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Abstract 

This paper considers individual and social factors influencing an individual’s willingness to 

condone cheating on taxes by examining country- and individual-level data. Corruption appears 

to have a positive effect on tax evasion, which hinders a country’s state administrative capacity 

by restricting available resources. Furthermore, an individual’s prosocial attributes tend to 

encourage their opposition to cheating on taxes. By bringing these two outcomes together, the 

resulting implication is that by reducing a country’s corruption and increasing community-

focused characteristics in individuals, probability of tax evasion may decrease, leading to 

improved state capacity and social capital. 



 

 

 

Introduction 

 Recent scholarship has highlighted various aspects of taxation, state capacity, and 

corruption (Timmons & Garfias; Baum, Gupta, Kimani, & Tapsoba) and the way these variables 

interact with each other. This paper seeks to contribute an individual-level analysis alongside 

country-level variables to further the discussion of the aforementioned relationships by analyzing 

two primary questions: 1) To what extent does corruption influence an individual’s view of 

whether it is acceptable to cheat on taxes, and 2) to what extent do individual and social factors 

influence one’s willingness to condone cheating on taxes? By combining individual- and 

country-level data, I hope to create a clearer picture of how these variables affect each other. 

The results indicate that corruption increases individuals’ willingness to condone tax 

evasion. This suggests that corruption reduces a government’s ability to increase or maintain its 

tax base, which can negatively impact its state capacity. Moreover, an individual’s self-seeking 

(individualistic) versus other-seeking (prosocial) attributes affect their view of tax evasion, 

which could mean that the degree to which one feels a part of the social bargain in a country 

affects tax compliance, and subsequently state capacity. Thus, policies that promote social 

cohesion could reduce tendencies to cheat on taxes. 

 According to Walder (1995), modern political systems depend on four state capacities:  

“the capacity to mobilize financial resources from the society to pursue 

what the central policymakers perceive as the "national interest" 

(extractive capacity); the capacity to guide national socioeconomic 

development (steering capacity); the capacity to dominate by using 



 

 

symbols and creating consensus (legitimation capacity); and the capacity 

to dominate by the use or threat of force (coercive capacity).” 

Of these four state capacities, this paper will focus on countries’ extractive capacity and citizens’ 

potential perceptions of its performance. According to Besley and Persson (2009), policy choices 

resulting in effective economic institutions cannot be assumed to exist in government when 

conducting analysis. After a cross-country analysis, they found that “common interest public 

goods, such as fighting external wars, as well as political stability and inclusive political 

institutions, are conducive to building state capacity” (Besley & Persson, 2009).  

In an analysis of democracy and state capacity, Bäck and Hadenius found that when 

examining the “effect of democratization on the state’s administrative capacity” there is a 

“curvilinear (j-shaped) relationship.” Strong democracy inflicts a positive effect on state 

capacity, and when democracy is weak there is a negative relationship with capacity. Median 

values did not have a significant effect. These are important relationships because “only the state, 

with its regulatory capacity, can furnish a number of services in general demand” (Bäck & 

Hadenius, 2008).  They concluded that combining democracy, press circulation, and electoral 

participation is the most effective way to improve state administrative capacity (Bäck & 

Hadenius, 2008).  

In their paper examining gender and attitudes toward tax evasion and corruption, Torgler 

and Valev found that women are consistently much more likely to be legally compliant than 

men. They compared France, Great Britain, Italy, the Netherlands, Denmark, Belgium, Ireland, 

and Spain using the World Values Survey and European Values Survey over 20 years. Their aim 

was to investigate gender’s role in illegal activity, “and whether a decrease of gender differences 

with greater equality of status and better opportunities” could potentially result in a decrease in 



 

 

white-collar crimes such as tax evasion and corruption (Torgler & Valev, 2010). Women being 

less likely to commit tax fraud, among other white-collar crimes, was unchanging across two 

decades, spanning periods of improvement in gender equality. Observing and explaining gender 

differences is important because it could contribute to potentially less obvious policy solutions 

regarding crime and corruption. 

Having an organized, well-coordinated state and strong democracy may influence 

healthier social trust. Paldam describes social capital as the “‘glue’ generating excess 

cooperation” between individuals. Such glue should not necessarily exist according to standard 

rationality assumptions of individual interest, yet society would not function in many ways 

without it. Without social capital, third party intervention is the only way to enforce cooperation 

(Paldam, 2008).  

