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Taxes and Spending in Latin America
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Our Argument

We contend that the willingness to pay tax in Latin America is a function
of reciprocity, or an individual’s belief that the government will provide
some tangible public goods in return for taxes and it will do so efficiently
and fairly.

We show that individual engagement in the social contract is driven by
both self-interest and perceptions of societal efficacy.
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Egotropic Reciprocity

Degree to which citizens believe that they will personally receive a
reciprocal benefit, in the form of some type of public good, in return for
paying tax.

Shaped by calculations of how efficiently and successfully individuals
believe that their government can provide this public good, relative to
private providers.

We argue that:

If individual marginal utility derived from paying tax in return for state
provided public goods

>
not paying tax and paying a private provider for this good

⇒
tax morale will be high
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Sociotropic Reciprocity

Tax morale is also shaped by beliefs and attitudes about fairness and
redistribution.

Degree to which individuals believe that their taxes are used for
community welfare or for improving the welfare of society as a whole.

We argue that:

Willingness to pay taxes depend on their views about the welfare state:

If citizens perceive that the government is effective in implementing
social, and poverty alleviation, policies, rather than targeting narrow,

specific groups
⇒

tax morale will be high
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Working Hypotheses

Therefore, we expect that:

1. Where egotropic reciprocity is greater; when citizens believe they
receive a tangible benefit from the social contract, then tax morale will
be higher.

and,

2. When sociotropic reciprocity is greater; when citizens believe that
society at large benefits from the provision of state funded public goods,
then tax morale will also be higher.
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Research design and methods



Case Selection: Mexico City

1. Mexico suffers from extremely low tax morale
I Tax revenue 17.4% of the GDP in 2015

I Ranks 35th out of 35 OECD countries for tax-to-GDP

I One of the lowest tax burdens in Latin America

2. Tax evasion is a significant problem
I Income tax evasion rates among individuals between 15-20%

I Evasion rates higher than 80% among small firms

I Corporate tax evasion higher than 25%

I VAT evasion rates higher than 20%

3. Distrustful attitudes towards the role of the state
I 83% think corruption is a problem

I 53% show little trust in government

I 8% trust the government to fight corruption
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Data

Survey: Representative sample consisting of 1,100 face-to-face interviews
representing all colonias, collected May 2017

1. Egotropic Reciprocity: self-interest
I AMAI index, education, employment status, private insurance

2. Sociotropic Reciprocity: government helping the poor
I “On a scale from 0 to 10, where 0 is nothing and 10 is a lot, how

much money do you think the government spends trying to help the
poor?”

3. Attitudes towards redistribution: inequality and meritocracy
I Agree-Disagree: “the gap between the income of the bottom 90% of

the population and the top 1% is too large” and “economic success
is due to your family’s social status”

4. Peer effects: peer compliance
I “Think of your family members and tell me if you believe: they all

pay taxes, most pay taxes, some pay taxes, or none of them pay
taxes.”
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Tax Morale and Social Desirabiltiy

Tax morale often measured through...

I lab experiments and games - problems of external validity

I direct survey items - social desirability bias

Social desirability bias in the context of tax preferences

I Underreport bad behaviour: illegal tax evasion

I Overreport good behaviour: wanting to help the poor

We use list experiments in a representative survey as a
methodological advancement to measure tax morale
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Eliciting preferences with list experiments

Evasion List
...“a list of [3/4] things that people

do to save money”...

I Spend less money on groceries
each week

I Steal some money
I Look for an additional job
I Not pay your taxes

Redistribution List
...“a list of [3/4] programs that the
government could invest in if they
increased taxes”...“you would have
to pay more for goods or would

receive less money in income for the
increase in taxes”

I A program that would attract
foreign companies to Mexico
and generate jobs

I A program to improve math
classes in schools

I A program to pay for the wall
proposed by Donald Trump

I A program to help the
poorest Mexicans purchase a
car
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Results



Table: Tax Evasion List Experiment: Descriptive Statistics

Control List Treatment List
Frequency Proportion Frequency Proportion

0 items 22 4.00% 21 3.82%
1 item 366 66.55% 309 56.18%
2 items 152 27.64% 181 32.91%
3 items 6 1.09% 33 6%
4 items 4 0.73%
NA 4 0.73% 2 0.36%
Total 550 100% 550 100%
Mean 1.260 1.434

