of concern.*” This would
be less of a problem if the actual tax burdens in poor
countries were fairly and effectively distributed, but
they are not. In particular, they often fall heavily on a
small number of registered, formal companies.

Evidence suggests that the relationship between
firm size and evasion is negative or U-shaped, im-
plying that small firms are more likely to evade tax-
ation.®® This evasion may lead to unfair competition,
which can undermine trust and negatively affect the
voluntary tax compliance of medium firms.** Thus,
one argument for improving taxation of small and
medium enterprises is that it is important for ensur-
ing equity and improving voluntary compliance. It
thus makes sense to question the arguments for ex-
cluding smaller taxpayers from the tax net on pure ef-
ficiency grounds and to explore the potential political
and revenue advantages of widening that net, while
also carefully considering the administrative implica-
tions of doing so.

Policy levers to address tax evasion:
Beyond formal laws and regulations

Findings from the research reviewed above show that
history, ethnic diversity and how tax revenue is spent
may substantially affect people’s voluntary tax com-
pliance and trust in government and other citizens.
Voluntary tax compliance is also likely to differ be-
tween segments of taxpayers (for example, between
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individuals and businesses), between different taxes
(for example, between direct and indirect taxes) and
in how taxes are enforced. A general conclusion from
this literature is that policies aiming to improve atti-
tudes towards taxes in Africa should pay attention
to strengthening the general environment of trust.>?
This is linked to a political economy approach that
takes the historical, cultural and political contexts
seriously, combined with conventional economic
thinking.>® Thus, it is important to move away from
a purely technocratic approach when addressing tax
evasion. Advice on tax policy, including methods of
auditing and better tax design are valuable but must
be located in a wider and case-by-case context, es-
pecially given the characteristics of many African
countries.

A first step to addressing deep-rooted tax evasion
norms is understanding how things actually func-
tion in the specific context, independently of how we
would expect the tax system to perform according to
good governance. This calls for more robust analysis
of country and local contexts and institutions, par-
ticularly trust in tax authorities and social norms for
tax compliance. Improving voluntary tax compliance
furthermore requires thoroughly analysing different
segments of taxpayers and revenue administrations,
as well as their environment, to understand key play-
ers’ norms and incentives.

This analysis leads to a two-pronged approach to
reform. The first prong relates to developing policy
instruments that are directed at both the incentives
and opportunities for evasion. Unless taxpayers rec-
ognize that the penalties for being caught are much
more severe than the potential gains, they will con-
tinue to take risk evading taxes. This, of course, re-
quires enforcing the rules, which depends on the
willingness at the top to reduce tax evasion. The
second prong must go beyond legal and regulato-
ry reform to address the root causes of tax evasion.
Many efforts to adopt stricter rules for tax adminis-
tration have failed because informal practices have
continued. Changing social norms and mindsets is
much more difficult than bringing in new regula-
tions in part because social norms are deep rooted.
Successful reforms are not achieved overnight. Re-
formers must keep this in mind and not be discour-
aged when they face challenges in implementing
their reforms.

Social norms can be persistent across generations,
economic development and political regimes.> But
when they change, it can happen quickly—for in-
stance, when new public information becomes avail-
able.® Behavioural tipping points—that is, when
enough people have strong attitudes against an ex-
isting social norm (or towards a new one)—are deci-
sive for norm change. In situations where the social
norms for tax compliance are misperceived (underes-
timated), providing factual information about others’
views may enhance compliance.*

Education can play a role when designed to help
taxpayers understand the importance of paying taxes
and how to do so. A wide range of taxpayer outreach
and education activities exist across countries.” For
instance, the Tanzania Revenue Authority is working
with secondary schools to mainstream tax education
into the curriculum. Government taxpayer education
and outreach programmes generally often appeal
to state-building narratives. Such programmes are
valuable, but they must move beyond the frequent
emphasis on why people should pay taxes towards
emphasizing who pays taxes, how to pay them and
what taxpayers receive in return.>®

An essential component of building trust is the
government’s ability to demonstrate that tax reve-
nue results in public services and broader benefits
for taxpayers.”® When governments can demonstrate
those connections, it is possible to build meaningful
popular support for more effective taxation and com-
pliance.®® This, combined with more transparent and
predictable tax systems, is likely to result in more
positive attitudes towards taxation in Africa and pop-
ular support for more effective taxation.

Just as improved service delivery is likely to be crit-
ical to encouraging voluntary compliance, so too is
there an opportunity for more sustained investment
in building trust with taxpayers.®! A starting point for
such trust building lies in improving the basic fairness
of tax systems. Although discussions of building vol-
untary tax compliance often centre on improving the
provision of public services, improvements in fair-
ness may be important.®* Such improvements are also
much more directly under the control of tax adminis-
trations, which may be pursuing reform and seeking
to build voluntary or quasi-voluntary compliance. Per-
ceived corruption in tax authorities remains a major
barrier to improving trust and voluntary compliance.®
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