Further investigating social trust, Molyneux’s 2002 paper examines “gendered 

assumptions” of social capital and the presence of women in Latin America. Consistent with 

Paldam’s claims, Molyneux points out that social capital is “difficult to operationalize in 

research and policy settings” but there “are reasons to applaud the interest in social capital by 

development agencies” (Molyneux, 2002). Social capital may be an important factor to forming 

solidarity and a sense of community, which would directly affect society’s attitudes toward taxes 

and corruption. Molyneux comments on the reticence of gender in discussions of social capital, 

particularly with the example of the World Bank’s Gender Unit, whose Policy Research Report 

“does not discuss social capital, and there is not even an index entry on the subject” (Molyneux, 

2002). If gender is as strong of a factor in issues of corruption and tax evasion, as claimed by 

Torgler and Valev, it should be more seriously considered in discussions of improving social 

capital. 



 

 

Molyneux claims that Latin America has a “comparatively resilient” degree of social 

capital compared to others in the development field. In their 2008 research, Canache and Allison 

used the World Values Survey to examine corruption in Latin America and its effect on citizens’ 

outlook of politicians and institutions. They define political corruption “at its most basic” as “the 

abuse of public power for private benefit” (Canache & Allison, 2008). Latin America is no 

stranger to political corruption, and “Latin Americans are quite aware of the seriousness of 

corruption in their countries” (Canache & Allison, 2008). This observation aids in the 

characterization of many Latin American countries as “fragile democracies,” where “democratic 

roots are not well entrenched, and therefore significant levels of uncertainty about the 

sustainability of democracy exist” (Canache & Allison, 2008). Corruption and the struggle for 

democracy in Former Soviet Countries, as discussed by Bowser (2001), is not just a problem of 

“developing a comprehensive program to fight corruption but in examining its causes and effects 

as well.” Reliable data can be hard to obtain, which complicates the issue further. Bowser 

observes the “anti-modern” tendencies of Former Soviet Countries as well as the relationship of 

social capital between citizens and government. The difference between these two regions could 

lie in their citizens’ ability and willingness to acknowledge the persistence of political corruption 

and its effect on state capacity. Given these findings in the literature, it will be important to 

control for these two regions in the empirical analysis. And, as will be discussed shortly, it does 

appear that Latin American and the Former Soviet countries are the only two regions with 

statistically significant higher levels of condoning cheating on taxes in my analysis. This is 

consistent with the literature and both regions’ historically corrupt tendencies. 



 

 

These earlier papers support my research questions in their analysis of corruption, state 

capacity, and social bargaining. They illustrate the role played by corruption and prosocial 

preferences in government taxation policy. 

 

Research and Methods 

 There are two research questions addressed here. The first is how corruption impacts the 

willingness of a citizen in a country to cheat on their taxes, which is an important question in the 

state capacity literature. It is often the case that countries with low state capacity also have 

problems with corruption (Canache & Allison, 2008). If corruption encourages cheating on 

taxes, then a country should have a greater incentive to combat corruption as this is hindering the 

ability of that state to function. The simple linear regression model used to investigate this 

question is as follows: 

(1) 𝑁𝑜	𝑇𝑎𝑥	𝐶ℎ𝑒𝑎𝑡𝑖𝑛𝑔-. 	= 	𝛽0 + 𝛽1𝐿𝑒𝑠𝑠	𝐶𝑜𝑟𝑟𝑢𝑝𝑡𝑖𝑜𝑛. 	+ 𝛽2𝑋- + 𝛽3𝑍. + 𝑢- 

 The dependent variable is whether individual i in country j condones cheating on taxes. 

The primary independent variable is the Transparency International measure of corruption, or 

more correctly, the lack thereof. The variable 𝑋- contains all of the individual level control 

variables such as gender, age, employment status, marital status, etc. The variable 𝑍. contains the 

country level control variables such as language and ethnic fractionalization and regional dummy 

variables. The final term is the error term. 

 The second research question is how individual preferences vs. prosocial preferences 

affect an individual’s willingness to condone cheating on taxes. Prosocial preferences for the 

purpose of this paper are defined as an individual placing a high value on the welfare of others in 

relation to their own. If tax revenue is used to provide various public goods then taxes may be 



 

 

perceived as an aspect of a social bargain in a country. Consequently, an individual’s outlook 

regarding a preference for individuality over more prosocial preferences could also impact one’s 

willingness to condone cheating on taxes. Equation 2 below shows the regression model used to 

address this question. 

(2) 𝑁𝑜	𝑇𝑎𝑥	𝐶ℎ𝑒𝑎𝑡𝑖𝑛𝑔-. 	= 	𝛽0 + 𝛽1𝐼𝑛𝑑𝑖𝑣. 𝑃𝑟𝑒𝑓- 	+ 𝛽2𝑃𝑟𝑜𝑠𝑜𝑐𝑖𝑎𝑙	𝑃𝑟𝑒𝑓- + 𝛽3𝑋- 	+ 𝛽4𝑍. + 𝑢- 

 Again, 𝑋- and 𝑍. represent individual controls and country level controls, respectively. 

