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ABSTRACT

What is the individual’s preferred income tax rate? How much income tax
progressivity do people want? How do individuals form these preferences? This
dissertation answers these questions by leveraging the 1996 International Social
Survey Program – Role of Government III survey and the anchoring and
adjustment heuristic. When researchers ask individuals for their income tax
preferences most respondents construct their preference on the spot using few
cognitive resources. Individuals also want their income tax preference to be
reasonable (i.e., the state can afford basic goods and services), so individuals
anchor their preferences on existing state tax policy, their own income tax rate,
and their previous responses when applicable. After individuals establish an
anchoring point, they make adjustments based on ideological beliefs, level of
trust, and self-interest; however, the effects of these adjustments are mediated by
the institutional structure of the state.
The results of the ordinary least regression models point to four
conclusions. First, individuals behave as reasonable cognitive misers. They
anchor their income tax preferences on the status quo, and their previous
responses. This result explains cross-state differences in income tax preferences.
Second, liberal individuals prefer progressive taxation in individualistic states
(i.e., states with means-tested welfare states, majoritarian governments, and
pluralist interest group systems), and flat taxes in cooperative regimes (i.e., states
with expansive welfare states, consensus regimes, and corporatist interest group
ii

systems). Third, trusting individuals prefer flat taxes, and preferences for
progressive taxation are a means to ensure tax evaders pay their fair share.
Fourth, the effects of self-interest on tax preferences are limited, and only
influence tax preferences on those earning one-times and eight-times the wages
of a full-time unskilled worker.
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PREFACE

I am concerned with answering two primary questions in this dissertation: how
do public tax preferences differ by country? And, how do individuals form their
income tax preferences? I am interested in these two questions for two reasons,
first, taxes and state development are intimately tied to one another since states
need steady sources of revenue to pay for the goods and services they deliver to
the public (even the ability to obtain a loan at a reasonable interest rate relies, in
part, on the tax base of states); thus, to understand state development one must
understand taxation. Since citizens have to pay taxes their feelings and
preferences are of considerable research interest. Second, and more interesting to
me, understanding tax preferences can help researchers understand, more
generally, how individuals come to their political preferences.
Researchers of politics and economics generally take individual
preferences for granted, assuming individuals prefer certain objectives, to study
how individuals pursue those preferences. This, no doubt, is a worthy endeavor,
as assuming preferences has resulted in monumental works such as Olson’s The
Logic of Collective Action, David Mayhew’s Congress: The Electoral Connection,
or Anthony Down’s An Economic Theory of Democracy. However, researchers
should not take preferences for granted, and it is my intention to show why they
should not.
I will argue that individual preferences are the result of the anchoring and
adjustment heuristic developed by Kahneman, Tversky, and their cowriters. The
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anchoring and adjustment framework I use to explain public tax preferences was
built on three assumptions. First, individuals are cognitive misers, i.e.,
individuals do not want to expend more mental resources than necessary to
answer the questions of researchers. Second, individuals do not have absolute
income tax preferences ready to be surveyed by researchers, rather they construct
those responses when asked. Third, individuals want to give researchers a viable
preference, i.e., they do not prefer a 0% tax rate because the state could not
function.
Anchoring and adjustment allows individuals to minimize the cognitive
effort needed to create a tax preference while allowing them to create a plausible
tax preference. I will argue that when individuals are asked about their absolute
income tax preference for those earning the wages of a full-time unskilled worker
they will combine information about their personal tax burden and their
knowledge of the actual tax burden, this creates an anchoring point, an estimate
of what the state needs to provide existing goods and services. Individuals will
then make adjustments to that anchoring point by way of their ideological beliefs,
their level of trust in the government and others, and rational self-interest. Once
individuals provide researchers their initial absolute income tax preference,
individuals will anchor their subsequent tax preferences on their last response
because anchoring on the previous response minimizes cognitive effort.
Thus, the theory of anchoring and adjustment suggests that existing tax
policy will heavily influence individual income tax preferences, and since states
have different levels of taxation individuals in one state will have different tax
vii

preferences than those living in other states. Second, income tax preferences are
the product of an interaction between the institutional environment and
individual beliefs. Thus, researchers should not take preferences for granted since
they arise from the institutional environment in which people live.
My research into the income tax preferences of individuals from Australia,
the Czech Republic, Hungary, Italy, New Zealand, Poland, and Spain, revealed
several findings. First, these states appear to have developed their income tax
systems, and their taxation systems more generally, absent significant input from
the public. Consistent with existing research on taxation, I find that the taxation
systems in these seven countries were the function of the exogenous shocks of
war, economic crisis, pressure from multi-national organizations, and
international markets. Thus, individual income tax preferences follow policy
rather than the other way around.
Second, in my regression models, I found that the effects of ideology on
income tax preferences of liberals are conditional upon the institutional
arrangement of the state while the effects of economic conservatives are
independent of state institutions. Specifically, liberals in states with market
economies and minimal welfare states prefer progressive income taxes while
those living in coordinated market economies and comprehensive welfare states
prefer a flatter income tax system. On the other hand, conservatives, irrespective
of the state they live in prefer flat income taxes.
Third, individuals who trust both the government and others prefer a
flatter income tax system than those who lack trust in one or both groups. I
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believe that individuals want everyone to pay their fair share, and individuals
define the fair share as a flat tax, i.e., where everyone pays the same tax rate
(there is some evidence to believe individuals conflate a flat tax with an income
tax, but that is outside the scope of this dissertation). Thus, when individuals
trust the government and their fellow citizens, they can count on each individual
to pay the same percentage of their income. Progressive tax preferences are the
result of mistrust, especially mistrust of the rich and powerful who have the
capacity and incentives to hide their income from tax collectors. Progressive
taxation taxes the rich heavily to ensure they pay the same rate as everyone else.
Thus, progressive tax preferences are a means of compensating for tax evasion.
Finally, I find that the role of economic self-interest is limited to young
and wealthy individuals. Thus, individuals are not attempting to free ride, or at
the very least, individuals are not expressing a desire to free ride to researchers.
This is consistent with the findings of Sears and Citrin (1985) in their analysis of
the California Tax revolt. It seems that individuals understand the importance of
taxation, and are willing to pay taxes to ensure the state can deliver desired goods
and services.
The dissertation is structured in seven chapters. In the first chapter, I will
introduce the idea of taxation, discuss the importance of taxation to the state, and
show why this dissertation provides a significant contribution to the political
science literature. In the second chapter, I will discuss rational choice and culture
explanations for income tax preferences in addition to discussing the problem of
causality I face with my model. In the third chapter, I will discuss the
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development of taxes, focusing on the income tax, to show how exogenous forces
created income tax policy rather than income tax policy being driven by public
opinion. In the fourth chapter, I will discuss how the theory of anchoring and
adjustment creates a framework to understand income tax preferences. In the
fifth chapter I will discuss my data and methods used to test my theory. The sixth
chapter contains the statistical analysis and results testing the applicability of the
anchoring and adjustment theory to explain public income tax preferences.
Finally, the seventh chapter wraps up the dissertation by recapping the findings,
highlighting limitations, and pointing the way to future research in the area of
income taxes and public preferences.

x

TABLE OF CONTENTS
ABSTRACT ............................................................................................................... ii
DEDICATION.......................................................................................................... iv
ACKNOWLEDGEMENTS ........................................................................................ v
PREFACE ................................................................................................................ vi
LIST OF TABLES .................................................................................................. xiv
LIST OF FIGURES ................................................................................................. xv
CHAPTER 1: ROBIN HOOD VERSUS THE TAX MAN .......................................... 1
What Are Taxes? ................................................................................................... 5
The Importance of the Politics of Taxation .......................................................... 8
Public Opinion and Taxation .............................................................................. 15
Theoretical Contributions of the Study of Public Tax Preferences .................... 23
Outline of the Dissertation ................................................................................. 28
CHAPTER 2: ALTERNATIVE EXPLANATIONS .................................................. 32
Cultural Explanations ......................................................................................... 33
Rational Choice Explanations ............................................................................ 37
Causal Direction .................................................................................................. 42
Government Responsiveness to Public Opinion ............................................ 42
Tax Policy Responsiveness ............................................................................. 45
When Taxes Change........................................................................................ 53
Conclusion........................................................................................................... 57
CHAPTER 3: THE BIRTH OF THE INCOME TAX .............................................. 60
The Origins and Development of the Income Tax in Seven Countries .............. 60
Australia and New Zealand ................................................................................. 62
The Czech Republic, Hungary, and Poland .........................................................71
Italy ..................................................................................................................... 74
Spain.................................................................................................................... 79
Evidence for Income Tax Stability ...................................................................... 82
Conclusion........................................................................................................... 86
CHAPTER 4: OF ANCHORS AND MEN ............................................................... 89
Model Overview .................................................................................................. 91
xi

Preferences .......................................................................................................... 94
Anchoring .......................................................................................................... 103
Establishing a Reference Point ......................................................................... 107
Democratic Regime....................................................................................... 109
Interest Group System ................................................................................... 112
Tax Structure and Tax Visibility .................................................................... 113
The Interaction of Regime, Interest Groups, and Tax Structures ............... 120
Making Adjustments .......................................................................................... 121
Fairness ......................................................................................................... 122
Return on Investment ................................................................................... 124
Trust in Government .....................................................................................127
Trust in Others .............................................................................................. 128
Political Ideology ........................................................................................... 131
Tax Knowledge .............................................................................................. 132
Subsequent Responses...................................................................................... 133
Conclusion......................................................................................................... 135
CHAPTER 5: DESIGN, DATA, AND METHODS .................................................137
Hypotheses and Operationalization ................................................................. 138
Individual Level Variables ................................................................................ 142
Dependent Variable: Absolute Tax Preferences ........................................... 142
Independent Variables: Ideology ................................................................. 145
Independent Variables: Trust, Interest, and Efficacy .................................. 147
Independent Variables: Relative Spending Preference ............................... 148
Independent Variables: Individual Income ................................................. 149
Independent Variables: Additional Controls ................................................ 151
State Level Variables .......................................................................................... 151
Actual Tax Rate ............................................................................................. 153
GDP Per Capita ..............................................................................................155
Government Spending as a Percentage of GDP ........................................... 156
Ethnic Fractionalization ................................................................................157
Regime Type ................................................................................................. 158
Research Design ................................................................................................ 163
Conclusion......................................................................................................... 164
xii

CHAPTER 6: THE ORIGINS OF TAX PREFERENCES ..................................... 167
Model Overview ................................................................................................ 169
Anchoring .......................................................................................................... 174
Adjusting the Anchor ........................................................................................ 183
Ideology ......................................................................................................... 183
Trust ............................................................................................................... 191
Self-Interest .................................................................................................. 201
Conclusion......................................................................................................... 207
Methodological Appendix ................................................................................. 212
CHAPTER 7: CONCLUSION ................................................................................217
Institutional Complementarity and Public Opinion .........................................217
Institutions and the Origins of Preferences ..................................................... 220
Contributions to the Literature ........................................................................ 223
A Framework for Understanding Preferences ............................................. 223
The Contextualization of Ideology................................................................ 226
Trust and Tax Preferences ............................................................................ 228
The Limited Role of Self-Interest ................................................................. 230
Final Thoughts and Future Research ............................................................... 231
WORKS CITED .................................................................................................... 234

xiii

LIST OF TABLES

Table

Page

4.1 Classification of States by Political System, Interest Group
System, and Tax Visibility…………………………………………………..……………121
5.1 Questions from the 1996 International Social Survey Program—Role
of Government III to Construct the Individual Level Variable……………..143
5.2 Reference Income Levels, Actual Tax Preferences, and Actual Tax
Rates of the Sample…………………………………………………………………………154
6.1 Regression Results to Predict Absolute Tax Preferences…………………………..170
6.2 Robust Regression Results to Predict Absolute Tax Preferences…………….…213

xiv

LIST OF FIGURES

Figure

Page

3.1 Number of Income Tax Brackets from 1981 to 2013………………………………….83
3.2 Highest Marginal Income Tax Rate from 1984 to 2013……………....................84
3.3 Highest and Lowest Marginal Income Tax Rates from 1991 to 2011 ………..…86
4.1 Example of Effective Income Tax Rates by Income Level…………………….…….92
5.1 1996 GDP per Capita of OECD Countries………………………………………………..155
5.2 1996 Government Spending as a Percentage of GDP…………………………….…156
5.3 Ethnic Fractionalization of OECD Countries…………………………………………..158
5.4 Comparison of Lijphart’s Interest Group Pluralism and the
Individualistic to Cooperative Regime Index……………………………………...161
5.5 Individualistic and Cooperative Democratic Regime Factor Variable………..162
6.1 Public Tax Preferences for Those Earning the Wages of a Full-Time
Unskilled Worker by Actual Tax Rate, Income Level, and
Education Level………………………………………………………………………………177
6.2 Public Tax Preferences for Those Earning Two-Times the Wages of a
Full-Time Unskilled Worker by Previous Tax Preference Response……..179
6.3 Public Tax Preferences for Those Earning Four-Times the Wages of a
Full-Time Unskilled Worker by Previous Tax Response ………….…………180
6.4 Public Tax Preferences for Those Earning Eight-Times the Wages of a
Full-Time Unskilled Worker by Previous Tax Preference Response…..…181
6.5 Public Tax Preferences for Those Earning Eight-Times the Wages of a
Full-Time Unskilled Worker by Actual Tax Rate, Income Level, and
Education Level……………………………………………………………………………...182
6.6 Public Preferences for Tax Progressivity (Percentage Difference
between the Highest and Lowest Income Levels) by
Corporatism (CORP), Ideology (IDEO), and Efficacy (EFF)………………..186
6.7 Public Preferences for Tax Progressivity (Percentage Difference
between the Highest and Lowest Income Levels) by
Corporatism (CORP), Ideology (IDEO), and Efficacy (EFF)………………..188
xv

6.8 Estimated Absolute Tax Preferences for Those Earning
Eight-Times the Wages of a Full-Time Unskilled Worker
by Ideology, Efficacy, and Regime Type………………………………………….…190
6.9 Public Preferences for Tax Progressivity (Percentage Difference
between the Highest and Lowest Income Levels) by Ethnic
Fractionalization (ETHF), Trust in Government (TRU), and
Political Efficacy (EFF)……………………………………………………………………194
6.10 Public Tax Preferences for Those Earning Eight-Times the
Wages of a Full-Time Unskilled Worker by Ethnic
Fractionalization, Trust (TRU), and Political Efficacy (EFF)……………….196
6.11 Public Tax Preferences for Those Earning the Wages of a Full-Time
Unskilled Worker by Ethnic Fractionalization, Trust (TRU),
and Political Efficacy (EFF)……………………………………………………………..199
6.12 The Effects of Trust in Government, Ethnic Fractionalization, and
Political Efficacy on Tax Preferences for Those Earning the
Wages of a Full-Time Unskilled Worker……………………………………………200
6.13 Public Tax Preferences for Those Earning the Wages of a
Full-Time Unskilled Worker by Income and Age……………………………….204
6.14 Public Tax Preferences for Those Earning Two-Times the
Wages of a Full-Time Unskilled Worker by Income and Age……………….205
6.15 The Effects of Age and Income on Tax Preferences for Those
Earning Eight-Times the Wages of a Full-Time Unskilled Worker………207

xvi

CHAPTER 1: ROBIN HOOD VERSUS THE TAX MAN
“So, in all that year, fivescore or more good stout yeomen gathered about
Robin Hood, and chose him to be their leader and chief. Then they vowed
that even as they themselves had been despoiled they would despoil their
oppressors, whether baron, abbot, knight, or squire, and that from each
they would take that which had been wring from the poor by unjust taxes,
or land rents, or in wrongful fines. But to the poor folk they would give a
helping hand in need and trouble, and would return to them that which
had been unjustly taken from them.”
–Howard Pyle, The Adventures of Robin Hood.
Robin Hood is a fanciful tale of a government run amok. The original
songs, poems, and tales of Robin Hood take place in a feudal world where nobles
and priests govern while peasants serve. At birth, God decides what station an
individual will occupy; thus, to revolt against one’s position is to not only
rebellion against the state, but also God (Duby, 1982). The structure of feudal
society gave the ruling classes, nobles and priests, absolute power limited by
custom and conscience (Tocqueville, 2003). Robin Hood can be read as a
cautionary tale concerning the consequences of abusing power for selfenrichment, for in Nottinghamshire the aristocrats and priests abandoned their
God-given responsibility of shepherding the commoners to amass a personal
fortune. Their tools included theft, the manipulation of the legal system,
exploitative rents, and high taxes and tithes (taxes owed to the church). Feudal
custom, ideology, and structure reinforced the subservient position of the
peasantry leaving yeomen like Robin Hood with few means of checking the
corruption of authorities. Brutal retribution (civil war and the subsequent
1

capture, torture, and grizzly execution of instigators) was the consequence for
revolt, so the peasant/yeoman class relied on “everyday forms of resistance” like
“foot-dragging, dissimulations, false compromise, feigned ignorance, desertion,
pilfering, smuggling, poaching, arson, slander, sabotage, surreptitious assault
and murder, anonymous threats, and so on” to fight for themselves (Scott, 1987:
34).
By forsaking feudal governance, escaping to Sherwood Forest, and waging
a guerilla campaign against the feudal elite, Robin Hood and his Merry Men
embraced the tactics of everyday resistance to wage a tax revolt. The broader
community of peasants, tired of the abuse and sympathetic to Robin’s cause,
provided material support to the rebel community in the form of food, clothing,
and shelter. In response to this mass resistance, the Sheriff of Nottingham used
the public coffers to set elaborate traps (including the famous archery
competition with the prize of a golden arrow presented to the winner by the Maid
Marian), offer bribes, raise armies, and hire assassins, all in an effort to capture
or kill Robin. Each of the Sheriff’s actions cost him reputation (every failure
diminished his stature at the royal court, and within the community he
governed), treasure, time, manpower, and forgone tax revenue. If the Sheriff and
his peers had lowered taxes, stole less revenue, improved state infrastructure,
increased charity, and limited corruption, the revolt of Robbin and his Merry
Men would have ended while improving their reputations within the court and
among the poor. After all, Robin fought the abuse of power by feudal leaders, not
their legitimacy.
2