ATE = 0.1742 ; p-value = 0.0000046



Table: Tax Redistribution List Experiment: Descriptive Statistics

Control List Treatment List
Frequency Proportion Frequency Proportion

0 items 90 17.21% 100 17.33%
1 item 305 58.32% 310 53.73%
2 items 110 21.03% 142 24.61%
3 items 5 0.96% 11 1.91%
4 items 1 0.17%
NA 13 2.49% 13 2.25%
Total 523 100% 577 100%
Mean 1.059 1.119

ATE = 0.0600; p-value = 0.15



Linear Results

I Those who pay for private insurance are much more willing to evade
taxes than all others.

I But...those who pay for private insurance would be willing to pay a
tax if they thought it was progressive and was going to help poorer
families.

I And some evidence of reciprocity here. Those who believe that the
government is attempting to alleviate poverty and help the poor are
more likely to pay taxes.
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Disentangling Reciprocity from Inequality

List experiment embedded in priming experiment

I “Suppose that the federal government proposes to build a new road
[in Mexico City / in the elegant area of Santa Fe / in the centre of
Tlahuac] over the next two years”

I Reciprocity items
I How likely is it that they will finish the road on time?

I How likely is is that politicians will pocket a good part of the money?

I “...a list of [3/4] things that the government could do to raise the
money they need to build the road...”

I Impose a tax on big companies and business

I Seek foreign investment

I Build the road with low-quality and unsafe materials

I Impose a small tax on all residents of Mexico City
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Results

I Respondents were willing to pay a tax if it was going to pay to build
a road in Mexico City (in general) or build a road in the poor area.

I No one was willing to pay for a road in the rich area.

I Low support for tax in general, but unequivocally opposed to paying
taxes if they believe that the benefits will go to the rich.

I Respondents were still willing to pay for a road in a poor area even if
they thought that the politicians were going to steal some of the
money.
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Final remarks

I Low tax morale is the consequence of low expectations of reciprocity
- egotropic and sociotropic.

I Individuals with private health insurance are more willing to evade
taxes and also more willing to pay a tax if they know it is
redistributive.

I Meanwhile, willingness to pay a redistributive tax increases as
individuals believe the government will spend money to help the poor.

I And individuals are likely to pay a tax to help the poor even knowing
that politicians will pocket the money, but they are definitively
unwilling to pay any tax that benefits the rich.

I Individuals in Mexico city are unwilling to pay taxes - not because
they believe the money will be spent unwisely or because the
politicians will squander money targeted to the poor - but because
they believe that the money is not spent on the poor.
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Final remarks

I Degree to which citizens can be reengaged probably will relate, not
only to the ability of the state to effectively deliver public goods and
to do so progressively, but also to the ability of the state to highlight
their role.

I Also not all taxes are equal.
I We also ran conjoint experiments, which has allowed us to explore

preferences for different tax structures.

I Some evidence that indirect tax carries a ’heavier cognitive load.’

I Replication in Bogotá and then elsewhere. And link back to macro
level?
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Appendix



Design and Implementation

Issue Detection/Solution

Design
Design Effects Bonferroni corrected
Ceiling Effects Negative correlation between items
Floor Effects Some high-prevalence items
Implementation
Responding to each item Extensive enumerator training
Selecting most preferred Dry-run
Enumerator judgments Showcards only



Table: List Experiment I, linear estimates - willingness to evade taxes

(1) (2) (3) (4) (5)

Intercept 0.010 -0.014 0.119 -0.083 -0.178
(0.170) (0.181) (0.236) (0.216) (0.288)

Socio-economic status 0.029 0.026 0.040 0.009 0.015
(0.033) (0.034) (0.033) (0.034) (0.034)

Education 0.009 0.009 0.008 -0.001 -0.0002
(0.017) (0.017) (0.017) (0.017) (0.018)

Employed -0.053 -0.055 -0.100 -0.036 -0.109
(0.080) (0.082) (0.080) (0.084) (0.085)