The variable 𝐼𝑛𝑑𝑖𝑣. 𝑃𝑟𝑒𝑓- represents responses to questions from the WVS that are more 

individual focused while 𝑃𝑟𝑜𝑠𝑜𝑐𝑖𝑎𝑙	𝑃𝑟𝑒𝑓- represents responses from questions that elicit 

prosocial preferences. 

 

Data 

The individual data comes from the World Values Survey (WVS) (Inglehart et al. 2014) 

and the European Values Survey (EVS) (2011). These cross-country surveys ask an individual a 

collection of questions relating to personal characteristics, beliefs, values, and outlook. In 

general, approximately 1,000 to 1,500 individuals are surveyed in a country when the survey is 

conducted.  Each “wave” of the WVS and the EVS includes a limited number of countries. The 

first wave of the WVS included only 8 countries, but subsequent waves have considerably 

expanded the number of countries surveyed. The EVS was primarily conducted in European 

countries with a few exceptions. 

Although the two surveys are not identical, the WVS and EVS are extremely similar and 

can be combined into a single data set. Six waves of the WVS were conducted in the years 1981-

1984, 1989-1991, 1994-1999, 1999-2004, 2004-2009, and 2010-2014. In total, 97 countries were 

included at least once in the WVS. Four waves of the EVS were conducted over the following 



 

 

waves: 1981-1984, 1990-1993, 1999-2001, and 2008-2009. A total of 46 countries were included 

at least once in the EVS. Once the two datasets are combined, and after accounting for missing 

individual data and country level data, there are a total of 287,668 unique individuals from 94 

countries included in the analysis. Analysis that examines the impact of individual preferences 

vs. prosocial preferences used a smaller subset of the data. These questions were only asked in 

the last two waves of the WVS and EVS. Thus, up to 77,897 individuals from 57 countries were 

included in this subset. 

For the purposes of this project, waves 2-6 of the WVS and waves 3-4 of the EVS are 

included. The exclusion of several waves is due to the absence of several key questions from the 

survey in those years. It should be noted that each individual is interviewed only once. Thus, the 

data are not panel data. 

The analysis controls for each individual’s characteristics using data contained in the 

combined WVS/EVS dataset. An individual’s employment status is included and is broken down 

into the following categories: employed, unemployed, retired, student, or stay at home spouse. 

Individuals placed themselves into their corresponding country’s income decile. The exception is 

in wave 4 of the EVS, where 12 income groups are used rather than 10. A binary variable for 

gender is also included. The age variable groups people according to three categories: young 

(age 18-29), prime working age (age 30-60), and old (age 61+). An individual’s marital status is 

also included, and is broken down into four groups: married, divorced, widowed, and single. As 

mentioned above, the WVS question on social trust is included as well as years of schooling and 

the religious faith of the individual. Two questions pertaining to nationalism/importance of 

politics are included to control for the impact of patriotism. 



 

 

The WVS/EVS dataset set contains eight questions pertaining to individual and prosocial 

preferences. They are worded as concern for or importance of different levels of relationships to 

gauge an individual’s degree of social preferences. The questions that address individualistic 

values are personal vs government responsibility and concern for immediate family. The 

prosocial questions are as follows: good relationships from understanding others, important to 

help those nearby, important to do things for good of society, concerned with neighbors, 

concerned about those in region, concerned with countrymen, and concern about unemployed. 

These variables are listed, along with their summary statistics in Table 1. 

 

Results 

 Table 2 contains the regression results addressing the first question on the impact of 

corruption. The initial variables listed are those that control for individual and country level 

variables. There are some interesting individual characteristics that are associated with a higher 

willingness to cheat on taxes, i.e. negative coefficients. Men and the young are more likely to 

condone cheating. Women and older people are much less likely to condone cheating. In 

conjunction, individuals who are retired are also less prone to condone cheating, most likely 

because they see it as reducing the funding available for state run pension programs. 

Interestingly, unemployed individuals tend to be more likely to condone cheating. This could be 

due to a worry over whether that individual will have a enough money to survive. However, 

presumably this individual would receive funds from a social employment insurance program, 

i.e. unemployment funds, which one would think would be more associated with a tendency to 

not condone cheating. 



 

 

 Those who are married tend to be less supportive of cheating on taxes, while those who 

are divorced tend to be more willing to justify cheating. Individuals in higher income brackets 

tend to condone cheating, while those with a higher education level tend to not support cheating. 