The story of Robin Hood highlights the conflict between the revenue
maximizing state, and tax-payers wanting to minimize their tax burden (Levi,
1989). Public opinion (even if the nobility is the public of relevance) on taxation
concerns even the most autocratic regimes if the state wants to maximize its
revenue (Ertman, 1997). The French economist and Minister of Finance, Jean
Baptist Colbert (1619-1683), argued, “the art of taxation consists in so plucking
the goose as to obtain the largest possible amount of feathers with the smallest
possible amount of hissing,” indicating his concern with public opinion. The
corrupt Sheriff of Nottingham tried to pluck too much too fast for personal gain
leading to a revolt of the yeoman under the leadership of Robin Hood. Electoral
pressure prevents most modern democratic leaders from exploiting the public as
the Sheriff did.
When democratic leaders pluck the goose, even minor hissing can turn
into an electoral threat, as state power rests on popular sovereignty. However,
elected officials need substantial revenue to satisfy the massive public appetite for
government spending (Ferguson, 2001; Page and Jacobs, 2009). Democratic
leaders find themselves in a peculiar position of using the goose feathers to feed
the goose to prevent a ballot box rebellion of Merry Men, as was the case in
California when the public revolted against their property taxes in 1978 by
organizing and voting for tax reform measures (Sears and Citrin, 1985).
This dissertation is about the public side of the state-citizen conflict, i.e.
why does the goose hiss? I am interested in three related questions: how much
people want to pay in taxes? Why they chose the amount? And how the amount
3

varies by nation? Individuals want to provide researchers a reasonable tax
preference so they base their preference on the status quo and make adjustments
according to their ideology, trust in government and others, and self-interest.
Given the importance of the status quo in defining tax preferences, the
institutional arrangement of the state will exert a strong influence on public tax
preferences; thereby, creating substantial cross-national differences because of
the diversity of state institutional arrangements.
I examine public tax preferences in seven nations: Australia, Czech
Republic, Hungary, Italy, New Zealand, Poland, and Spain. These cases do not
span the entire spectrum of democratic regimes or economic systems; however,
they contain enough diversity to study the relationship between institutions and
public opinion. Australia and New Zealand are Westminster democracies with
liberal market economies. Italy and Spain are Southern European states with
coordinated market economies. The Czech Republic, Hungary, and Poland are
new democratic regimes with mixed economies. France, Germany, the
Scandinavian countries, and the United States would be wonderful cases to
include in the analyses, the 1996 International Social Survey Program limited tax
preferences question to these nine states, and this survey may be the only one to
ask respondents for their absolute tax preferences. This dissertation should be
seen as a first step towards a more comprehensive study of public tax
preferences.

4

What Are Taxes?

Taxes represent different things to different people. Libertarians, like Robert
Nozick, see taxes as forced labor because the state takes individual earnings
without permission or a direct return of services (Nozick, 1974). Neo-liberals,
such as Ronald Reagan and Margaret Thatcher, argue taxes are the means by
which the state fosters dependency and undermine the free market by sustaining
a welfare state (Friedman, 2003; Reagan, 1981; Thatcher, 1968). Others, like
jurist Oliver Wendell Holmes Jr., argue “taxes are the price we pay for a civilized
society” (1927), because taxes are essential for the provision of basic goods and
services such as roads, police, and courts. Liberal legal scholars, like Stephen
Holmes and Cass Sunstein, building on Holmes, argue rights, even fundamental
rights like life, liberty, and property, depend upon “public funding and support”
to be guaranteed - hence taxation is indispensable (Holmes and Sunstein, 1999).
Interpretations on the nature of taxation range from an evil perpetuated on the
public by the state to a necessary element of a robust democratic society. So, what
are taxes?
Taxes are “quasi-voluntary,” or self-reported compulsory payments made
by the public (through employer withholding or at the cash register) to sustain
the state and fund its activities (Levi, 1989).1 In addition, “taxes are levied on the

Taxes have a free rider problem, while everyone benefits from the services obtained from taxes,
individuals who do not pay enjoy the benefits of the state plus they keep their tax dollars.
Moreover, the populations of modern democratic regimes and the associated paperwork makes it
1
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community as a whole, regardless of who captures the benefits of the public
services funded thereby” (Holmes and Sunstein, 1999: 20). From the perspective
of the tax payer, the universal and compulsive nature of taxes combined with
state spending programs that lack universal support can make taxes feel like
theft. Elected officials must be sensitive to public tax and spending preferences or
risk tax evasion that, if done by enough people, can starve the state of capital or
oust the current government, as in the case of Greece (Artavanis, Morse, and
Tsoutsoura, 2015; Bird, 2015; Guillot, 2015; Plumer, 2012). In either case, elected
officials lose their power and status.
Taxes are ancient, pervasive, and take on many forms. The history of state
development, state capacity, state efficiency, and the availability of revenue,
determine how states distribute the tax burden across the various taxation
instruments available to them. The taxation instruments chosen influence public
taxation preferences by varying the level of tax salience (Cabral and Hoxby, 2012;
Chetty, Looney, and Kroft, 2009; Finkelstein, 2009; Misoolek and Elder, 1988;
Pommerehne and Schneider, 1978). Taxes can be classified into five broad
categories: property, sales, trade, corporate, and income. Property taxes, a
common and old form of taxation, require little state capacity to collect because
property is stationary and owners are easy to identify. Taxes on goods and

nearly impossible for the state to track down, try, and punish free riders. Thus, it is actually
rational for individuals to evade their taxes. Economists have developed an entire literature, tax
morale, to try to understand why people pay their taxes despite the rationality of tax avoidance (in
many ways, the tax problem is similar to the voter problem as defined by Anthony Downs).
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services are ancient as well, though they evolved over time. Early taxes on goods
involved a state monopoly on key resources such as salt or mines of precious
metals (Aristotle, 1952). As states developed greater monitoring and enforcement
powers they taxed additional goods and services.2
Modern taxes on goods come in two forms, the sales tax and the value
added tax (VAT). States levy sales taxes when individuals purchase a good from a
supplier, and the rate is based upon the nature and cost of the good (say 5% on all
food purchases and 15% on alcohol and tobacco). States levy the VAT on
companies whenever they add value, defined as “the difference between revenue
from sales to customer and purchases from other businesses” (Sullivan, 2011: 11),
to a good. This tax is ingenious because it buries the cost of the tax into the price
of the good while incentivizing companies to report their value added in order to
receive a rebate on taxes paid by suppliers. Taxes on foreign trade, tariffs, require
a higher level of state capacity because states need to post officials at ports and
borders in order to collect revenue. This tax, along with the corporate income tax,
has fallen out of favor since the end of World War II with the rise in globalization
and tax completion due, in part, to the General Agreement on Tariffs and Trade
(GATT). As a result, modern industrial democracies cannot rely on these taxes to
fund basic state activities. Corporate and business taxes require state monitoring
of complex business institutions and processes; thus, these forms of taxes

To tax goods, states often required taxable products to carry a stamp indicating that the tax had
been paid, i.e., a stamp tax. In the United States cigarettes still carry stamps indicating the state
government which collected the tax.
2
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developed only after the states improved their regulatory capacity. The last tax
type, the personal income tax, once required citizens to make annual or semiannual income declarations and tax payments to the state from wage earners.
Like the sales tax, the income tax has also evolved to the point where employers
collect employee tax obligations, and in many OECD countries wage earners do
not file yearly income declarations (Crenson and Ginsberg, 2002).

The Importance of the Politics of Taxation

In Robin’s time, and for most of human history, taxes served two
purposes: raise revenue for basic goods and services such as security,
infrastructure, and dispute adjudication; and to enrich the aristocracy who
intertwined their personal financial resources with the state’s financial resources.
As states fought wars, those states which managed to survive developed
additional capacity in the area of taxation and public administration; in addition,
the public itself, regardless of their place in the social hierarchy, increased their
economic productivity and wealth. Together, increased state efficiency and a
wealthy public increased state revenue without changes to the taxation system.
However, the status quo did not satisfy state leaders and the public, as both
wanted more. The state wanted to raise larger sums of money to field larger and
better-equipped armies while the public developed an appetite for additional
non-security services (Steinmo, 1996). These two threads converged in developed
democracies during, and soon after, World War II. States raised tax rates and
8

developed new taxes (pay as you earn income taxes), and they received public
support for these efforts. After the war, the public wanted extensive welfare
services and the state wanted to use their new powers of taxation to redistribute
income, regulate the economy, and to curb certain public activities.3
Strong states must provide internal (police) and external (military)
security, dispute adjudication in the form of courts, and public works such as
roads, fire departments, standardized weights and measures, and currency
(Smith, 1952). While these basic services are inexpensive compared to total
government revenue in modern advanced industrial democracies, raising the
necessary amount of money to fund these activities was difficult for ancient and
medieval states because of public impoverishment and state inefficiency. The
public endured high rates of taxation so the state provided basic services;
however, medieval states often failed to do so, took on debt, and defaulted. Even
when the state became better at raising revenue, the public wanted to pay no
more than the minimum for basic state goods and services; thus, when the state
provides the minimum, the public prefers to pay the minimum (Levi, 1988).
States had the problem of raising revenue to pay the growing costs of war from a
public – initially defined by the nobility, but eventually the entire populace – that
was unwilling to pay for war without gaining additional goods and services (Tilly,
1992).

The dynamics underlying post-war tax and welfare preferences are complex and involve mass
enfranchisement, changes in political parties, institutional construction, post-war global
economic forces, etc. As a result, my claim is more a general statement whose validity varies by
case.
3
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All modern wealthy states developed extensive welfare programs, and
regardless of the origins of these programs, they require considerable financial
resources. Welfare programs vary by nation, but in general, welfare programs
include free education, healthcare, unemployment insurance, and public
pensions. These programs are popular and expensive to maintain which places
elected officials in a tight spot, as they balance the public’s willingness to pay
against their desire for spending. The structure of welfare programs can help
elected officials balance these opposing public preferences. If government
programs are visible, then the public can see the effects of government activity
which may make them more supportive of status quo tax rates. If government
programs are invisible (i.e. carried out through the taxation system and through
contracts with the private sector) people cannot see government activity and thus
do not understand why government needs so much money.
States use tax revenue to overcome market inefficiencies, and in some
cases, there is overlap with welfare state programs. Markets are efficient at
delivering private goods, i.e. divisible goods and limited to private consumption.
Products bought or sold on store shelves or services found through classified ads
are examples of private goods. Markets are not good at providing public goods,
indivisible goods available for universal use such as police, fire departments,
courts, or roads. States provide market enhancing goods such as education and
roads for two reasons: many of the programs are popular, thus politicians risk
losing elections if they cut those services; second, by enhancing markets, the state
strengthens the economy and the earning power of individuals (education creates
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a labor market of high skill and trainable persons, roads and rail allow for the fast
and secure means of moving goods and people) resulting in increased tax revenue
without tampering with the taxation system. The Nordic countries, for example,
through a diversity of programs and institutions use state programs to enhance
economic performance by providing extensive unemployment support including
skill retraining to develop a population with the capacity and willingness to move
into new and more profitable industries as the economy changes. In this way,
states can use taxes to increase future tax revenue (Dobbin and Boychuk, 1999;
Esping-Andersen and Korpi, 1986).
Welfare states are the primary tool of state income redistribution;
however, the state also uses the tax system to redistribute income. The
progressive income tax and the property tax are the two main tools states use to
redistribute income. In a state with progressive income tax, individuals who
make more money pay a larger proportion of their income to the state than those
who make less. For example, a person making $20,000 a year in the United
States may pay $2,000 in taxes making their effective rate of taxation 10% of
their income. A person making $200,000 may pay $70,000 in taxes making their
effective rate of taxation 35%. By contrast, in a flat tax system a person making
$20,000 a year would pay the same proportion of their income in taxation as a
person making $200,000. If the flat tax rate is 15%, the person making $20,000
pays $3,000 dollars a year while a person making $200,000 would pay $30,000
in taxes. Under a progressive taxation regime, the person who makes more pays
more, and this creates a degree of income equality prior to social spending
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programs. Property taxes complement income redistribution because the wealthy
tend to own more property than the poor resulting in higher taxes, as a
proportion of income, for the rich.
Taxes are a tool of income redistribution, but in most modern industrial
democracies taxes are a secondary form of income redistribution, as most income
redistribution is done through welfare state programs (Bird and Zolt, 2004;
Mahler and Jesuit, 2006; Wagstaff, et. al., 1999). Denmark and Sweden, for
example, are two of the most egalitarian states in the world (World Bank Gini
Coefficients of 0.25, the United States by contrast has a Gini coefficient of 0.41
while the most unequal state in the world, Nambia, has a Gini coefficient of 0.74;
World Bank Group, 2015), and they rely on the regressive VAT to raise a
significant proportion of state revenue. The VAT, as a consumption tax, is a
regressive tax because the poor consume most of their annual income to survive,
thereby paying a higher proportion of their income to the state; thus, the middle
and lower classes redistribute income amongst themselves (Steinmo, 1996).
The mixture of taxes a state uses to raise revenue can influence public
preferences because some taxes are more salient than others. Income and
property taxes are visible, and, as a result, unpopular; whereas, the VAT is hidden
and, therefore, palatable. The salience of the income tax makes it difficult for
political officials to raise rates out of fear of public punishment for tax increases.
The VAT, being hidden, is less likely to draw the ire of the rich and businesses
because they pay less as a proportion of their income as a result of regressive
taxes. States which rely more on the VAT can maintain larger welfare states
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because the middle and lower classes are redistributing income amongst
themselves which limits the complaints of the wealthy (Steinmo, 1993).
States use taxes to regulate the economy. One of the oldest ways is through
the use of tariffs. Tariffs tax border-crossing goods and services and can be used
to regulate national economies by manipulating the rates. If a country has an
interest in spurring the development of domestic industry, the country may raise
tariffs high enough to make domestic goods cheaper than imported goods (this is
one of the primary tools states utilized when engaged in important substitution
industrialization). After World War II, industrialized democracies agreed to the
importance of free trade in the pursuit of shared economic prosperity and
security, limiting protectionism via tariffs through the General Agreement on
Tariffs and Trade (GATT) monitored by the World Trade Organization (WTO).
Despite the loss of this taxation tool, states subsidize specific businesses and
industries by reducing their tax obligations through tax expenditures. The United
States taxation system is awash in tax expenditures. Many local governments in
the U.S. offer retailers like Wal-Mart and Target low tax rates or even no taxes to
locate a store in their community (Karjanen, 2006). Sweden demonstrates a third
way in which states can use taxes to advance the state's economic objectives.
Sweden strives for full employment, so the state sets low corporate tax rates and
high consumption taxes. This creates an economic incentive for business owners
to plow their profits back into their business with the intended side effect of
maintaining and creating jobs (Steinmo, 1996).
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States can also use taxes to modify social behavior. The most prominent
example is the "sin" tax in which the state imposes a higher than average tax on
goods and services deemed to be immoral but not illegal. States often tax alcohol
and tobacco at high rates because the general public will not object and it raises
the cost of consumption. States also target sweetened beverages, trans-fats, and
oil for higher than average taxes because unhealthy food increase health care
costs through unhealthy populations while oil damages the environment and
fosters dependency on unstable states. The United States, building off the health
care system put into place in the state of Massachusetts, is using the tax system to
compel individuals to purchase health insurance by creating a tax penalty for
those who do not purchase said insurance (The Kaiser Family Foundation, 2011).
Taxes used to regulate the economy or guide social behavior will not
directly affect public tax preferences because these taxes are indirect and less
visible. Taxes on corporations appear to shift the tax burden onto others even
though individuals pay the tax because the costs are embedded into the price of
the product. Taxes on alcohol and tobacco appear to shift the tax burden onto
individuals who choose to consume these products (and depending upon the
inclinations of the individual, this is a tax on immoral behavior). The state hides
taxes through tax credits that regulate the economy or promote desirable
economic activities, and some popular tax credits include those for children or
homeownership. Policy makers face long-term costs for using tax policy to carry
out public policy because tax credits increase the complexity of tax systems. This,
in turn, creates the perception of a taxation system benefiting the rich and
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powerful. If a substantial proportion of the population believes the stated rigged
the tax system, then people may prefer to pay less while demanding the rich to
pay more in an effort to overcome the perceived corruption.
As states evolved and developed new capacities, state tax systems took on
new responsibilities. Early taxation systems funded basic state activities while
enriching the individuals governing those states. Modern taxes now fund basic
services, pay for welfare states, redistribute income, regulate and grow the
economy, and modify public behavior. The diversity of these services makes
taxation a central feature of government activity and we should expect
meaningful public opinion concerning their state's taxation system.

