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Abstract

Ensuring compliance with the tax laws is an enduring challenge for all governments, and government strategies are constantly
evolving as circumstances change. Recently, countries around the world have experienced some major shocks, shocks that are
already affecting tax compliance and the policies that governments utilise to maintain compliance. In this article | examine the
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blocked a law that would have forced multinational enterprises to reveal their profits
and their taxes in each of the 27 EU Member States.

Indeed, there are plausible reasons for the failure of these efforts to improve reporting,
based largely on political considerations. For example, the US IRS has a long history of
allegations of abuse, in which individuals in power have been accused of using the IRS
and its investigative tools to target opposition individuals or groups. In the face of these
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3.2

As classified by the OECD, these policies fall into four main areas that depend on their
main objective: policies to support firmsé liquidity (e.g., tax deferrals and waivers),
policies to support employment (e.g., wage subsidies), policies to support business
investment (e.g., enhanced tax incentives, reduced business tax rates, expanded
depreciation allowances), and policies to support household consumption (e.g., direct
cash transfers to households, unemployment benefits).

The amounts that governments have spent on economic relief programs have been
staggering. Consider the United States as only one example. Since the start of the
pandemic in early 2020, the US federal government has enacted nearly USD 6 trillion
in relief programs, including: the Coronavirus Preparedness and Response
Supplemental Appropriations Act (March 2020, USD 8 billion); the Families First
Coronavirus Response Act (March 2020, USD 192 billion); the Coronavirus Aid,
Relief, and Economic Security (CARES) Act (March 2020, USD 2.2 trillion); the
Paycheck Protection Program and Health Care Enhancement Act (April 2020, USD 483
billion); the Consolidated Appropriations Act (December 2020, USD 868 billion); the
American Rescue Plan Act (March 2021, USD 1.9 trillion); and the Infrastructure
Investment and Jobs Act (November 2021, USD 1.2 trillion). The US experience is not
an isolated one.

These policies have often proved controversial. The lockdowns, masks, social
distancing, and closures have been seen by many as infringements on their personal
freedoms. The economic policies have been questioned on their cost and on their
effectiveness.

The success of these many policies has varied considerably across countries, in both the
physical and economic health dimensions. This varied success has in turn had dramatic
effects on peoplesd perceptions of their government, especially on their trust in
government and so on their willingness to obey the many government mandates
generated by the pandemic. One important and related aspect of government mandates
is tax compliance. Individuals are required by law to pay their legally due taxes, and yet
many individuals do not obey these requirements.
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reflect the many aspects of oneds environment, including trust in others. Further, these
social norms are affected by the institutions that individuals face and by individualsb
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remain will worsen inequality, largely due to the lasting effects of technological
changes.?

Now there are many causes of inequality, most are well beyond technology and the
pandemic, and most are largely unrelated to tax compliance. Government tax and
transfer policies are certainly one proximate determinant of inequality. However, there
are many other T and likely many other more important T determinants, including:
unionisation of labour markets, market power of firms, government regulatory policies,
minimum wages, education programs, monetary policies (e.g., interest rate policies),
institutions (including histories of discrimination, sexism and racism), and the like. How
will the tax evasion that remains with us likely affect inequality?

Perhaps surprisingly, there has been relatively little work on the distributional effects of
tax evasion, at least until recently. Early work by Alm, Bahl and Murray (1991) for a
developing country (Jamaica) indicated that income tax evasion was concentrated in
higher income classes, especially through non-filing of tax returns by professionals and
small business owners; that is, taxes as a proportion of 6trued or écomprehensived income
fell significantly as comprehensive income rose, transforming an income tax that
appeared on paper to be a progressive tax into a highly regressive tax. Johns and
Slemrod (2010) examined administrative data for a developed country (the US), and
they also found that the proportion of misreported income relative to étrued income was
significantly higher for higher income individuals. In both analyses, tax evasion was
found to be absolutely and proportionately greater as income increased. There is now
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likely that the gains from profit shifting will accrue largely to higher income individuals.
Even so, the distributional effects of profit shifting depend on the incidence of the
corporate income tax, about which there is little consensus, especially in a global
economy.?® The gains from tax evasion by independent contractors operating in the P2P
economy will increase the income of lower income individuals; however, the
magnitudes of these gains are unknown at present, and regardless these gains seem
likely to be quite small in the aggregate.

On balance, then, it seems plausible, and even likely, that it will be people mainly at the
very top and at the very bottom of the income distribution who will reap the benefits of
technology and its effects on tax evasion, with the gains at the top almost certainly far
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Just released results by Boning and co-authors (2023) provide supporting evidence.
Using micro-level IRS administrative data for US taxpayers over the years 2010-2014,
they find that an additional $1 spent auditing taxpayers above the 90th income percentile
yields more than $12 in additional revenues, while audits of below-median income
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