Private insurance 0.264*** 0.269*** 0.264*** 0.215** 0.220**
(0.089) (0.090) (0.088) (0.091) (0.090)

Reciprocity (poverty alleviation) 0.007 -0.006
(0.020) (0.021)

Perception inequality gap -0.004 0.010
(0.047) (0.052)

Meritocracy (success = family status) -0.031 -0.009
(0.051) (0.053)

Peer effects 0.082 0.127**
(0.050) (0.051)

∗p<0.1; ∗∗p<0.05; ∗∗∗p<0.01



Table: List Experiment II, linear estimates - willingness to pay a progressive tax

Dependent variable: willingness to pay taxes

(1) (2) (3) (4) (5)

Intercept 0.094 -0.080 -0.022 -0.038 -0.276
(0.215) (0.219) (0.316) (0.268) (0.342)

Socio-economic status 0.025 0.026 0.014 0.022 0.013
(0.041) (0.040) (0.041) (0.043) (0.041)

Education -0.020 -0.020 -0.026 -0.021 -0.026
(0.020) (0.019) (0.020) (0.021) (0.021)

Employed 0.021 -0.004 0.009 0.027 -0.015
(0.088) (0.088) (0.089) (0.095) (0.092)

Private insurance 0.148 0.174* 0.152* 0.123 0.165*
(0.094) (0.093) (0.091) (0.099) (0.093)

Reciprocity (poverty alleviation) 0.056** 0.047**
(0.022) (0.022)

Perception inequality gap 0.040 0.024
(0.055) (0.056)

Meritocracy (success = family status) 0.024 0.031
(0.058) (0.059)

Peer pressure (family) 0.053 0.060
(0.055) (0.053)

∗p<0.1; ∗∗p<0.05; ∗∗∗p<0.01



Table: List Experiments on Paying Taxes for Road, Average Treatment Effects

Control Road Road in Poor Area Road in Rich Area

(1) (2) (3)

Treatment Effect 0.196*** 0.158** -0.004
(0.070) (0.077) (0.072)

Constant 1.016*** 1.005*** 1.099***
(0.048) (0.055) (0.050)

Observations 363 367 351
R2 0.021 0.011 0.00001
Adjusted R2 0.018 0.009 -0.003

∗p<0.1; ∗∗p<0.05; ∗∗∗p<0.01



Table: List Experiments on Paying Taxes for Road, Linear estimates

Control Road Road in Poor Area Road in Rich Area

(1) (2) (3)

Intercept -0.178 -0.380 -0.112
(0.424) (0.463) (0.468)

Socio-economic Status -0.108 0.124 0.071
(0.074) (0.076) (0.068)

Education 0.044 0.019 0.004
(0.036) (0.039) (0.034)

Employed 0.101 -0.148 -0.199
(0.166) (0.178) (0.163)

Private insurance 0.059 0.031 -0.032
(0.164) (0.183) (0.172)

Steal money -0.021 0.101* 0.062
(0.053) (0.060) (0.065)

Finish road 0.057 -0.006 -0.012
(0.041) (0.044) (0.044)

∗p<0.1; ∗∗p<0.05; ∗∗∗p<0.01
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“My tax might go to the Generals!”
Perceptions of tax fairness and efficacy from 
provincial Myanmar



1. Intro to study (method, fieldsite)
2. Overview of key research findings
3. Data-based options for boosting tax morale

Outline



1. Lowest tax revenue to GDP % in SE Asia (7.5% 2015)
2. Strong private, charitable providers of welfare

Myanmar



• Understand perceptions of tax efficacy as it intersects
with key socio-political dynamics:
• Reliance on state vs non-state providers of welfare
• Receipt of government development programmes
• Past experience of conflict & ‘mixed’ administration

• Research supported by International Growth
Centre Myanmar.

Study purpose



Methodology
• 1000 household survey in central-east Myanmar.
• Combined household socio-economic survey; and

individual socio-political survey.
• Low-land area w/o history of conflict (500 HH)
• Up-land, remove area w/ conflict until 2012

ceasefire (500 HH)
• 400 urban, 600 rural
• Rural: 300 HH in ‘Rural Development’ village; 300 HH

in non-treatment villages adjacent.