Public Opinion and Taxation

Public spending preferences are easy choices - individuals want the government
to spend more on popular programs like pensions, healthcare, and public
education (Dalton, 2006; Velladics, Henkens, and Van Dalen, 2006). Tax
preferences are hard because they require individuals to make tradeoffs. The
public has to balance what they want their government to do against what they,
and their peers, are willing to pay. This tradeoff reveals the world in which
individuals want to live, and elected officials need to be sensitive to the public to
retain their position. Politicians face a second problem if public wants more than
they are willing to pay for, a loss of trust in their government (Crepaz, 2008). In
understanding public tax preferences, there is a problem, tax systems can be
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hidden and complex; thus, public preferences will be complicated. This presents
a considerable research problem. If taxes are complex, public preferences for
taxation will also be complex, and this complexity can muddle the meaning of
preferences. So what can tax preferences mean? And do these multiple meanings
make public tax preferences incomprehensible?
Tax preferences are a reflection of the type of world in which individuals
want to live. For example, a person with an individualistic ideology, one in which
individual effort lies at the heart of economic achievement, prefers few
government programs and low taxes so as to maximize individual autonomy.
Taxes also tell us how much individuals value government goods and services.
Individuals know government goods and services are expensive because all goods
and services need products and labor (in reality free lunches are subsidized
lunches). The problem is any given individual’s tax dollars amount to an
insignificant proportion of the entire government budget, and unless the
individual is interested in the government budget, they lack information on the
true costs of government activity. However, this does not mean individuals
cannot estimate a cost, and tax preferences may indicate their estimate of what
government activity is worth. Tax preferences may also signal how much the
individual trusts government and others in society. People do not want their
government to waste public dollars, or use those dollars to line private pockets.
Moreover, since tax dollars are used for public goods, people do not want their
fellow citizens to take advantage of the system since this, too, would be a waste of
the individual’s contribution. Thus, individuals who trust government and their
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community are likely to prefer higher taxes than mistrustful individuals. Public
tax preferences may also tell us how individuals want the costs of government
distributed. Perhaps individuals want everyone to pay an equal share, or perhaps
they want those who can afford to pay more to bear a greater proportion of the
costs of government. With all these different meanings public tax preferences
would appear to be incoherent, but as the examples below show, many of these
meanings move together, thus making public tax preferences a coherent
summary of underlying ideological and affective beliefs.
When national economies are booming, unemployment is low, and
individual income is rising, states often experience surges in revenue because
individuals are: earning more, leading to increased income tax revenues; buying
more, leading to higher consumption tax revenue; and corporations are
generating higher profits, increasing corporate tax revenues. This is a favorable
situation for elected officials because they can satisfy the public appetite for
spending without having to raise taxes. In some cases, the increasing revenue
allows the state to cut taxes while increasing services, thus giving the public the
“free lunch” they desire. Moments of economic prosperity do not require hard
choices, and in the absence of hard choices it is difficult to determine the true
value of government goods and services. When the economy contracts, society
must make hard choices, and those choices reveal that which they most value.
The global financial crisis of 2008 and the resulting economic recession
led to significant budgetary cutbacks in many industrialized democracies forcing
governments to make hard choices. The city of Colorado Springs, Colorado
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provides an example of this phenomenon. The state of Colorado depends on the
sales tax, so when people are spending money the state receives a steady stream
of revenue. When spending drops, as it did when the recession contracted
consumer spending, the state lost significant revenues, forcing three choices:
raise taxes to maintain current levels of spending, cut spending to cope with
lower tax revenues, or use debt to maintain spending and tax levels. The third
option appeals to politicians because it pushes hard choices - choices with severe
electoral consequences - into the future. However, the elected officials in the City
of Colorado Springs and in the State of Colorado have a balanced budget
requirement that prevented them from taking out loans. This left two choices,
raise taxes or cut spending. Raising taxes in Colorado requires a public vote, and
the public could choose nominal tax increases to maintain basic services such as
police, fire, parks, and streetlights. The public rejected the increases, and the City
of Colorado Springs shut off streetlights and shuttered parks. The people who
wanted their parks or street lights paid for those services themselves, and this
created a situation in which some neighborhoods had parks and lights while
others did not (Glass, Koenig, and Smith, 2012). The public of Colorado and
Colorado Springs, through their vote, valued lower taxes and market distribution
of goods and services higher than higher taxes and the state provision of public
goods.
While citizens in Colorado Springs opted to maintain lower taxes in the
face of budget cuts, other communities voted to increase their taxes to preserve
government programs they value. Since 2008, the states of California and North
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Carolina made significant cuts in education spending to compensate for falling
tax revenues. In 2010, twenty localities in California and eleven localities in
North Carolina held elections asking the public if they wanted higher taxes,
increased property taxes in California and increased sales taxes in North
Carolina, to maintain school budgets. Sixteen counties in California and nine
counties in North Carolina voted to increase their tax burden to save schools,
maintain class sizes, and preserve the salaries of teachers. In contrast with
Colorado, these citizens valued schools over low taxes (Chea, 2010; Robertson,
2010).
In Colorado and North Carolina, the power to increase taxes resided in
elected officials. However, in both cases they punted this decision to the public to
shift the burden of responsibility from themselves to the public. Elected officials
dodge responsibility for increasing taxes and cutting popular services because it
is unpopular and gives opponents ammunition to attack them. This gives
politicians a third option, maintaining spending and current taxation rates by
taking on debt.4 This strategy allows politicians to keep the public satisfied by
pushing off hard choices into the future, long after the elected official has retired
or left office. The strategy is viable if a state experiences consistent economic
growth, proving to creditors the capacity to service the debt with a minimal
chance of default. However, if the national economy falls into recession and tax
revenue dries up, creditors respond by raising interest rates or cutting off loans,

Even authoritarian regimes, such as the absolute regimes of France, take on debt rather than
attempting to restructure the economy, raise taxes, or cut services.
4
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as happened in Ireland and Greece following the 2008 financial crisis. If this
occurs, then the state loses its capacity to respond to public opinion because
creditors force states into austerity budgets to manage debt. Debt management is
never popular because the public is paying higher taxes and receiving even less in
return (Ide and Steinmo, 2009).
Public tax preferences are also an assessment of the value of government
goods and services. Robin Hood and his Merry Men did not value the lavish
lifestyles of the clergy and nobility, nor the golden arrows, parties, fancy clothing,
or assassins. Because they did not value these goods and services, they wanted to
pay lower taxes. The Sheriff and his men made low taxes impossible, so Robin
Hood and his men moved into the woods, and waged a guerilla campaign against
the state to compel government responsiveness. Citizens in modern democratic
regimes also assess the value of their own state's goods and services, and their tax
preferences will reflect this valuation. On one hand, if an individual does not
appreciate foreign aid or assistance to the poor, the individual is likely to prefer
lower taxes. On the other, if a person is neutral on these programs and
appreciates state education, pension, and healthcare spending, they are more
likely to prefer the status quo.
Suzzane Mettler (2011) found citizens in the United States do not
appreciate the true scope of government activity in their day-to-day lives because
the government at the national, state, and local levels hides many programs in
the tax system, and by contracting with private entities. Americans cannot assess
the value of government activity because the government appears to do little with
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the revenue it takes in; thus, Americans assume they can pay less while keeping
the same level of government activity. If Mettler's argument is correct, then
citizens living in states where government activity is visible will prefer higher
taxes because the public can assess the true costs of government.
Tax preferences are a signal of trust in government. Just as people do not
donate to ineffective charities or invest in corrupt businesses, individuals do not
want to give money to an incompetent, inefficient, and self-serving government.
Public distrust in government underlie the tax revolts in the 1970s and 1980s.
California in the 1970s experienced high inflation driving up property values for
homeowners. The increase in property values caused higher property taxes.
Stagnant wages meant taxes consumed a larger proportion of household budgets.
The public believed government paid public sector workers too much compared
to their private sector counterparts, making government too expensive and
inefficient. Because of increasing property taxes, elected officials behaved as
spendthrifts, giving money to unpopular welfare programs, rather than
protecting the interests of tax payers. Policy entrepreneurs, taking advantage of
the public unrest, put several propositions on the ballot, including Proposition 13,
which capped property tax rates for homeowners as well as making it more
difficult for the state to raise taxes by requiring a 2/3rds supermajority for tax
increases (Sears and Citrin, 1982). Thus, distrust pushed public tax preferences
downward forcing the state to make substantial cuts to the budget over the long
term (in the short term, California’s revenue surpluses allowed the government to
maintain spending at the accustomed level for a short period of time).
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Tax preferences indicate how individuals want the costs of government
distributed across society. Individuals may prefer low income taxes and usage
fees (like toll roads or park fees) because they want individuals limit tax dollars to
services they use. Others may want a flat tax because they believe the costs of
government should be equal across all of society. Still others may want
individuals to pay according to their abilities, such that the poor pay little to
nothing whole the rich pay their taxes at a higher rate than the middle classes.
Despite the multiple meanings contained within tax preferences, at the
aggregate level tax preferences are coherent because the effect of the meanings
can operate in concert. Individuals who prefer the markets to allocate resources
are more likely to devalue government goods and services because they think they
are overpriced compared to market delivered alternatives. Preference for markets
may also result from distrust in government that contributes to the perception
that government is inefficient and self-serving. The combined effect of preferring
market distribution of goods and services, devaluation, and distrust is to lower
and flatten tax preferences compared to those who want government to protect
them from the markets, value government services, and trust government.
Public tax preferences are a summary measure that ties the above considerations
together. In addition, there is evidence that the aggregated public tax preferences
allow for a viable state, though a state that must make considerable cuts to
government goods and services (Singhal, 2008). Together, these factors provide
evidence for Schumpeter's (1954) claim that "the spirit of a people, its cultural
level, its social structure, the deeds its policy may prepare--all this and more is
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written in its fiscal history, stripped of all phrases" (7). Therefore, to understand
politics, one should begin with public finances, and in a democratic society this
means understanding public preferences for taxation since they compel the
public to prioritize their needs, wants, and desires.

Theoretical Contributions of the Study of Public Tax Preferences

This dissertation will make three contributions to the political science literature.
First, it will provide a model of preference formation that integrates both state
institutions and individual considerations. Second, my research provides
evidence that the public demonstrates an awareness of their state’s tax policy in
their ability to use existing tax rates to create their tax preferences. Third, my
research indicates that individuals are not looking for a free lunch; rather, they
seem to understand that tax dollars fund useful government goods and services.
Fourth, there is a need in political science (and economics) to understand how
individuals create their policy preferences because researchers assume public
preferences are exogenous. For example, Robert Putnam, Robert Leonardi, and
Raffaella Y. Nanetti in their book Making Democracy Work: Civic Traditions in
Modern Italy (1994) lay out a model for institutional performance: “societal
demands  political interaction  government  policy choice 
implementation. Government institutions receive inputs from their societal
environment and produce outputs to respond to that environment” (9). Public
preferences contribute to societal demands, but researchers assume those
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demands. Given that Putnam et al. are interested in government responsiveness
to public opinion, their assumption of preferences is reasonable. Assuming public
preferences is also prevalent amongst rational choice scholars (and by
implication many economists). Donald Green and Ian Shaprio (1994) in
reviewing the rational choice literature, find that utility maximization is a
common element to all rational choice projects; however, the goals individuals
are seeking to achieve and the order of their preferences are assumed without
explanation.5
This is not to imply that political science has ignored the origin of
preferences, as welfare state researchers show considerable interest in public
preferences. Nowhere is this as clear as in Brooks and Manza’s work, Why
Welfare States Persist: The Importance of Public Opinion in democracies
(2007), where they dedicate an entire chapter (99-130) to the origins of public
preferences. Brooks and Manza argue that public preferences are a result of “(1)
interests individuals have by virtue of social-structural locations; (2)
participation in discursive communities that are characteristics of such major
institutions as churches and schools; and (3) long-term patterns involving the
influence of welfare state-making itself, where these operate through collective
memory process” (103). Public preferences are subject to path dependent
processes where the manner in which states adopt policy feeds back into public

Rational choice scholars also assume that personal preferences are stable over time and that
individuals have a consistent hierarchy of the total sum of their preferences (Green and Shapiro,
1994).
5
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preferences. Because of the inter-relationship between history, institutions, and
public opinion, political science models that assume public preferences to explain
government responsiveness are missing a vital piece of the puzzle. Political
scientists should not take public preferences for granted (or as a primitive). I
follow Brooks and Manza’s argument that public preferences for taxes are a
consequence of the type of democratic regime, economic organization, and the
current taxation system - adjusted by trust, ideology, and education. I argue that
public preferences for taxes emerge from the interaction of institutions and
individuals. Individuals, when asked for their tax preferences, first consider the
existing tax rate, they then make adjustment to that rate by taking account of
their ideological beliefs, their feeling of trust, and their level of self-interest.
Researches should apply this model of preference formation to other preference
questions, in particular, public preferences for government spending.
The second contribution to the literature is in providing more evidence
that the public, at least at the aggregate level, is aware of and base their
preferences on existing public policy. Income taxation is a difficult issue for the
public because of the combination of low issue salience and difficult calculations.
Thus, this dissertation provides yet more evidence that the public has the
knowledge base and the capacity to react to policy changes. This dissertation will
also demonstrate that individuals seem to be aware of their state’s institutional
structure, or at the very least, it exerts an influence on their preferences for
taxation. Thus, this dissertation points to the importance of institutions and the
status quo in public policy preferences.
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The third contribution is basic. This work will provide additional
information concerning cross-national differences in public opinion and public
opinion on taxation. Not much is known about public tax preferences in a single
state or cross-nationally. Researchers limit tax preference questions to relative
preferences, i.e. they are asked if their taxes are too high, too low, or about right
(Peters, 1991). Thus, political scientists lack knowledge of what people want to
pay and how it relates to public perceptions concerning the tax burden. This
creates a missing baseline with which individuals decide their relative tax
preferences. Right now, political scientists assume government responsiveness to
public opinion, so the status quo is assumed to be the baseline, but there is no
way to know if there is a gap between public opinion and government policy.
Asking the public to describe their ideal tax distribution can help aid these
problems.
The third contribution of my dissertation to the political science literature
concerns the limits of homo economicus model. The homo economicus model of
economics assumes that individuals are self-interested utility maximizers. In
terms of taxation policy, this means individuals should prefer shifting the tax
burden onto other elements of society such that the public pays for the benefits of
the individual. However, as my work will show, individuals seem to understand
the importance of taxes, and are even willing to pay their taxes without
attempting to shift the burden, so long as they feel that the government is
responsive to their spending preferences and that others are making similar
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sacrifices. In short, individuals do not prefer a free lunch. Rather, they seem to
prefer a community potluck.
If politics is the study of “who gets what, when, and how” (Lasswell, 1936),
then understanding what people want, and why they want what they want, is
pivotal for understanding the political process and public preferences. For all too
long, political scientists (and economists) took public preferences for granted in
modeling the consequences of preferences. In this dissertation I place the origins
of public preferences at center stage, and develop a general model to explain why
individuals prefer a particular income tax rate system. This model links
individual’s pre-dispositions (ideology, trust, and self-interest) to both existing
public policy (the income tax code) and the structure of the state, and shows that
public defines preferences at the local level. The beauty of this model is its
general components apply to policy areas in which the public has a quantitative
preference (i.e. policies that involve government spending). Moreover, the
implication of this model is that the public demonstrates an awareness of public
policy, and the institutional organization of the state and shapes their policy
preferences accordingly. My model begins to fill a major gap in the study of
politics (and economics) and that gap is our understanding of why individuals
prefer the policies they do.
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Outline of the Dissertation