Of the religion variables, only those who are Protestant and Muslim tend to think cheating on 

taxes is not justified. Of the fractionalization variables, only language fractionalization appears to 

be statistically significant. Individuals in countries with higher levels of language 

fractionalization tend to condone cheating on taxes to a larger degree than those who live in 

countries where language is more homogeneous. This suggests that the degree to which one feels 

a part of the country’s culture influences one's views of taxation, which is a topic we will 

examine in table 3. 

 Table 2 also indicates that those who are more patriotic, as measured by politics being 

important and pride in nationality, tend to oppose cheating on taxes. It is also interesting that a 

related variable, social trust, appears to have no impact in these regressions. Recent research by 

Bjørnskov (2008, 2010, 2012) has indicated that this social trust variable matters a great deal for 

economic outcomes and it is surprising that it appears not to matter here. One possible 

explanation for this is that there is a relationship between social trust and corruption and 

including corruption (or the regional variables) in the analysis reduces the explanatory power of 

the social trust variable.  

 Turning to the topic of corruption, the first regression of Table 2 excludes the level of 

corruption, but includes regional dummies for Latin American and the former Soviet countries. 

In both regions, individuals appear to have a high level of willingness to condone cheating on 

taxes. However, in the second regression it appears that this willingness is driven by the level of 

corruption that is present in Latin America. When corruption is included the dummy variable for 



 

 

Latin America is no longer significant. The corruption variable remains significant in the third 

regression, which excludes all regional variables. However, the corruption variable is no longer 

significant in the final regression. This regression includes only the regional variable for the 

former Soviet countries. This suggests that corruption is a significant problem throughout the 

former Soviet countries and reduces the ability of those countries to generate revenue for the 

provision of public goods. 

 Table 3 contains the results that address the question of how individual preferences vs. 

prosocial preferences affect one’s attitudes of taxation. The individual and country level control 

variables are again listed at the top of the table and the results are identical to those of Table 2. 

The bottom portion of the table contains the variables addressing the individual vs. prosocial 

preferences. The first of these variables deals with whether individuals ought to take more 

responsibility for providing for themselves or whether governments should. This variable is 

insignificant in regressions 1, 2, and 5-8, but is negative and significant in regressions 3 and 4. 

Thus, those who expressed a preference for individual responsibility over government 

responsibility are marginally more prone to condoning cheating on taxes, but this result is not 

very strong. The question addressing whether one is very much concerned with the needs of their 

immediate family is also insignificant. This variable was insignificant in all regressions, thus, it 

was only included in one of the regressions of Table 3. 

 However, the variables that relate to one’s prosocial preferences are much more 

significant. A preference for understanding the needs of others over one’s own, placing a high 

priority of helping people nearby, viewing the good of society as highly important, having a high 

concern for one’s neighbors, one’s region, one’s countrymen, and for the unemployed all appear 

to have a significant impact on one’s preferences for taxation. Each of these variables is positive 



 

 

and significant at the one percent level in regressions 2-8 indicating that individuals who are 

more community-focused are much less likely to condone cheating on taxes. This suggests that 

individuals with prosocial preferences are more likely to view cheating on taxes as being 

contrary to a country’s social goals. 

Each regression of table 2 and 3 controlled for the time period of the question 

(WVS/EVS wave) and computed the standard errors based on clusters of countries and waves. 

An additional aspect of these regressions is the low explanatory power. In table 2, the regressions 

explained approximately five percent of the overall variation in one’s preferences on taxation. 

The regressions of table 3 have slightly higher explanatory power (as much as 7.7 percent), but 

overall, the explanatory power is lower. This is to be expected as these regressions involve 

individuals throughout the world with different backgrounds, cultures, and governments. Despite 

the low explanatory power, the consistency of the results regarding corruption and prosocial 

preferences suggests that these factors may play an important role in one’s view of taxation and 

tax policy in general. 

 

Conclusion 

 The data in this research indicates that individuals in countries with higher levels of 

corruption tend to condone cheating on taxes. This implies that anti-corruption policies could 

result in increased tax revenues, which, if aided by effective government agencies and programs, 

could improve state capacity and its efficiency in providing public goods. At the individual level, 

prosocial tendencies were shown to decrease acceptance of tax evasion, which suggests that 

taxation and its corresponding state capacity are viewed as part of a country’s social bargain. If 



 

 

these assertions hold true, then policies that promote social capital and prosocial inclinations 

could reduce tax evasion and ultimately improve state efficiency and capacity.  
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Table 1: Summary statistics

  



 

 

Table 2: Determinants of view regarding cheating on taxes 

 
 
  



 

 

Table 3: The impact of individual versus prosocial attributes for tax compliance 

 