• State tax comprises average of 3.7% of
HH expenditure

• Slightly higher (4%) in up-land area,
partly due to larger agricultural plots.

State Taxation



Weak egotropic motivation

34.3%

24.9% 23.2%
17.6%

56.4%

16.0% 16.8%
10.7%

a duty A payment for 
services provided

a donation to help 
the welfare of others

Don't know

Definition of taxation by region

Low-land (Bago Region) Up-land (Karen State)

• Strong association of taxation w/ coercive ‘duty’.
• V. weak link w/ services or welfare in up-land, ceasefire area (22%

higher ‘duty’ than low-land).



- Assistance from state for maternal health strengthened tax 
morale: 
- 13% more likely to say tax was a payment for services 

or support provided by the state than those who relied 
on private clinics or non-state actors. 

- Egotropic tax motivation: services boosts morale. 

State care boosts tax morale



24%

21%

9%

46%

Don't know

Agree

Neutral

Disagree

State tax is fairly applied
(Percent)

Tax unfairly levied
• 46% respondents said tax was not fairly levied (21% said it was)
• Tax unfairness correlated strongly with weak perception of tax

legitimacy or ‘right to tax’.
• Weak socio-tropic dimensions of tax erodes legitimacy of tax itself.



Tax redistribution ineffective
• Half don’t think tax is redistributed to the neediest areas
• Up-land areas 8% more likely to be ‘unsure’.

43% 43.40%

14%

40%

51.30%

9%

Confident Unsure Neutral

% confident in tax effectively 
redistributed

Low-land (Bago Region) Up-land (Karen State)



58.61%

24.35%
17.04%

36.91% 39.06%

24.00%

Yes No Don't know

Fair for local tax to be spent elsewhere?

Low-land (Bago Region) Up-land (Karen State) 

- Half said it was fair for taxes to be redistributed elsewhere in Myanmar. 
- Weaker sociotropic motivation in ceasefire area, w/ respondents 14% 

more likely to say local tax should only be spent locally: legacy of 
conflict, absence of services. 

- Redistribution fairness correlates strongly with efficacy: sociotropic
motivation stronger when state judged as effective.

Fairness of redistribution



81%

10% 9%

89%

9% 3%

Confidence Unsure Neutral

Confidence in donation redistribution

Low-land (Bago Region) Up-land (Karen State) 

Donations seen as effective, fair
• Charitable groups major source of social protection beyond commercial

providers, especially for bottom three poverty quintiles.
• Donations comprise average 8% household expenditure (double tax)

• Strong confidence in efficacy of redistribution (>80% across variables).
• Fair to trans-locally redistribute donations (>70% across variables).
• Confidence in redistribution correlates strongly with socio-tropic

motivations: fairness and efficacy closely linked.



Option one: Expand state services w/o collecting
taxes.
- Clear but isolated impact on tax morale: Rural

Development villages 12% more confident in
efficacy of state redistribution than non-
treatment villages.

- No difference in tax fairness and state right to tax
between treatment and non-treatment: ego-tropic
motivations don’t shift perceptions of tax
morale.

Rebuilding social contract



Rebuilding social contract
Option two: Apply strong coercion to pay tax
- Dominant approach in contemporary Myanmar: fines,

ideological emphasis on ‘duty’ (with authoritarian overtones).
- Coercion may be necessary but insufficient; egotropic and

sociotropic motivations are mutually reinforcing.
- Identifying tax solely as duty significantly increases

likelihood of saying tax is unfairly levied.



Rebuilding social contract
Option Three:
Reform taxation & public comms; expand services
• Strong sociotropic motivation exists – egotropic motivation is absent

due to opacity of taxation.
• Federalism and sub-national governance key; indirectness of taxation

problematic for tax morale: ‘Why would I want to pay tax, It might go to
the Generals!”.

• Demonstrate directness: showing tangible outcome from tax is key: eg.
sub-national governments with greater power to make and shape
budgetary decisions – especially in up-land conflict areas.

• Enlist civil society, non-state interests into distributive decision-making
roles; ability to identify and legitimise taxation.



Questions?
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