In the next five chapters I will lay out three alternative explanations for
public tax preferences, a series of case studies concerning the history of income
taxation for the seven countries that I study in this dissertation. Next I present
the theoretical model I used to understand public tax preferences, discuss the
data and methods I use to test that model, and then test the model and analyze
the outcome. The seventh and final chapter will summarize my findings, pull out
some consequences of the research, and point towards future work that might
prove fruitful, both for understanding preferences, but also public perceptions of
tax policy.
Chapter 2 discuses three alternative explanations for public tax
preferences: culture, self-interest, and causality. In this chapter I will lay out the
case for each of these explanations in addition to offering my rebuttal to these
arguments. Most of my arguments will be based in the literature. I will argue that
culture is a nebulous concept that is rooted in the institutional design of the state.
Self-interest, I will argue, will be minimized by both the wording of the ISSP
questions on tax preferences and its role as a minor consideration in the
adjustment process. I will discuss why lack of knowledge, a primary interest in
how government spend money, and the fact that income taxes seem to be more a
product of exogenous shocks than public opinion, all argue for the idea that
policy leads opinion.
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Chapter 3 contains case studies detailing the history of taxation in each of
the seven countries I will be studying. The case studies will be presented in four
groups. First, I will examine the tax histories of Australia and New Zealand. The
chief lesson is that in these two similar states, New Zealand adopted the income
tax first because they fought a major war against the native Maori that forced the
state to adopt an income tax to pay down the war debt. The second set of case
studies examines the Czech Republic, Hungary, and Poland. These three
countries adopted the income tax under pressure from the European Union. The
state imposed the income tax from the top down because the inexperienced
public was without income tax preferences. The third section of this chapter
examines how Italy’s desire to join the European Community following WWII
caused Italy to align their income tax policy with the rest of Europe. The final
case study examines Spain, a country that remained neutral during WWII, and
was authoritarian until the 1980s. This country did not introduce a mass income
tax until Spain, like Italy, wanted to partake in the wider European community
which pushed Spain to alter its taxation policy.
Chapter 4 of this dissertation lays out my theory for the origins of public
income tax preferences. The core of this model is Tversky and Kahneman’s (1972)
anchoring and adjustment heuristic. Tversky and Kahneman found that when
individuals engage in an estimation task they will use any reference point, no
matter its relevance, as a starting point, and then make adjustments to that
starting point to complete the estimation task. In many respects, absolute income
tax preference questions are similar to estimation tasks in which the respondent
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must make a definitive choice from a near infinite array of options. Since a tax
preference question does not begin with an anchoring point, I argue that the
individual uses the status quo and their previous responses as an anchor.
Individuals will make adjustments to their anchoring point, and those
adjustments will be a result of ideology, trust, and self-interest. Tversky and
Kahneman’s anchoring heuristic allows the integration of several competing
theories of tax preferences into a single model, as the competing theories become
adjustments made to individual’s estimation of the status quo.
In Chapter 5 I will lay out the data sources and statistical methods I use to
test my theory of income tax preferences. The theory of anchoring adjustment
requires data from both the individual and institutional level. To this end, I found
a data set that asked individuals about their absolute tax preference and
combined that data with data about the state tax rate, the level of ethnic
homogeneity, and measures that capture the institutional structure of the state.
This chapter will discuss all the data sources, the challenges I faced when testing
the model using the data, and the interactive ordinary least squares regression
model I use to test the model.
In Chapter 6 I will present the results of my analysis. As my data source,
the 1996 ISSP, asks individuals about their absolute tax preferences across four
reference income groups (those earning the wage of a full-time unskilled worker,
two-times, four-times, and eight-times that wage), I will present four regression
models, and each of the models contain three sets of interactions which will be
explored in detail. This chapter will show the extent to which individuals use the
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status quo and their previous response (where applicable) to anchor their
preferences, and show the effects of individual ideology, trust, and self-interest
on the degree to which individuals make adjustments from their anchor to create
their preference.
In the final chapter, Chapter 7, I will summarize my findings and my
argument for the direction of causation. I will address some of the weaknesses of
my research, and the data needed to push this model of preference formation
forward. I will also discuss how this dissertation fits into the larger work on both
taxation and preference formation. At last, I will discuss future avenues of
research that I would like to explore that will contribute both to the body of
knowledge about taxation and public preferences.
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CHAPTER 2: ALTERNATIVE EXPLANATIONS

Before discussing my theory on public tax preference formation, I will
discuss two alternative theories concerning the origins of public tax preferences.
This chapter also includes a discussion concerning the direction of causality, as
this will be one of the primary counter arguments to the theory of anchoring and
adjustment.
The first section of this chapter examines the cultural argument for
taxation developed by Webber and Wildavsky (1986), and extended by Lockhart
(2003). Their argument is that societies are composed of three cultural streams,
collectivism, egalitarianism, and individualism, which combine in various ways to
create unique societies. Each society develops a taxation regime that reinforces
the existing culture. By consequence, a psychological/institutional model for tax
preferences is nothing more than an expression of a society’s underlying culture.
The second section addresses a rational choice argument for public tax
preferences where individuals are thought to be self-interested utility
maximizers. Because tax dollars come out of the pockets of individuals, selfinterest should play a powerful role in shaping tax preferences as individuals
attempt to maximize their consumption of government services while minimizing
their costs. In this section, I will address these two alternative theories of public
tax preference formation, first by describing the theories and then addressing
their weaknesses.
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The third and final section of this chapter will examine the causal arrow.
In democratic societies, we should expect that policy will follow public opinion as
representatives seek the votes of the public. However, I will argue the opposite:
Policy – and the institutional arrangement of the state which creates policy –
creates tax preferences. I argue that individuals lack sufficient knowledge about
their tax burden, and this reduces the salience of taxation. Individuals are far
more concerned with how the government spends tax dollars than how much
they are paying. Moreover, research from Scheve and Stasavage (2010 and 2012)
demonstrates that changes in state tax systems are a result of the exogenous
shock of war rather than the rise and fall of political parties (the success of
political parties are driven by public opinion).

Cultural Explanations

Webber and Wildavsky (1986) articulate the most comprehensive cultural
theory for public tax preferences. They argue that each society consists of three
cultural streams which contribute to a particular tax regime: collectivism,
egalitarianism, and individualism. Collectivist currents preserve social
hierarchies, resulting in high levels of taxation and spending to sustain those
hierarchies. Egalitarian currents attempt to erase all socio-economic differences
resulting in a state with low taxes and high spending. Low taxes because
individuals in egalitarian society are hostile to authority figures so resist paying
taxes, but high spending to redistribute income and provide programs that
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improve public wellbeing thereby reducing differences. Individualist currents
promote market allocation of goods and services, creating the potential for
greater socio-economic differences between members of a community. Since the
market is dominant, it is vital for the state to maintain a low profile resulting in
public preferences for low taxes and low spending. Webber and Wildavsky argue
that political communities are comprised of at least two of these three cultural
streams that produce a particular type of taxation regime.
States that combine individualism with collectivism produce an
authoritarian regime where the ruler and the state are one in the same, and the
ruler uses the state's coercive apparatus to maintain wealth, quash dissidence,
and payoff allies. Because the ruler has an interest in growing their personal
fortunes, individualist/collectivist states maintain high levels of taxation with low
levels of spending (limited to the police/military and allies).
States that combine individualism and egalitarianism are rare in history
with the most prominent example being Jacksonian era America. The public is
suspicious of the state, and believes the state to be the protector of socioeconomic difference; thus, individuals believe that the markets will foster
equality by allowing individuals to pursue their own ends unabated. These states
maintain low taxes and low levels of government spending.
Egalitarianism and collectivism combine to create a social democratic
regime. These regimes seek to protect people from the whims of the market while
fostering a greater degree of equality amongst the population. Egalitarian-
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collectivist states tax and spend at a high rate to redistribute income and sustain
the extensive welfare state.
Webber and Wildavsky argue that OECD countries fall into a fourth
category of state, states that combine all three cultural streams, with the tax rate
and spending level determined by the dominant stream. Thus, individualistic
countries, like those found in the United States, Australia, and New Zealand,
prefer lower taxes and market allocation of goods. States such as Sweeden and
Norway maintain high taxes and high levels of spending because they are more
egalitarian and collectivist in nature.
Lockhart (2003) tests the Webber and Wildavsky argument by comparing
the taxation systems of Sweden and the United States. Lockhart argues that the
political elites in the United States are a product of an individualist culture that
values markets, and prefers a minimalist government with low and flat taxes
(such that each person pays the same percentage of income to the state). Swedish
elites come from a collectivist culture that values an activist state that protects
the population from the markets while promoting equality. These states require
massive budgets and progressive tax rates to achieve both goals.
There are several problems with the cultural origins of public tax
preferences. First, and most general, multiple political cultures can coexist in
states. The United States, for instance, has a history of waffling between
egalitarianism and individualism. Following the excesses of capitalism during the
Roaring Twenties and the Great Depression of the thirties the public demanded,
and the government delivered, sweeping economic changes targeted at correcting
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many of the structural deficiencies while also soaking the rich in taxes in order to
foster some degree of economic equality (Thorndike, 2009). In the late 1970s and
early 1980s, Keynesian economics lost its power in the face of growing distrust of
government, and the United States (as well as many European states) moved
towards neo-liberal policies which would indicate the resurgence of an
individualist political culture (and its spread of individualism across Europe).
Thus, it would seem that political culture, rather than an enduring element
grounding civil society, is responsive to changes in the political and economic
environment.
Steinmo (1993) goes one step further in arguing that "to the extent that we
find strong liberal and individualistic tenets in American political culture in the
late twentieth century one needs to explain more than their origins. We need to
also understand what is it about the American experience that has encouraged
Americans to reinterpret these general values into antistatist policy preferences"
(108-109). Steinmo argues that Americans are individualistic because the federal
system biases the political system towards the interests of special interest groups,
and particularistic ideologies undermine the efficiency of public policy. The result
is bad public policy and public distrust of government because of its failure to
deliver what is demanded of government. In other words, it is the contingent
historical development, and the institutional structure of the state, which
determines political culture.
Steinmo does not apply this argument to Sweden; however, even the
communal cultural of Sweden has institutional roots. Sweden is a small economy
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dependent upon exports for its prosperity. As a result, Sweden, unlike the United
States, is vulnerable to the vicissitudes of the market, and the state strives to
protect its public from the markets (Katzenstein, 1985). The chief means of
economic security is the development of an extensive welfare state that offers
citizens healthcare, education, generous unemployment benefits, the opportunity
to develop industry specific skills, and the ability to develop new skills if an
industry needs to restructure in order to remain competitive. These state services
are expensive and require a massive tax burden, but from the perspective of a
rational self-interested individual the costs are reasonable given the quality of
social insurance they procure.
Therefore, the institutional arrangement of the state produces political
culture. If we accept the logic of the cultural argument, that culture defines public
values, goals, and preferences, and institutions shape culture, then it is the
institutional arrangement of the state which dictates values, goals, and
preferences by defining costs, rewards, and expectations about what is possible
and impossible (I discuss this argument in greater detail in the next chapter).

Rational Choice Explanations

Rational choice theory suggests that individual self-interest should play a
role in the formation of public tax preferences because taxes come out of the
pockets of individuals to pay for collective goods. The question is: can rational
self-interest tell us what the public prefers to pay? The easy answer is yes. Any
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given individual would prefer to pay nothing because the state is providing
collective goods, meaning goods that everyone has access to regardless of
whether they pay or not. Taxpayer and non-taxpayer alike receive police
protection, and can use the courts in order to settle disputes. Given this,
individuals benefit at a greater level if they receive those benefits while having
somebody else to pay (Olson, 1971). The question is a bit more complicated
because taxes consist of rate schedules affecting different individuals in different
ways; moreover, the degree and costs of government services vary. Saying that an
individual prefers to pay as little as possible while having others bear the costs of
the state does not tell us anything about how much individuals want others to
pay.
It is possible that an individual’s place in society that determines
individual preferences for the structure of the taxation system. For instance, the
poor may want a very progressive taxation system with high taxes on the rich so
the poor can obtain a disproportionate level of services given their contributions.
The rich may want a lower and flatter taxation system that minimizes state
activity (after all the rich do not utilize the welfare state and can afford to pay for
other public goods such as schools and police) with an even distribution of the
costs of government. The rich may also prefer a regressive taxation system that
demands less from those who can best afford to pay, for a regressive taxation
system rewards success and shifts the costs of government to those who use
government services. Government employees, whose livelihood depends on tax
revenue, may want higher taxes than individuals working in the private sector
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because their wellbeing is determined by the size of the government budget (of
course, the fact that government contracts out many services to the private sector
means some in the private sector are just as dependent upon government as
public workers). Moreover, the retired no longer earn incomes, but are
dependent upon government services, so they may want heavy taxes on everyone
else regardless of income in order to pay for government pension services. The
young may want lower taxes and fewer government services since they are
healthy and able-bodied, and can use the tax income to fund other activities.
Even here, self-interest is operating on a pre-existing baseline, or, in the
rhetoric of game theory, in an environment already defined by rules prior to entry
of players. Consider, once again, the examples of the United States and Sweden.
The rich in the United States and Sweden may want lower taxes and less
progressivity, but the structural differences in the taxation systems creates
differences in preferences. Sweden has much higher tax rates across the board
than the United States, so preferences for "lower taxes" may remain much higher
in Sweden in absolute terms than in the United States. Moreover, the rich in each
country may differ in their dispositions towards the welfare state given the nature
of the funding. Sweden relies on the VAT to raise the revenue necessary for
welfare programs, so the poor and middle class fund their own welfare programs
and the rich are less inclined to demand lower government spending. The United
States uses the income tax to fund a welfare state that places a disproportionate
burden on the rich, giving the rich a strong incentive to demand lower
government spending and taxation. Thus, the effects of self-interest will vary
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based upon the baseline, and according to my theory of tax preferences, selfinterest will factor into the adjustments made to the estimated baseline.
Does self-interest generate tax preferences? Sears and Citrin (1982) polled
individuals following the three tax votes in the state of California in the late 1970s
and early 80s. They found weak effects of self-interest on a vote on pocketbooks
issues. First, self-interest did not structure the wider ideological beliefs of
individuals or their perceptions of government. Instead, when people considered
their support or opposition of Proposition 13 (and the two subsequent ballot
measures) they looked at how much money they would save. Individuals who
saved more had a higher probability of voting for tax cutting propositions. For
example, proposition 13 saved some individuals thousands of dollars, but a later
vote on the income tax saved middle and lower class voters much less. Both
propositions are rational for self-interested voters to accept, but proposition 13
passed and the income tax proposition failed. In addition, Sears and Citrin found
that the richest Californians voted in a self-interested fashion while the middle
and lower classes voted on the basis of racial resentment and distrust in
government.
The structure of the survey questions themselves should also mitigate the
effects of self-interest. The questions, as I will discuss in detail in chapter 3, ask
individuals not about their tax preferences on their personal income, but about a
generic citizen of their state. In particular, the question takes the following form:
a person makes x amount in wages, what currency amount should they pay in
taxes. The survey repeats this question several times at 2x, 4x, and 8x the
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baseline income. While self-interest may influence their response, as the income
approximates their own, the abstract question should diminish the effect of selfinterest (plus, a preference does not limit the individual from attempting to free
ride through other means such as tax evasion).
I will test, to a limited degree, the effects of self-interest on public tax
preferences by examining the effects of age and income on absolute income tax
preferences. However, I believe self-interest will be little more than one
adjustment among many adjustments individuals make to their status quo
defined anchoring point.
The institutional theory that I propose can accommodate the cultural and
rational models of preference formation. As Steinmo argues, culture needs to be
channeled, and institutions do the channeling. That makes institutions
responsible for how individuals come to define their goals, values, and beliefs.
Rational self-interest, by itself, cannot define the entire tax rate schedule. All selfinterest can do is direct individuals to maximize gains while minimizing losses
within the scope of a pre-defined game, a game defined by the institutional
matrix of a society. Thus, self-interest, if it does play a role in tax preference
formation, acts as an adjustment mechanism rather than as a component of the
base rate from which individuals make adjustments.
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Causal Direction

I argue that tax preferences are the result of individuals anchoring their
tax preferences on the status quo, and making adjustments to that anchoring
point based on ideology, trust, and self-interest, to create a tax preference. Thus, I
am arguing that tax policy leads tax preferences, and in democratic societies
where public preferences are supposed to lead policy, this is a problematic
position. In the remainder of this chapter I will lay out my argument for why tax
policy leads tax preferences. This section will proceed in three parts. The first
part will review the literature concerning policy responsiveness in democratic
societies. In the second part, I will lay out my argument for why tax policy leads
opinion. In the final section, I will review the existing literature on when and why
tax preferences change. This section of the chapter lays the foundation for a
series of case studies presented in the next chapter.

Government Responsiveness to Public Opinion

The theoretical and empirical evidence for policy responsiveness to public
opinion is considerable. First, democracy empowers the public to elect public
officials at regular intervals. This creates rational incentives among elected
officials to shape and change policy in accordance to the preferences of the voting
public. The ability to legislate depends on the ability to win elections, and
winning elections means cultivating a public that is willing to donate time and
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money, spread their favorable thoughts and opinions, and vote (Dahl, 1961;
Downs, 1957; Mayhew, 1974).
Page and Shapiro’s (1983) research found that American public policy
changes when the public is both aware of an issue (i.e., the issue is salient) and
demonstrates a strong change in preference. Thus, in a democratic society, issue
salience coupled with strong opinions creates a situation where public officials
who wish to be (re)elected must cater to the public. Given the ubiquity of income
taxation and the fact that taxes take money out of the wallets of the public, the
income tax should be responsive to public opinion.
Erikson, Mackuen, and Stimson (2002) build on Page and Shapiro’s
(1983) work, and find that American elected officials shape public policy in
congruence with the overall policy mood of the public. Thus, when the public is in
a liberal mood, elected officials will create more liberal policies, and when the
public is conservative, more conservative policies will be passed. The level of
government responsiveness is not uniform in that those elected officials closest to
the public, in terms of the constituency and the frequency of election, are the
most responsive, while those farthest away are less so. Yet even “distant” officials
at all levels of the American government, including the Supreme Court, prove to
be responsive to public preferences.
The work of Page and Shapiro (1983) and Erikson, Mackuen, and Stimson
(2002) focused on the American political system. Soroka and Wlezien (2009)
examine policy responsiveness in a comparative perspective, though one limited
to the Canada, the United Kingdom, and the United States. Soroka and Wlezien’s
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primary finding is that the public functions as a thermostat, such that, when
policy goes too far in one direction-say becomes too liberal-the public will change
its preference in a conservative direction so that policy will follow. Elected
officials are sensitive to these changes in public opinion, and make changes in
their votes. Soroka and Wlezien find that the government is most responsive to
public opinion surrounding the issues of health, welfare, defense, and education
policy, while being less responsive to public opinion on foreign aid,
transportation, and space exploration. The public is most responsive to policies
that affect their quality of life, and the tax rate they pay can affect the individual’s
quality of life.
When it comes to public policy in democratic societies, there are good
reasons to believe that policy responsiveness to public opinion should be the
default assumption. Even so, it should not be assumed that democratic regimes
are always responsive, as there is ample evidence that policy details reflect the
policy preferences of the wealthy, financial elites, industrial elites, and political
activists rather than the public as a whole (Aldrich, 1983; Bartels, 2010; Campbell
et al., 1960; Carnes, 2013; Delli Carpini and Keeter, 1996; Ferguson, 1995; Gilens,
2012; Hacker and Pierson, 2010; Schattschneider, 1975). However, in the
aggregate, policy does reflect the preferences of the public because elected
officials cannot afford to ignore the broader public. This begs the question; why
should anyone believe that tax policy is exempt from the forces of public opinion?
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Tax Policy Responsiveness

Income tax policy will not be responsive to changes in public opinion for three
reasons. First, the public has a low amount of information concerning their
income tax burden because of the complexity of the progressive income tax,
changes in income over time, and because the state collects the tax through
employers. Second, individuals are more concerned with how the state spends
their tax dollars than how much the state collects from citizens. Third, the
combination of points one and two mean that there is not much of a political
opportunity structure for policy entrepreneurs to make the income tax a major
political issue because politicians need money to spend on popular government
goods and services. The combination of low information, the prioritization of
spending policy, and the lack of political leadership on the issue reduces the
salience of income taxation that insulates the income tax from the effects of
public opinion.
Despite the high level of insulation from public opinion, there are two
conditions that increase the salience of the income tax: First, when the
government spends tax dollars in a way inconsistent with public opinion, the
public prefers lower taxes to compel government responsiveness. Second, when
the government changes an already low tax rate, or when the actual tax rate is
very high, i.e. at the extreme, public concern is raised. Thus, tax policy will be
responsive to public opinion under limited conditions.
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It seems absurd to argue that individual’s lack knowledge about their
income tax burden since that tax comes out of their paycheck, and this feature
should make the income tax a salient political issue. However, as I mention
above, the complexity of the tax, income changes, and the lack of political
leadership serve to obscure the issue.6
The progressive income tax is a complex issue because it taxes an
individual’s marginal income at differing rates rather than their entire income.
For clarity, consider the following example. Imagine state A which has a
progressive income tax with the following brackets:

Income from $0 to $10,000 are taxed at 5%
Income from $10,000 to $50,000 are taxed at 20%
Income greater than $50,000 are taxed at 40%

This is a typical progressive income tax scheme with three brackets. A person
earning $10,000 for the year would pay a tax of $500 for an effective annual tax
rate of 5%. A person earning $20,000 for the year would pay a 5% rate for their
first $10,000 of income for a total of $500, plus they would pay 20% on their
next $10,000 for a total of $2,000 which yields a total tax burden of $2,500,

This analysis largely excludes the self-employed who must make a regular accounting of their
income to the state and generally pay their income tax obligation in a lump sum throughout the
year. This population is small. Specifically, in 2013 Gallup found that 10% of the European Union
Workers, 11% of the Central and Eastern European workers, and 14% of Australian and New
Zealand workers were self-employed (Ryan, 2014).
6
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making for an effective tax rate of 12.50%. A person earning $60,000 would pay
5% on their first $10,000 (i.e., $500), they would pay 20% on their next $40,000
(i.e., $8,000), and 40% on their last $10,000 of earnings (i.e., $4,000), for a total
income tax burden on $12,500, or an effective rate of 20.83%. As can be seen
from the example, those who earn more pay more. However, the rate at which
they pay is somewhat difficult to calculate and can make understanding the
basics of the income tax difficult to understand when most people think
progressive income taxation is equivalent to a flat income tax (Fallan, 1999;
Furnham, 2005).
On top of the basic complexity inherent to the income tax, there are the
specifics of income taxation within states. For example, federal states, like the
United States, utilize multiple income taxes (a state and/or local income tax and
the federal income tax) which introduces additional complexity, and makes it
more difficult for voters to hold politicians accountable for their policy choices
which reduces policy responsiveness (Soroka and Wlezien, 2009). Moreover,
states use the income tax as a means of influencing behavior, say by promoting
home ownership through a tax credit for buying a home, which can create
loopholes adding to the overall complexity of the income tax system (Cuccia and
Carnes, 2001). Bartels (2008) finds that Americans are ignorant of income tax
policy despite the legal requirement to file annual tax returns, a situation made
worse where filing an annual tax returns is optional.
Stipulating that an individual understood the process of income tax
assessment in their country, the individual would encounter a second problem in
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gaining knowledge about their income tax burden. That problem is that
individual incomes can change within the course of a lifetime through pay raises,
promotions, and career changes, which makes it more difficult for individuals to
obtain information about their tax burden (Bowler and Donovan, 1995).
Returning for a moment to my example, state A, with the three bracket
progressive income tax. Consider an individual who starts a job on January 1,
2013 making $15,000 a year. That individual, according the income tax scheme,
should pay $1,500 (the first $10,000 gets taxed $500 and the next $5,000 gets
taxed at $1,000) in taxes over the year (or $125 per month) for an effective tax
rate of 10%. After three months of employment, that individual receives a 5%
raise for their hard work, making their pay $15,750, and this increases their tax
burden to $1,650 (or $137.50 per month) for an effective rate of 10.48%. Three
months later that individual finishes school and they earn a $5,000 raise, so their
income is $20,750, meaning that they now owe $2,650 to the government (or
$220.83 per month) for an effective tax rate of 12.77%.
All of the above occurred within a year, so the individual’s actual annual
tax obligation changed from 10% to 10.48% to 12.77%, for an effective tax rate of
11.75% (3 months at $125 + 3 m0nths at $137.50 + 6 months at $220.83 =
$2,112.48. The individual in the example earned $18,062.52 over the year). Once
again, this simplistic example shows that changing incomes introduce additional
uncertainty about an individual’s tax burden, and the changes reduce the salience
of the income tax. If the state changes its income tax laws, offers additional tax
breaks or credits, or the individual undergoes lifestyle changes such as buying a
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home or having children, the individual’s income tax burden becomes more
uncertain and the issue less salient.
In addition to the uncertainty introduced by the complexity of the income
tax system and income changes over the life of an individual, there is the extra
salience problem caused by the way states collect the income tax. When the state
introduced the income tax, it required individuals to file their income with the
state on an annual basis, and then cut the state a lump-sum check to satisfy their
tax obligation. This was a salient tax. However, the state limited the income tax to
high-income earners (the Spanish case study exemplifies this feature). With WWI
and WWII, states innovated their taxation system to ensure a steady stream of
revenue to pay for the war and its associated costs, and Pay-As-You-Earn (PAYE)
tax collection, where employers withheld the employee’s income tax obligation
for each paycheck to insure the regular and accurate payment of tax, was one of
the primary income tax innovations.
PAYE accrued to the state two major benefits. First, PAYE prevents
widespread tax evasion, as employers do not have incentives to lie about
employee income. Moreover, since the tax is withdrawn from the individual’s
paycheck prior to them receiving their wages, the individual cannot deny the
state its tax payment either because they need the money or as a form of protest
(Crenson and Ginsberg, 2002; Thoreau, 2012).
Second, as individuals are paying their income tax throughout the year,
they no longer face an annual tax return and a lump sum income tax payment.
Nothing makes one’s tax obligation to the state more clear than a single large
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payment; thus, PAYE has the effect of reducing the salience of the income tax. In
effect, it becomes naturalized, as workers get accustomed to living without that
portion of their income (Crenson and Ginsberg, 2002).7 Thus, the combination of
complexity, income changes, and deliberate state efforts, serve to lower the
salience of the income tax by increasing the costs of obtaining information about
the tax burden.
Tax policy becomes salient when government responsiveness to public
spending breaks down. Thus, to the extent that spending policy is responsive to
changes in public opinion, and as discussed in the previous section, there is
ample evidence that policy responds to public opinion, elected officials need not
adjust the income tax structure of the state. Glasser and Hildreth (1999) observe
that the public is unaware of efficiency gains when it comes to public spending
(i.e., doing more for less), and because the public is unaware, they cannot punish
or reward the government for stretching a dollar. Rather, what the public seems
most aware of, and thus most responsive to, is how the government shapes its
policy to public preferences. Thus, responsive government creates public
tolerance of taxation. However, when the public loses trust in the responsiveness
of government, they will demand lower taxes to prevent exploitation (Crepaz,
2009; Sears and Citrin, 1985). Thus, taxes are insulated from public opinion by

Direct deposit of employee paychecks will also obscure the individual’s income tax burden. With
direct deposit, the individual does not receive a paper paycheck or a pay stub, rather, the
employer directly deposits money into the banking account of the individual and posts the pay
stub on-line, either via email or on a website. This has the effect of adding more effort in
gathering information about the tax burden as the individual has to go out of their way to examine
their paystub. To my knowledge, as of January 2015 there has been no research done to
understand the effects of direct deposit on an individual’s knowledge of the income tax.
7

50

the salience of public spending and government responsiveness to public opinion
concerning that spending.
Existing research indicates that the public lacks information about their
income tax burden, and they are far more interested in how the government
spends their tax dollars. Given this circumstance, we can see why Rose (1985)
argues that policy entrepreneurs are loathe to campaign on the issue of taxation.
Government spending is popular (Page and Jacobs, 2009), so campaigning to
lower taxation makes satisfying public spending preferences difficult; thus, there
are few incentives for those in power to make taxation salient. Moreover, given
that the income tax is collected in a low salience way, there is very little reason to
point the public’s attention to such a lucrative source of government funding.
Thus, with few incentives to campaign on taxation, there are not many public
actors agitating for tax reform, and the end result is low salience.
The above analysis tells us that income tax policy responsiveness to public
opinion will be very limited. However, it is absurd to argue that the income tax is
insulated from public opinion, as evidenced by recurrent tax revolts (Lowery,
1982; Lowery and Sigelman, 1981; Reid, 1979; Sigelman, Lowery, and Smith,
1983; Sears and Citrin, 1985). There are two major conditions in which tax
changes will occur because of public opinion: the first circumstance occurs when
the people lose trust in the government because it has failed to respond to public
spending policy preferences, and, second, when tax policy exists at an extreme
(i.e., taxes are either very high or very low).
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Glasser and Hildreth (1999) and Sears and Citrin (1985) argue that
individuals are accepting of taxes so long as elected officials are responsive to the
demands of the public. If the government, for whatever reason, becomes nonresponsive, then individuals will lose trust in their government, and this creates a
space for policy entrepreneurs to raise issues. Under these circumstances, taxes,
like the income tax (or the property tax in California), can become salient, as the
public may prefer lower taxes to reign in government officials they no longer trust
(i.e. if there is a policy one does not like, one way to get rid of that program is to
“starve” it).
When the income tax is either very low or very high, Bowler and Donovan
(1995) find that the issue of income taxation becomes salient. On the low side,
when the state tries to introduce a brand new tax where none existed, the issue
will be salient because the costs of such policy will be visible. On the other hand,
when a tax gets very high, as in the 1960s and 1970s when the effective income
tax burden reached up to 50% of GDP (Hibbs and Madsen, 1981), the public
becomes more aware of their tax burden, because it becomes more difficult for
individuals to afford the necessities of life. At the extreme this can lead to a tax
protests and major reforms. Overall, however, Bowler and Donovan find that
these are often exceptional cases, and for the most part, elected officials enjoy a
great degree of latitude in setting tax policy and income tax policy. Those who are
aware of such changes in the income tax (high income young males) respond, not
in a political fashion, but by adjusting their compensation away from income and
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into less taxed areas such as health care, stock options, and rental cars (Hansson,
2007).
I argue that tax policy generally, and income tax policy in particular, are
insulated from the policy feedback mechanisms identified by Page and Shapiro
(1983), Erickson, Mackuen, and Stimson (2002), and Soroka and Wlezien (2009)
because the public has a low level of information, the public is fixated on
spending unless the government moves away from public spending preferences,
and the lack of elite leadership. This still leaves open the question about when
and how taxes change, an issue I will address in the next two sections of this
chapter.

When Taxes Change

War created the income tax, and “total war” created the progressive income tax.
There are other forces that contributed to the formation and development of the
income tax including international organizations (in this particular case the
European Union), cross-national learning, and global state debt markets.
However, while these forces are influential, they are not as powerful as war as
this section and the case studies will demonstrate.
In this section I will describe how the birth and the development of income
tax policy responded to the effects of war, international organizations, learning,
and financial markets rather than public opinion. First, I will review the literature
concerning the effects of war on taxation. Next, I will examine how international
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organizations create pressure for states to develop particular income tax policies.
Third, I will discuss the effects of learning, and in the final section, I will discuss
the influence of debt markets on the income tax. This section provides a more
general accounting of the forces influencing income tax policy, while the case
studies show these forces in action in each of the seven states in the sample.
War lies at the foundation of the state. War is expensive, and the states
that survived found ways to raise revenue through borrowing in the short term
(Stasavage, 2011), and with taxation over the long term (Tilly, 1992). The current
form of the progressive income tax developed during WWI and WWII. Both wars
required total mobilization of the male population (armed forces) and the female
population (industry). Additionally, the military required expensive equipment.
To fund the mobilization efforts, states created a social compact between the rich
and poor where the poor fight and the rich pay. States instituted the progressive
income tax to satisfy the class compact (Piketty, 2013; Scheve and Stasavage,
2010; Scheve and Stasavage, 2011).
Scheve and Stasavage’s research (2010 and 2011) is of particular
importance. They found that war rather than the endogenous forces of universal
suffrage or leftist political parties established the progressive income tax.
Progressive income taxes endured after the war effort due to the legacy costs of
the war (i.e., rebuilding, pensions, and medical care), the fact that elected officials
found the revenue useful for funding popular welfare state programs, and the use
of the taxation system as an economic management tool. It took until the 1970s
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and 1980s for the pressures of international capital to erode progressive income
taxes (Piketty, 2013).
International organizations can also exert a powerful influence on tax
policy. International organizations have the most leverage on non-member states
when non-members states want to join that international organization (Jacoby,
2006; Levitsky and Way, 2005). The European Union’s role as organizer and
integrator gives it notable power to shape the taxation policies of member states
and especially non-member states wanting to join. This power manifested when
the Central and Eastern European wished to join the European Union to escape
Russia’s sphere of influence. Because these states built new institutions and tax
policies all at once, the European Union exerted considerable influence, often
more influence than the publics of these new democratic nations (Jacoby, 2006).
Moreover, even Italy and Spain were shaped by the power of the European
Union, as these two states underwent substantial policy changes to join the
European Monetary Union (this evidence will be presented in the case studies in
the next section).
State development also involves a good deal of learning. This is why
Ertman (1997) argues it is when a state develops that matters, since late
developers can learn from the experiences of early developers. England created
the income tax during the Napoleonic wars as a means of covering the costs of
war without accumulating debt. From then, states borrowed and changed the
British model when they developed their own taxation system. Of the seven
countries in my sample, Australia and New Zealand, both colonies of England,
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display the clearest evidence of learning, as both based their own income tax on
the British income tax.
States need debt to fund their operations. State goods and services are
popular (Ferguson, 2002) and very expensive. This leads to the creation of crossnational cooperation, public-private partnerships, but also debt financing
(Stasavage, 2011; Strange, 1996). The ability of a state to obtain loans at a
reasonable interest rate depends upon its ability to prove to the global financial
markets that it is a responsible borrower. This often means limiting government
spending while maintaining a steady stream of revenue. The deregulation of
financial markets created a global economy and made financial markets a
powerful influence on income tax policy in the 1980s and 1990s. The role of
financial markets is evident in Australia, New Zealand, Italy, and Spain, all of
which made alterations to their income tax system, lowering tax rates and
increasing the tax base, to borrow at a low rate because of a good credit rating.
External forces played the pivotal role in the development of the income
tax, a role so great that it diminished the influence of public opinion. As a matter
of fact, I argue that public opinion lags changes in the income tax. The reasons for
this are structural. Full public mobilization, a substantial extraordinary expense,
for the war efforts of WWI and WII forced state to find alternatives to the low
yield sales and trade taxes. Beyond war, international organizations also shape
state income taxes, in particular the Central and Eastern European states with a
strong desire to join the European Union. The European Union leveraged these
states to adopt specific public policies to harmonize their economies with the
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existing membership. Overall, there are strong theoretical reasons to argue that
public opinion follows changes in income tax policy. However, theoretical
reasons for the causal order are not enough, in the next section I provide a series
of case studies that provide evidence both supporting the theoretical arguments
above in addition to showing that exogenous forces compel changes in state tax
policy rather than public opinion.

Conclusion

This chapter discusses three major alternative arguments for the origins of
public tax preferences. The first is a cultural explanation of public tax
preferences. This argument claims certain state cultural traits, such as a being
hierarchical/flat and individualist/collectivist etc., establish a taxation system
that reinforces and reproduces that culture. The second argument is rooted in
rational self-interest. Individual tax preferences are the result of individuals
maximizing their utility by demanding high taxes on others and low taxes on
themselves so that the individual can consume public goods without paying the
cost. The third counter argument deals with the direction of causation. The
theory and empirical evidence of democratic policy suggests that democracies are
responsive to public opinion in creating policy.
Cultural arguments, I argued, rely on the institutional arrangement of the
state. Moreover, it is difficult to pin down the actual ways in which culture
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influence political structure and policy. In light of that situation, it is best to lean
on institutional arguments in explaining policy outcomes.
There are several reasons to believe that the effects of self-interest will be
limited. First, the structure of the 1996 ISSP questions on absolute tax preference
minimizes the effects of self-interest by asking individuals about tax preferences
on incomes other than their own. Moreover, the theory of anchoring and
adjustment incorporates the effects of self-interest on tax preferences, but treats
self-interest as one of many possible adjustments (i.e. trust, ideology, etc.) an
individual will make to the anchoring point. Thus, while self-interest can
influence tax preferences, the effect will not be the single most powerful
influence, rather, the anchoring point will exert the largest influence.
The most difficult counter argument to my theory of public tax preferences
is the problem of causality. The literature on the income tax finds that the
exogenous forces of war rather than endogenous political action determine
income tax rates. Most states that fought in WWII developed a progressive
income tax while who stayed neutral or did not participate did not regardless of
the party composition of the regime. Moreover, people are ill-informed about
their actual tax burden, and those who do not have to file annually are more so.
Having knowledge of policy is a pre-requisite for being able to influence public
policy. There is also evidence that individuals are far more concerned with how
governments spend money rather than in how they obtain money to spend
though tax salience increases as government spending policy responsiveness
declines.
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These theoretical arguments lay a strong foundation for why institutions
lead public opinion on tax policy, even in democratic regimes. However, I want to
push further by examining the history of tax policy in the seven countries in the
sample. These case studies will provide additional evidence for my argument that
tax policy leads public opinion and will show why a theory of anchoring and
adjustment is necessary for understanding public tax preferences.
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CHAPTER 3: THE BIRTH OF THE INCOME TAX

The Origins and Development of the Income Tax in Seven Countries

My causal model assumes that public taxation preferences are anchored to
existing taxation policy. I laid out the general theoretical arguments for the
primacy of exogenous forces in shaping tax policy in the previous chapter, this
chapter provides seven case studies in four sections (Australia and New Zealand;
the Czech Republic, Hungary, and Poland; Italy; and Spain) to demonstrate the
causal role of exogenous forces on income tax policy creation and development.
Even if you do not accept the argument from the previous chapter, the specific
cases provides evidence that it is more likely than not that exogenous forces are
responsible for tax policy in my seven cases, and it is reasonable to assume
individuals anchor their tax preferences on the status quo.
Australia and New Zealand are the first two case studies that I present.
These two states adopted the income tax to fund their war efforts, first in New
Zealand in response to the Maori War, and then in Australia to cover the
expenses associated with WWI. They imported their income tax system from the
United Kingdom, and made adjustments to fit their specific needs. The income
tax would not undergo substantial change until the late 1970s and early 1980s
under the influence of the global economy and the rise of neo-liberalism.
Australia and New Zealand’s taxation systems do not appear to be influenced by
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public opinion, rather war and global finance drove income tax development in
these two countries.
The Czech Republic, Hungary, and Poland comprise the second set of case
studies. I grouped these three countries because each, as post-communist
independent states, developed political and economic systems from the ground
up following the dissolution of the Soviet Union in the 1980s. The income tax was
new to the people of the former Soviet Union so public opinion provided little
guidance to policy makers. The European Union stepped into this void and
exerted its influence in these three countries, as each wanted to join to escape the
Russian sphere of influence. The EU pushed these three states towards the VAT
and the income tax as a means of harmonizing their economies with the rest of
the European economies. Thus, within these three states, exogenous forces drove
taxation policy (especially in 1996, the year of the ISSP survey). The public
constructed their tax preferences from the tax policy adopted by the state because
of public inexperience with the income tax (or any form of taxation).
The third section is a case study of the income tax in Italy. Italy adopted
the income tax early because the unified Italian state needed a steady source of
income. Italy first adopted a limited income tax. When fascists took power they
ignored the income tax, but later strengthened the tax when the state managed
the economy. Italy’s income tax remained handicapped until the 1980s when
Italy decided it wanted to join the European Union and, later, the European
Monetary Union. It is at this point the EU exerted its power to reform Italy’s
income tax. Italy’s income tax history is one in which the needs of state
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unification, war, and economic pressure drove changes in the income tax rather
than the forces of public opinion.
The final case study concerns Spain which managed to avoid fighting in
WWI and WWII. By avoiding mass mobilization, Spain did not experience the
financial pressure to create an income tax. When Spain established an income tax
there was a small tax base, a tax base that would not expand until Franco died,
and the Spanish state began to reform its political system in the anticipation of
joining the European Union. Thus, the evolution of Spain’s income tax is
something of a hybrid between the Italian experience and the experience of the
Central and Eastern European states. The fundamental point being, public
opinion played a minor role in the development of the income tax.
These seven case studies show the importance of exogenous forces in the
creation and development of the income tax. These case studies are consistent
with the research presented in the previous section that argued that war and
international organizations created the income tax.

Australia and New Zealand

Australia and New Zealand began their modern existence in the 1880s with basic
taxation systems borrowed from Great Britain. These systems sustained a
minimal state capable of basic policing and infrastructure development, but little
else. War created and entrenched the income tax, first in New Zealand, because
of the Maori Wars from 1860 through 1869, then with WWI and WWII for both
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Australia and New Zealand. The economic depression of the 1970s and 1980s
coupled with neoliberal ideology forced these two countries to reform their
taxation systems in the 1980s. The Australian and New Zealand cases
demonstrate the importance of war and international economic pressures in the
creation and development of the income tax in a way consistent with the research
of Scheve and Stasavage (2010, 2011) and Piketty (2014). In these two long
established democratic countries, public opinion played a minor role in creating
changes to the income tax.
When the British established Australia and New Zealand, the British state
expected each colony to support itself. To this end, both countries imported the
custom duties, tariffs, and excise taxes of Great Britain, because the revenue
would be sufficient to maintain a minimal state. Until the 1850s, both Australia
and New Zealand followed similar development paths. The Maori War caused a
divergence between Australia and New Zealand in their respective adoption of
the Income tax.
Australia experienced a gold rush beginning in 1850 that brought a
substantial population of poor British immigrants looking to strike it rich. The
population boom created massive pressure on Australia’s minimalist state to
create new roads, courts, schools, sanitation systems, etc. The existing
landholders disliked the new immigrants and did not want to see a change in
their taxes to support the settler population. The state was in a bind, as its
existing revenue system, reliant on trade and land taxes, failed to support the
growing population. The state, due to pressure from large landholders who
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resisted increased taxes on land, looked to the immigrant population to raise
revenue by charging a usage fee for miners. This tax proved unpopular to the
majority of miners, most unsuccessful, who were too poor to afford the user fees.
The tax sparked a mass revolt (Smith, 2004).
The revolts, coupled with the inability of the state to deliver needed goods
and services, led to major reforms: first, the creation of an export tax on gold that
targeted successful miners; second, the adoption of high tariffs to protect the
local economy from international trade; third, the establishment of an
inheritance tax (i.e. death tax); last, the expansion of suffrage. Expanded suffrage
should provoke a progressive income tax because it redistributes income from the
rich and landed class to the poor working class, but the tax system remained the
same. The national dialogue concerning taxation did move from a discussion of
taxation efficiency to tax fairness, however (Smith, 2004).
New Zealand began the 1850s with rising tensions between the native
Maori, European settlers with large property holdings, and small-scale European
farmers. The small famers, wanting greater access to cheap land, pressured the
government to increase the land tax to compel both the Maori and large
landholders to sell unused holdings. The state excluded the Maori from
government, in addition they were impoverished and pressured to sell their lands
to the colonists; thus, they resented both the small and large landholders. The
large landholders were interested in protecting their property and power from the
small land owners and the Maori (Goldsmith, 2008).
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The tensions between these three groups heightened in 1852 when the
British House of Commons passed a representative constitution on behalf of New
Zealand that created six provinces and granted voting rights based on property
ownership. The large land owners gained more than one vote while the Maori had
less than one vote. The new voting rights renewed pressure on the Maori, through
public policy, to sell additional land to the colonists. The tension exploded in the
Maori Wars from 1860 to 1869 (Goldsmith, 2008).
The British government required the New Zealand government to fund the
Maori War effort on its own, leaving the colony to fund the war through land
sales and loans. After the war, saddled with debt, the government faced an
economic recession that limited the amount of revenue the state raised through
taxes on land and goods. The state found itself unable to make its loan payments.
To raise revenue, New Zealand raised the tax rates on custom duties and tariffs,
but these changes proved to be ineffective. In response, the government
attempted to tax legal documents, inheritance, business profits, Chinese
immigrants, while also imposing additional taxes on land (the state required
individuals to self-report the value of the land because of its limited capacity to
assess the value of that land). Still, these additional revenue streams were
insufficient, and the economy continued to stagnate. The poor economy and
higher taxes on goods and services hit the poor and working classes hard
(Goldsmith, 2008).
The 1890 one-man-one-vote legislation allowed New Zealand’s liberal
party to take power for the first time. They first passed the Land Income and Tax
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Assessment Bill of 1891, legislation modeled after South Australia’s Land and
Income Tax of 1884. This taxed small parcels of land at a low rate and large
estates at a graduated level that created incentives for large landowners to sell
their unused property. Moreover, the act also introduced New Zealand’s income
tax, where those earning 0 to 300 pounds paid nothing, those earning 300 to
1,000 pounds paid a tax rate of 2.5%, and those earning more than 1,000 pounds
paid a rate of 5%. Most peopled earned less than 300 pounds and held small
amount of property, so the Land Income and Tax Assessment Bill of 1891
targeted the rich. The government would make some minor revisions to the
income tax in 1909 to make it more progressive by adding a new tax bracket and
altering the rate. Still, most of the population would be exempt from the income
tax (Goldsmith, 2008).
Until 1850, Australia and New Zealand had small states with poor
populations scrapping by with a tax system borrowed from Great Britain. In 1850
both countries experienced significant population growth straining the limited
resources of the state that provoked latent class tensions. However, the sustained
Maori revolt differentiated Australia and New Zealand. This war caused New
Zealand to accumulate substantial debt and, after several failed attempts to raise
revenue through existing taxes, New Zealand instituted an income tax. Australia,
though it experienced revolts, never fought a sustained conflict. Thus, Australia’s
existing taxation structure, supplemented with taxes on the gold trade, proved
itself a sufficient solution to Australia’s revenue needs. The developmental paths
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of Australia and New Zealand converged because of the costs of WWI forced both
states to create income tax systems to pay for the war.
WWI, the Great Depression, and WWII made the income tax the primary
source of state revenue in Australia and New Zealand. The transition to the
income tax began with WWI, when the European states restricted trade to
marshal their money and goods for the war effort. This stifled trade and tax
revenue in both Australia and New Zealand. Moreover, Australia and New
Zealand, as colonies of Great Britain, sent troops and material support for the
war effort. WWI put considerable pressure on Australia and New Zealand’s
taxation system, and it proved insufficient to fund the state during this time of
crisis. Australia responded in 1915 with the adoption of a national income tax,
and New Zealand raised its marginal tax rates (Australia would follow suit to
increase its revenue yield). Throughout WWI, the income tax still targeted the
rich. However, the tax became part of the broader social contract between the
rich and the middle and lower classes, as the latter classes supplied the
manpower to fight the war (Goldsmith, 2008; Smith, 2004).
Following WWI Australia and New Zealand maintained the income tax
because of lingering war debt and financial obligations to veterans. The Great
Depression 10 years later complicated the post-war situation, as state revenue
declined while demand for government programs increased. In 1945, WWII
required another mass mobilization of manpower and financial resources. As part
of the existing social contract between the rich and poor, coupled with the need
for substantial revenue, the income tax base broadened, rates raised, and the rate
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system made progressive. Moreover, to enhance the efficiency of tax collection
and prevent tax evasion, Australia and New Zealand both introduced Pay-AsYou-Earn (PAYE) income taxation. The combined forces of WWI and WWII
entrenched the progressive income tax absent the influence of public opinion
(Goldsmith, 2008; Smith, 2004).
The entrenched income tax remained resistant to change until the 1980s.
The reasons for this entrenchment are multifold. First, Australia and New
Zealand accumulated massive war debt. Second, war veterans needed medical
care and had earned pensions. Third, states learned to manage their economies
through their taxation system. States relied on the progressive income tax to
foster economic equality, incentivized individuals through tax credits to buy
homes or get an education, fostered full employment by taxing discretionary
spending; etc. States faced few incentives, even from the public, to roll back the
extensive taxation system created during the war. There is little evidence that the
Australian or New Zealand populations wanted change, as states used the
additional tax revenue to fund an extensive welfare state that often benefited the
middle class (Goldsmith, 2008; Smith, 2004).
In the 1960s and 1970s, the income tax became the primary source of state
revenue in Australia and New Zealand because of the post-war economic boom.
The boom increased individual income which pushed the population up the
income tax bracket, giving the state greater revenue without any change in the
underlying income tax structure. Rising incomes created three additional
problems: first, tax evasion became more pervasive, since those with very high
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incomes became more aggressive in hiding their income from the state; second,
bracket creep, the process by which inflation pushes incomes higher without a
corresponding increase in quality of life, became a political issue for the lower
and middle classes who are paying more, but finding themselves increasing
squeezed by the economy; and third, as these states used the tax system as a
means of economic management, interest groups began lobbying to carve out tax
exemptions and benefits to benefit their constituents. This made taxation less
progressive and more complicated, and both forces made the taxation system
seem unfair (Goldsmith, 2008; Smith, 2004).
The oil crises and stagflation of the 1970s and 1980s soured the public on
state taxation in Australia and New Zealand. The oil crisis and stagflation
exacerbated the problems of tax evasion, bracket creep, and unfairness, and these
two countries turned to the examples of the United States and the United
Kingdom to solve these problems. The oil crisis and stagflation made day to day
living for the middle and lower classes difficult by raising the costs of
transportation, making every day goods more expensive, and pushing individuals
into higher income tax brackets, all of which reduced earnings. The economic
crisis of the 1970s and 1980s created substantial public pressure on elected
officials to make tax reforms; however, the public wanted more state spending so
the state continued spending through loans (Goldsmith, 2008; Smith, 2004).
As stagflation continued and public debt mounted, Australia and New
Zealand adopted a neo-liberal taxation model pioneered in the United States and
the United Kingdom. Australia and New Zealand worked to broaden the tax base
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(getting as many people to pay the income tax as possible) while lowering the tax
rate, i.e. making the tax less progressive while getting more people to pay. The
extended base would compensate for the losses of cutting the tax rate on high
income earners while also spurring individuals to earn more since they would not
be “punished” for being productive members of society. Neo-liberalism in New
Zealand led to a debate on establishing a flat tax, but New Zealand adopted a twotiered tax system in 1988. Australia and New Zealand needed to limit public
spending, but the public enjoyed government services limiting the options of
politicians resulting in high levels of debt. Throughout the 1990s, Australia and
New Zealand debated additional changes to their respective taxation systems, but
the economy grew and the public settled with the status quo (Goldsmith, 2008;
Smith, 2004).
WWII created the modern income taxation system that the publics in both
Australia and New Zealand anchor their tax preferences upon. Following the war,
the public tolerated war-level taxation because of the strong economy, extensive
welfare states, and economic programs. Public opinion turned against the
taxation systems in both countries because the economy tanked, and the
governments in Australia and New Zealand delayed popular reforms. However,
after the crisis passed, the public in these two countries took a more passive
attitude on taxation; thus, the exogenous shocks of the oil crisis and stagflation
caused tax policy.
The history of Australia and New Zealand confirm the argument of Piketty
(2013) and Scheve and Stasavage (2010, 2011), war created the income tax in
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Australia and New Zealand. New Zealand first experienced a war requiring mass
mobilization and, in turn, requiring funding through its first income tax.
Australia would follow once it began its WWI mobilization efforts. Australia and
New Zealand did not consult the public prior to adopting the income tax and
developed their income taxes based on the British experience. The combination
of the depression, WWII, and the post-war economic boom entrenched the
progressive income tax, and the revenue generated by these taxes after the war
funded popular economic development and welfare programs. Public opinion
turned against the income tax because the state failed to act in a satisfactory
manner to the economic recession of the 1970s and 1980s compelling changes in
the face of the economic. Opposition melted away during the 1990s economic
boom because high incomes lowered individual tax burdens. The exogenous
shock of economic recession drove public opinion on taxation, and once the
shock left, so did the public.

The Czech Republic, Hungary, and Poland

The Czech Republic, Hungary, and Poland developed all of their state
institutions de novo when they became independent nations. Citizens had to
learn to live in a democracy and develop policy preferences while the regime was
being built from the ground up. State building and learning occurred under the
shadow of Russia, who wanted to keep these states in its sphere of influence, and
the European Union, who wanted to integrate these states into Europe. For their
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part, the Czech Republic, Hungary, and Poland wanted to join the European
Union to escape Russia and create opportunities for rapid economic
development. The European Union had significant influence in the development
of tax, economic, and political systems in these three states because they wanted
to join the European Union. Moreover, as these states lacked large, centralized
heavy industries, there was little domestic opposition to EU-friendly policies
(Gehlbach, 2008).
The USSR planned the entire economy of its sphere of influence, and this
made taxes an act of accounting; thus, the Czech Republic, Hungary, and Poland
never developed taxation systems. The state extracted revenue for its activity
from the productivity of state businesses and workers. States cannot “tax” the
companies they own since both the production and revenue of state companies is
pre-determined; thus, taxation is less extractive and more an accounting activity.
The Soviet political system existed without an infrastructure to tax income or
production; thus, political officials were inexperienced in the art of taxation. Once
the Soviet Union dissolved, and the Czech Republic, Hungary, and Poland
became independent countries, they created a taxation system while learning
about the relationship between taxation and the provision of government goods
and services (Appel, 2006; Bunce, 2003; Gehlback, 2008).
Being neither natural resource nor industry rich, the Czech Republic,
Hungary, and Poland found alternative revenue bases for their states. Early in
their independence, these three countries adopted the Value Added Tax (VAT)
modeled on European standards. Hungary adopted the VAT in 1988 followed by
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the Czech Republic and Hungary in 1993. At first, these three countries
established low VAT rates; however, these states increased their VAT rates to
converge with existing European rates.
While the Czech Republic, Hungary, and Poland developed the VAT, they
also experimented with the income tax. Hungary first adopted the tax in 1990,
the Czech Republic in 1991, and Poland in 1992. At first, the income tax played a
minor role in state finance, but over time the income tax became important to the
operation of these three states as their economies grew (Appel, 2006; Gehlback,
2008).
An under-informed public and disinterested public officials resulted in
taxation systems developing without the input of the public. As the Czech
Republic, Hungary, and Poland developed into capitalist democracies, the
political leaders turned their attention to attracting new businesses for the
purpose of economic development. Elected officials lowered corporate income
taxes, and ignored public pressure to lower the income tax (Appel, 2006;
Gehlback, 2008).
When the Czech Republic, Hungary, and Poland came into existence there
was no taxation system and an inexperienced public. Thus, the public developed
their tax preferences as the state constructed its tax system. Moreover, the dual
desire to escape the Russian orbit and join the European Union, so as to secure
access to European markets, granted the European Union leverage to shape
domestic policy within these states. Consequently, their tax policies were
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harmonized with Europe. Thus, in these three cases, my assumption of causality
is reasonable.

Italy

Italian unification birthed their income tax, but the fascists let it decay,
and, even after WWII, the state neglected the income tax until the 1980s when
Italy wished to join the European Union. Thus, the wars of unification, WWII,
and pressure from the European Union produced the modern Italian income tax.
Thus, public opinion played very little role in the development of the income tax.
The monarchy of the united Italian state modeled its income tax on the
British income tax, and it introduced the tax over a 13-year period, from 1864 to
1877, to secure a steady source of revenue (Alverado and Pisano, 2010). The
state’s new taxation system consisted of three elements. First, individual income
excluded revenue from property. Second, the tax rate varied by the source of
income, so the state taxed income derived from capital at a higher rate than
income derived from labor. And third, the state demanded a fixed sum of revenue
from each of its states rather than a percentage of income to be taxed. Only the
highest income earners paid the income tax, so the tax was similar to the income
tax introduced in Australia and New Zealand (Seligman, 1914).
Beginning in 1866 and running through 1894, the Italian state reformed
the income tax. The result was income tax increases in 1866 (8%), 1870 (12%),
and 1894 (20%) to cover public debt. Each income tax increase sparked a greater
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level of tax evasion. The Italian state, in 1877, required employers to report
employee income to combat rising levels of tax evasion (Seligman, 1914).
The income taxation system developed from 1864 through 1894 without
the input of public opinion. First, the Italian government, as a nationalist
monarchy, limited the influence of the public in the tax policy decisions. Second,
the need to secure the new Italian state, and to pay down state debt, influenced
the creation of the income tax. Thus, exogenous forces, rather than endogenous
ones, drove income tax development. The taxation system developed in this time
period went through massive changes beginning in WWI.
In 1915 Italy betrayed Germany and entered WWI on the side of the allied
forces. Just like every other state engaged in the war effort, Italy took on a
substantial war debt that would need to be paid down over generations. Italy
developed a capital levy in 1918 to begin the repayment process, and in 1921, in
line with the rest of Europe, adopted a sales tax. In the face of the Great
Depression, these tax efforts failed to raise the required revenue, and Italy fell on
hard times. This created a political opportunity structure for the Fascists who
took power in 1922 (Comstock, 1924).
When the Fascists came to power, they needed to manage Italy’s massive
war debt, so they chose to maximize revenue by focusing on the most effective
sources of taxation. Moreover, government workers and small business owners
brought the Fascists to power, and they expected tax relief (Comstock, 1924;
Bonn, 1940). The Fascists, for this reason, ended the inheritance tax in 1923, and
added an additional surtax to the existing income tax (Alvardo and Pisano, 2010).
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This situation would hold until the depths of the Great Depression when Italy
catered to the working class by providing jobs. More jobs led to rampant inflation
as Italy tried to print its way out of its economic troubles (Comstock, 1924; Bonn,
1940). In 1939 Italy joined the war effort, this time as an ally to Germany, leading
to the eventual downfall of the Fascist regime in Italy.
Following the war, Italy rebuilt its state and confronted its war caused
inflation problem. In 1946, reformers attempted to introduce progressive
taxation to sop up the extra currency in the economy, but the governing majority
blocked the reform proposals (Ginsborg, 1990). In 1951, Italy made it compulsory
for employers to report employee income to tax officials (the public exploited this
loophole by claiming to be self-employed), and this was the only major income
tax change following the war (Ginsborg, 1990). While tax reform languished,
from 1964 to 1972, the state increased the size of its welfare state, thus adding to
its war debt (Blassone et al, 2002).
From 1971 to 1974, the Italian government laid the groundwork for a
broad-based income tax system (Alvardo and Pisano, 2010; Blassone et al, 2002).
As government revenue expanded in the wake of this new income tax system, the
income tax saw a rapid decline in its progressivity, the roots of which lay with
how government decided to enforce the income tax, i.e. through employer income
reporting (Blassone et al, 2002).
Reforms made in the 1970s failed to solve the massive problems of the
Italian taxation system. The state required employers to report the income of
employees to ensure the enforcement of the income tax, and business owners
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exploited this requirement by underreporting their own incomes and accurately
reporting the incomes of their employees. This situation became so absurd that
employers often reported lower incomes than their employees (Ginsborg, 1990).
Because high-income earners exploited major loopholes in the taxation system,
the income tax became less progressive as the tax burden shifted from high
income employers to lower income employees. In 1984, the Italian government
attempted to crack down on those exploiting the tax loophole, but to no avail, and
in 1990 the income tax failed to raise an effective amount of revenue (Blassone et
al, 2002).
The early 1990s marked a crisis period for the Italian state. Italy
experienced a recession beginning in 1990, a recession made worse by the
Tangentopoli scandal that saw the governing party of Italy collapse. The recession
exposed existing state financial weaknesses, and the Tangentopoli crisis exposed
a government incapable of making the required economic and political reforms
necessary for a quick recovery. Thus, the recession and the governmental crisis
created an opportunity for the state to experiment with neoliberal policies
(Tridico, 2013). The European Monetary Union reinforced the process of
economic liberalization.
The European Union liberalized capital movements among members of
the European Economic Community in 1990. The Maastricht treaty in 1992
established economic convergence criteria that would allow member states to join
the union. The treaty forced Italy to commit to reducing government debt and
controlling their interest rate, a difficult task given their very weak revenue
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system and high debt load due to very high levels of social spending. The 1997
Stability and Growth Pact imposed even more budgetary discipline on the Italian
state. The twin pressures of the economic recession and the pressure from the
European Union compelled Italy to adopt a social insurance funding scheme for
their pension system and revise their income tax system. Between 1995 and 1998
Italy reduced the highest marginal tax rate from 45.5% to 31%, and increased the
lowest marginal tax rate from 10% to 18.5%. These changes made income tax
revenue 25% of total state revenue (Gastaldi and Liberati, 2005).
The Italian income tax is a product of several exogenous shocks. First, the
unification effort created the income tax to secure a steady revenue stream for the
new Italian kingdom. The income tax experienced minor changes from its
establishment through the fall of Fascists and well into the 1970s. All the while,
the Italian state would struggle with tax evasion, raising sufficient revenue to pay
back both debt and fund its extensive welfare state, and the economic integration
with Europe. The negotiation and establishment of the European Monetary
Union created additional pressure on Italy’s income tax policy. Thus, three
exogenous shocks marked the Italian income tax: unification, debt, and the
European Union. The Italian case study, coupled with the previous five case
studies, demonstrates the limited role of public opinion on the formation of tax
policy; thus, I have a reasonable case for my claim that policy leads opinion
through the anchoring and adjustment phenomenon.
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Spain

Spain was neutral during WWI and WWII, and following the Spanish Civil
War in 1935, Spain was isolated from Europe. As a result, the Spanish state did
not accumulate the ward debt seen in Australia, New Zealand, and Italy. With
little war debt and no mass mobilization, Spain did not experience the fiscal or
public pressure to create a progressive income tax. Spain established an income
tax in 1932 (late compared to the rest of Europe), and this tax did not change
until the 1980s when Spain joined the EU. Spain’s income tax history shows what
happens when a state avoids the exogenous shock of war, it does not create a
progressive income tax (Piketty, 2014). Spain developed a modern income tax
following the death of Franco because it entered into the orbit of the European
Union. In that way, Spain’s latter taxation history is something of a forerunner to
the experience of the Czech Republic, Hungary, and Poland.
From 1814 to 1935 the Spanish state lagged Europe in terms of
development because it relied on the inefficiencies of debt to pay for war, state
services, and economic development (Gadea, 2008). In contrast to Australia,
Italy, and New Zealand, Spain declared itself neutral during WWI, and avoided
the need to mobilize for the war. The Spanish state did not introduce the income
tax until 1932, as part of a series of economic reforms that spanned from 1921 to
1935. The income tax introduced in 1932 targeted the wealthy, an estimated
population of 1,500 persons (Alvarez and Saez, 2010). Spain’s neutrality during
WWI required no mass mobilization or additional revenue generation. Since
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Spain did not engage in mass mobilization, there was no impetus for a social
contract between the rich and the middle and lower classes. This reduced public
pressure to create a progressive income tax. Thus, the absence of war lead to the
slow development of the taxation system.
The Spanish Civil War from 1936 to 1939 established a fascist state that
chose to isolate itself from the rest of the world - an isolation that would endure
until the deal of Franco in 1975 (Gadea, 2008). Spain, during its isolation,
maintained a minimalist state (compared to the rest of the developed world) that
relied on indirect tax to raise its revenue, a practice the rest of the developed
world turned away from following WWII. Neutrality during the wars prevented
the development of an extensive welfare state and an economic development
program since the state never faced the pressure to create a progressive income
tax to fund such programs. Thus, Spain continued to be a developmental laggard
(Onrubia, 2006).
From 1940 to 1942 Spain attempted tax reforms in an attempt to pay down
some of its accumulated debt and raise additional revenue streams. The result
was higher tax rates and a broader tax base because of a reduction in the minimal
income threshold for the income tax. Reforms created 40,000 tax-payers in the
1950s and 1960s, but revenue remained low, the state small, and no extra money
for the development of a welfare state. Thus, the income tax accounted for 6% of
state revenue, and the Spanish state consumed only 25% of its country’s GDP,
thus making the state both small and underdeveloped compared to Western
Europe (Alvarado and Saez, 2010).
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From 1977 to 1985, Spain began yet another series of reforms, this time
under a democratic government. The Spanish government wanted to raise its
level of development to that of the rest of Europe. In terms of taxation, the
government introduced four new taxes: a universal and progressive personal
income tax (collected on a Pay-As-You-Earn basis); a personal wealth tax; a
corporate income tax; and the VAT (Onrubia, 2006).
Spain joined the European Economic Community (EEC) in 1986, and the
EEC forced Spain to harmonize its fiscal system with the rest of Europe. The EEC
made Spain balance public preferences for spending and taxation against the
policy demands of the wider European community. From 1996 to 2004 Spain
began a series of neo-liberal reforms to broaden the tax base while lowering the
rates, thus creating an income tax system that mirrored the rest of the developed
world (Onrubia, 2006). The pressure to reform the taxation system exerted by
the EU on Spain was similar to that of Italy; moreover, in both cases the influence
of the EU exceeded that of their citizens because of the need for political and
economic integration.
Missing both WWI and WWII meant that Spain never developed an
extensive revenue system to pay for mass mobilization, and the authoritarian
regime could ignore public opinion when creating public policy. As a
consequence, Spain failed to develop a revenue system to pay for an extensive
welfare state common throughout the rest of Europe. Following Franco’s death in
1975, Spain began the long process of economic and political integration with
Europe. Spain’s desire to integrate with Europe sidelined public opinion in the
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area of taxation while increasing the influence of the EC. Overall, Spain’s income
tax developed absent the pressures of public opinion, rather, the neutrality
during war and the influence of the European Union drove the development and
reform of Spain’s income tax.

Evidence for Income Tax Stability

If tax policy is a function of exogenous shocks rather than changes in
public preferences, then tax policy should exhibit periods of stability punctuated
by sudden changes in policy. I will examine income tax policy for the seven
countries in my sample in three ways: first, I will examine changes in the number
of tax brackets; second, I will examine changes in the highest marginal tax rate;
and third, I will look at changes in the lowest marginal tax rate. This analysis of
income tax policy serves to complement the case studies presented in the
previous section, and the idea is to show that tax policy is consistent with my
assumption concerning causality.
The number of tax brackets is a sign of tax progressivity and of complexity
because a system with many brackets will be sensitive to differences in incomes .
Figure 3.1 below shows the number of tax brackets for each of the seven countries
in the sample from 1981 through 2013 (OECD).
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Figure 3.1: Number of Income Tax Brackets from 1981 to 2013

States simplified their income taxation system by reducing the number of
tax brackets, a trend that is consistent with the consequences of the spread of
neoliberalism during the 1980s and 1990s. Italy and Spain reduced their income
tax system first by reducing the number of brackets followed by the Czech
Republic, Hungary, and Poland. Despite the decline in the number of tax brackets
in the period spanning 1981 and 2013, there is a considerable degree of stability
in the number of tax brackets. States seldom alter the number of tax brackets
because changes in taxation systems can bring politicians unwanted attention
Unwanted attention can lower tax revenues that diminishes funding for popular
programs. However, stability in tax brackets does not tell the entire story about
the stability of income tax policy as a whole.
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Figure 3.2: Highest Marginal Income Tax Rate from 1984 to 2013
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Figure 3.2 displays the highest marginal tax rate for the seven countries in
the sample. Like the number of tax brackets, there is a general downward
trajectory in the highest marginal tax rate from 1984 to 2013. Despite the trend
towards lower highest marginal tax rates, there are long periods where states do
not alter the highest marginal tax rate. Of the sample of seven countries in my
sample, two countries changed their highest marginal tax rate between 1994 and
1996: the Czech Republic (who reduced their top marginal tax rate from 44% in
1994 to 40% in 1996) and Hungary (who raised their top marginal tax rate from
44% in 1994/1995 to 48%). The remaining five countries demonstrated
considerable stability. For instance, Australia’s established its 47% tax rate in
1991, and it continued until 2000. Italy’s established its 51% tax rate in 1992, and
changed it in 1997. New Zealand established their 33% tax rate in 1990, and
maintained it until 1999. Poland’s 45% tax rate is a bit of an anomaly, established
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in 1994 after having been 40% upon it independence, and maintained until 1996.
In 1997, Poland reduced it to 44%, but the next year, 1998, Poland returned to
the 40% tax rate until 2008. Spain established it 56% tax rate in 1993, and
continued it until 1997. The highest marginal tax rates appear to be stable within
the seven countries in my sample over the relevant study period. Observed
changes in the income tax are consistent with the theory that exogenous shocks
are responsible for tax policy rather than public opinion.
The lowest marginal tax rate also shows a considerable degree of stability.
Figure 3.3 displays the highest and lowest marginal tax rate from 1991 through
2001 for the seven countries within my sample (1996 stands at the center of the
figure). Hungary made a substantial change in its lowest marginal tax rate by
raising that rate from 0% to 20%. All other countries in the sample did not make
a change in their lowest marginal taxes for at least three years prior to 1996.
The relative stability of tax brackets, the highest marginal tax rate, and the
lowest marginal tax rate are consistent with both my assumption that public
policy leads public opinion and that changes in taxation policy are driven by
exogenous shocks rather than public opinion. When this empirical evidence of
tax rates and brackets is added to the evidence provided both in the case studies
and the general theory on tax policy change, there is a strong case to be made that
my assumption concerning causality is justified.
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Figure 3.3: Highest and Lowest Marginal IncomeTax Rates from 1991 to 2001
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Conclusion

In Chapter 2 I discussed the theoretical reasons for why tax policy would
lead public opinion for tax preferences; however, these theoretical reasons, by
themselves, do not justify my causal assumption. In this chapter, I provided two
pieces of empirical evidence consistent with the theory of tax change. First, a
series of case studies showing when and how income tax policy changed in the
seven countries within my sample. Second, a presentation of tax brackets and
marginal tax rates from the 1980s though 2013. The data show periods of
stability punctuated by change.
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The case studies are of particular importance in justifying my causal
assumption. For example, in Australia and New Zealand war (the Maori War,
WWI, and WWII) drove the creation of the income tax and subsequent rate
changes. In the 1970s and 1980s, Australia and New Zealand committed to tax
overhauls under the pressure of the oil crisis, stagflation, and the spread of
neoliberal ideas from the United States and the United Kingdom.
In the former Soviet state of the Czech Republic, Hungary, and Poland, the
European Union drove the creation of the income tax systems as these three
countries adopted fiscal policies consistent with the EU in order to join that
organization and break away from the Russian sphere of influence. Moreover, the
public’s inexperience with income taxes muted their influence over income tax
policy.
Italy is something of a hybrid between Australia and New Zealand and the
former Soviet states because the exogenous forces of unification and war drove
the initial creation of the income tax, but the income system languished until the
European Union created sufficient pressure on Italian leaders to make
substantial changes to their fiscal system in order to foster economic integration.
Spain is a unique case because of its neutrality during WWI and WWII. As
Spain did not mobilize for those wars, it lacked the fiscal need for a robust
income tax regime, so one did not develop until the 1930s. Even when it did
develop, the tax targeted high income earners. Spain’s integration with the
Europe provoked changes to Spain's income taxation system to facilitate
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economic integration. In that way, Spain is something of a precursor to the postsoviet state experience.
There is ample evidence to show that income tax policy is driven by the
exogenous forces of war and international organizations. The evidence is clear for
the seven countries in my sample. In Australia and New Zealand war provoked
the creation of the income tax and the spread of neo-liberal reforms created
changes to those policies. In the Czech Republic, Hungary, Poland, Italy, and
Spain, the European Union dominated the development of income tax policy. The
tax bracket and tax rate data show stability punctuated by rapid change. The
weight of the empirical evidence demonstrates that my assumption concerning
the arrow of causality is viable.
This chapter shows that what is needed is a comprehensive model of
public tax preferences that accounts for the fact that it is not public opinion, but
the status quo that is driving tax policy. My theory of anchoring and adjustment
that I present in the next chapter provides an explanation argues that individuals
build their tax preferences by leaning on the status quo and then making
adjustments to that starting point as individuals consider their ideology, their
level of trust in government, and their degree of self-interest.
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CHAPTER 4: OF ANCHORS AND MEN

I lay out my theory on absolute income tax preference construction in this
chapter. Absolute tax preferences are the actual currency amount respondents
prefer individuals at various reference groups to pay in taxes. For example, the
1996 International Social Survey Program Role of Government III (1996 ISSP)
asks respondents, “How much tax per year, if any, (do) you think someone who
earns (average annual wage of a full-time unskilled worker, i.e. 25,000 AUS)
should pay?” This question does not demand the respondent to consider taxes in
light of the status quo (though as you will see, individuals will consider the status
quo), all it asks them to do is give a numeric value. In contrast, relative tax
preferences ask individuals if they want more or less of something relative to the
status quo.8 For example, the 1996 ISSP asks individuals, “Generally, how would
you describe taxes in (Respondent’s country) today? First for those with high
incomes, are taxes…1. Much too high. 2. Too high. 3. About right. 4. Too low. 5.
Much too low.” This question demands that the respondent think about the
status quo in establishing their preference, and, absent a status quo, the question
and the response make little sense.
Returning to the research question: what are the origins of absolute tax
preferences among individuals? I argue that the status quo anchors individual tax
preferences. Individuals make adjustments from the anchor based on perceptions

Tax preference questions are not often asked, especially internationally. When asked, the
question concerns relative tax preferences (Peters, 1991).
8
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of fairness, ideology, and education. Anchoring is pivotal to my argument since it
explains why tax preferences vary across countries. Anchoring is a two-part
phenomenon: first, it establishes a reference point,9 and then the individual
makes adjustments to the reference point to construct a satisfactory response. In
short, anchoring is a phenomenon where individuals rely on a single piece of
information to make an estimate or response (Tversky and Kahneman, 1974).
This chapter consists of six parts. In the first part, I lay out my theory in a
general fashion to frame the subsequent discussion about the individual elements
therein. In the second section of this chapter, I argue that preferences are
endogenous to the structural organization of the state, rather than an exogenous
force innate in human beings. The third section lays out the general principles of
anchoring because of its importance in explaining cross-national variance. In the
fourth part I discuss how individuals establish their anchoring point for their tax
preferences, and in the fifth part I discuss the factors that contribute to the
adjustments made to the anchor.
Since tax vary across the income spectrum, and the 1996 ISSP asks
individuals about their taxes across that spectrum, the final section of this
chapter will discuss how anchoring and adjustment will influence the individual’s
subsequent responses. I will argue that individuals anchor because it reduces the
cognitive resources necessary to form their tax preferences.

In most anchoring studies, the researcher intentionally provides the subject with an anchor. In
the absence of a prompt respondents will have to construct their own reference point (Green,
Jacowitz, Kahneman, and McFadden, 1998).
9
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Model Overview

Individuals form their tax preference in two stages. First, individuals construct an
anchoring point by recalling information about their tax along with additional
information about their native taxation system (some people may know more, but
information about taxes is low). The anchoring point will be related to the actual
tax rate of the state because that information will be the most salient. After
individuals generate their anchor, they will make adjustments based upon
fairness, ideology, and knowledge in order to construct their preference. After
giving their initial preference, individuals will use that response to anchor the
subsequent responses. The same factors that contribute the adjustments in the
initial preference will influence subsequent adjustments.
Figure 4.1 displays a comparison of flat and progressive income taxes.
Across the X-axis are individual incomes, and the Y-axis marks the estimated tax
burden. The blue curve represents the actual tax rate the individual pays at
various income levels. For most states in the sample, the tax rates stand at 0 for
low income individuals, the tax rate escalates as incomes rise. The rates flatten
out for upper income individuals.
With this figure in mind, consider an individual making an annual income
of 75,000 AUD. The 1996 ISSP will ask them about their tax preferences for
individuals making 25,000 AUD, 50,000 AUD, 100,000, AUD, and 200,000
AUD in that order. My hypothesis is that an individual will, first, recall their
personal tax burden, and combine that information with information they gleam
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from their social and political environment to estimate the actual tax burden for
the person making 25,000 AUD. That estimate will correspond to the actual tax
burden of the state in which they live. After making the estimation, the
respondent making 75,000 AUD will then adjust from their estimate to make
their preference. As I noted, factors such as perceived fairness, ideology, and
education will influence the degree of adjustment (either north or south of the
estimate).

Figure 4.1: Example of Effective Income Tax Rates by Income Level
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After stating their tax preference for an individual making 25,000 AUD,
the ISSP then asks that individual about their absolute tax preference for an
individual making 50,000 AUD. Here, the individual acts as a cognitive miser,
and uses their previous response as the starting point for the current response.
They adjust from the starting point using a combination of estimates of the status
quo, fairness, ideology and education. Individuals will repeat this process for
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persons making 100,000 AUD and 200,000 AUD. Together, these responses will
mark the individual’s preferred taxation rate structure, and because of anchoring,
at the aggregate level, public tax preferences will mirror the status quo.
When considering tax preferences, it is important to look at the response
for each reference income level, and the totality of their responses. As a
consequence, the slope of their response holds considerable importance to
understanding tax preferences. The factor that will influence the slope of tax
preferences the most is the current structure of the tax state, this factor will
explain cross-national differences. However, fairness, ideology, and education
will also exert considerable influence. For example, people who feel that the state
and the public are trustworthy, and who think they are getting a fair return on
their taxes, will prefer a level of progressivity matching the status quo. Those who
do not trust the government may prefer a similar slope, but at a lower overall
rate. Those who do not trust their fellow compatriots may prefer higher taxes on
the poor (if they are seen as free loaders), and much higher taxes on the rich (as a
way to balance out the effects of their perceived evasion). I expect ideology to run
in the expected way. Individuals on the left will prefer a tax rate structure that
has a very steep slope while those on the right will prefer a flatter slope. Those
with more education will prefer higher, flatter taxes because educated individuals
are better able to connect the costs of government to government services, they
are also able to understand in full all of the ways individuals benefit from state
taxes. Less educated individuals will prefer lower taxes across the board.
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Preferences

Imagine you are standing at the counter at Baskin Robbins 31 Flavors, and you
are asked to take a survey ranking the flavors from your most to your least
favorite. After ordering the flavors, now imagine you are asked how much you
would pay for each flavor. The price given should follow the preference order,
individuals will pay the most for the favorite flavor, and less for each subsequent.
This ordering and valuation is an individual’s absolute preference.
Now imagine you are back at Baskin Robbins 31 Flavors, and they present
you a bowl of chocolate ice cream along with a price, say $5.50, and you are asked
if that price is too high, too low, or about right. Your response to this question
marks an individual’s relative preference (and we would expect individuals who
love chocolate ice cream to say that the price is too low or about right, those who
hate chocolate ice cream are more likely to say the price is too high).
In general, “preferences are comparative judgments between entities”
(McFadden, 1999) that create reasons for behavior (Bowles, 1998). Preferences
are supposed to be complete, transitive, and stable over time (Kahneman and
Ritov, 1994; McFadden, 1999). This means that when asked to order your favorite
ice cream flavors at another location or at another time, the list should be the
same as the one given at the first Baskin Robbins (assuming that chocolate ice
cream is the same). In addition, preferences are supposed to be resistant to
question effects such as anchoring, priming, framing, etc., and psychological
biases such as risk aversion. Thus, if the marketing guy asked you about your
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favorite flavors and primes you with the caloric information of each ice cream,
your response should be the same. Preferences are assumed to be exogenous, in
other words they exist prior to the game in which individuals are engaged.
The problem, however, is that economic preferences, as defined by
economists above, are a special case, limited to familiar situations (Payne,
Bettman, and Schkade, 1999), such as selecting sports teams or favorite foods.
Empirical work from Hodgson (2007) and Slovic (1995) indicate that preferences
are sensitive to question effects and the rules comprising the choice situation. For
example, consider a case in which an individual is asked to choose between two
highway safety programs. Program A will result in 500 casualties per year and
cost 55 million dollars a year to administer. Program B will result in 570
casualties a year and cost 12 million dollars a year. Plan B is more effective since
it will save more lives per dollar spent, however individuals will focus on the
number of casualties and not focus on the cost per life (Tversky, Sattath, and
Slovic, 1998). Imagine if the researchers reframed the question to highlight the
number of lives saved per million spent, individual preferences would change.
Moreover, being asked about absolute tax preferences is not a common situation,
and most individuals are uninformed about their own taxes (or the taxes of
others in their society, or alternative tax systems used in other states), so when
asked about their absolute preference for taxation, individuals make up their
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response on the spot (Bettman, Luce, and Payne, 1998; Mantzavinos, 2001;
Zaller, 1992). 10
Preferences are the result of individual factors, such as core values and
ideology, acting within a complex institutional environment that lays out the
menu of options available to individuals, as well as structuring the payoffs for
those choices. Core values and ideological beliefs are not free of institutional
influence, as people learn core values and develop ideology by interacting with
those same institutions that condition their choices.11 First, I will discuss how
institutions establish the menu of choice over which individuals construct their
preferences, and then I will discuss how institutions influence beliefs and
ideology.
Preferences, which give reasons for choices, are meaningless outside of the
menu of available options (Fischhoff, 1991; Wildavsky, 1987).12 In short, people
cannot value what they do not know is possible (Sunstein, 1991).13 State

We know from the work of Olson (1965) that when it comes to common goods individuals
prefer to free ride, i.e. pay nothing and get something. State services are a collective action
problem, thus, we could say that the individual’s absolute preference for taxation is to pay
nothing. But since the state uses its coercive apparatus (Levi, 1989) to collect taxes, people
generally have to pay something, and this fact which individuals seem to respond to in the 1996
ISSP.
11 Family is one such institution that will shape preferences, but the family is not isolated from the
larger society. Families who share values of the larger society are more comfortable in allowing
their children to adopt the values, beliefs, and preferences of their peers. However, if the family is
in the minority or holds minority beliefs, the family will work to transmit family values against
societal values (Bisin and Verdier, 2001). In terms of taxes, children, who are too young to
understand taxes generally have negative affect towards taxes because when adults around them,
i.e. their family, talk about taxes do so in a negative fashion (Furnham, 2005).
12 This does not mean that people have to like the choices that they are offered.
13 For instance, Americans cannot properly value universal healthcare because it has never been a
viable option and they have very limited exposure to such systems in other countries. Without a
proper evaluation of the system it is very difficult for an individual to have a preference in the
economics sense of the term. Another example, less political and more economic, is tablet
10
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institutions, including political and economic institutions, establish the choice set
by defining what is possible through the decision making process and path
dependency. Institutions make some outcomes more likely than others
(Schmitter, 1981). For instance, Persson (2002) and Edlund (2006) find that
presidential systems, and systems with multiple veto points, reduce the size of the
state making large welfare programs or the nationalization of industry less
likely.14 As a result, small states offer individuals fewer political options
compared to individuals living in states with large governments. State structure
also facilitates alliances between interest groups which conditions the types of
policies states adopt by structuring who lobbies for what (Steinmo, 1993; Weir,
1992). Consider the political alliance of business, labor, and the government
fostered by corporatist institutions. This alliance allows for regressive taxation
and significant welfare state spending, an arrangement that would be difficult, if
not impossible, to produce in plural systems where the interests of business,
labor, and the government conflict. Institutional design structures the choice set
available to individuals, and this shapes their preferences since some options are
not available. When options are unavailable, individuals do not give those options
much consideration.

computers. The public did not know they wanted tablets until Apple developed and marketed the
iPad.
14 The 2008 financial crisis in the United States would have been as good excuse as any for the
federal government to begin the process of bank (and to a lesser extent industrial)
nationalization, and to some extent there were some nationalization efforts in the form of
American International Group (AIG), community banks, and General Motors (GM). However, the
efforts have been minimal (Bordo, 2008) and temporary (SIGTARP, 2012) which indicates that
the U.S. government has little interest in expanding government power in this way.
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Political and economic decisions tend to build on one another, in other
words, decisions do not occur in a vacuum. Rather, past decisions condition
present options and payoffs, and the effects circumscribe the number of moves
available to decision makers (Larsen, 2007; Steinmo, 2003). This process is
known as path dependency, defined as a phenomenon where, “current and future
states, actions, or decisions depend upon the path of previous states, actions, or
decisions” (Page, 2005: 88; see also Pierson, 2004). This can happen in a variety
of ways: past decisions frame the perception of current problems;15 they can
make some groups authorities while making others less credible;16 they can also
establish parallels and examples to justify or discredit current arguments (Weir,
1992).
A concrete example of path dependency, and relevant to taxes and tax
preferences, is wealth redistribution. Alesina and Angeletos (2003) argue that the
differing historical trajectories of the United States and Europe created
populations with different views on wealth redistribution. Feudalism in Europe
led to an unfair distribution of wealth because of the concentrated nature of land
ownership. The unfair distribution of wealth and power created public pressure,
facilitated by exogenous shocks, such as the great wars, to redistribute wealth.17

The war on drugs conditions politicians to focus on the supply side of the drug trade equation
rather than focusing on the demand side of drug use.
16 Supply side economists turning out and discrediting Keynesian economists during the 1980s.
17 The French Revolution is a great example of how a skewed distribution of wealth coupled with a
tax system that shifted the burden of the state to the poor and middle classes coupled with war
facilitated a revolution that attempted to redistribute the wealth and property from the
aristocracy to the middle and lower classes (Brinton, 1965; Skocpol, 1994). The Russian
Revolution is another example of this phenomenon.
15
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States responded by developing a tax system with high rates to facilitate a
massive welfare state. The new institutions of the welfare state created
constituencies to ensure the reproduction of those institutions leading to
sustained income equality. Feudalism and socialist movements played a limited
role in the development of the United States so it did not develop a redistributive
political system; moreover, this history also limited the influence of government
in regulating the economy, so America developed constituencies that reject
government intervention in the economy (Vogel, 1996). The result, according to
Alesina and Angeletos, is that the Americans and Europeans exist with “different
steady states, in which different social beliefs and political outcomes are selfreproducing” (24). As a consequence, items on the European menu are different
from those on the American menu, menu differences foster differences in the
tastes and preferences of Europeans and Americans.
Even if we could sample off other menus,18 mixing menus is not an option.
Pontusson (2005) finds countries with the lowest growth rates and highest levels
of unemployment are those that mix liberal market economy (LME) and
coordinated market economy (CME) institutions (Hall and Gingerich, 2004). To
put this in another way, the fitness landscape of institutional arrangements is
very jagged with a few plateaus and many canyons, rather than a landscape of
rolling hills. Pontusson’s work suggests that the choices on menu, including the

This is possible in a Tiebout (1956) like sense where people could physically move to a state or
region that has their preferred institutional arrangement, but in an international environment
this is much less likely due to the high costs of relocation.
18
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tax rate, is limited because any “reforms of the welfare and regulatory state, no
matter which direction they favor, may need to be large and persistent to be
politically sustainable” (Alesina and Angeletos, 2003: 24). Since institutions and
past decisions restrict choice, we should expect aggregate preferences to be
restrained and reflect the status quo (Hansen, 1998).
The power of institutions to condition our preferences goes beyond
presenting options and shaping payoffs (Bar-Gil and Fershtman, 2005; Witt,
1991). They also influence our perceptions, goals, and ideology, and these three
forces help determine our preferences. Alesina and Angeletos (2003) find that
people living in liberal market economies (like the U.S.) think that wealth is the
result of individual effort, as opposed to luck.19 Citizens of LMEs are less
supportive of redistributive efforts because they see these efforts as punishing the
industrious. The redistributive nature of many European states leads Europeans
to see wealth (and poverty) as a product of luck and chance. Those who are lucky

The research on state economic regimes has progressed considerably from the Liberal
Market/Coordinated Market Economy model developed by Hall and Soskice (2001). However, I
choose to use their basic classification scheme for several reasons. First, their scheme allows me
to discuss differences in tax policy under ideal conditions. This was especially useful when
discussing the research of Alesina and Angeletos (2003) who use an even more simplistic scheme
(the United States versus Europe). Second, my research sample contains only seven countries,
which means that any statistical model that I use will be limited in the number of structural
variables I can use, thus a more fine grained classification scheme is untenable at this point in
time. I do believe a more advanced schema would be immensely helpful in studies that contain
more countries so as to have a more complete understanding of the relationship between taxation
systems and economic and political regimes. Finally, and perhaps most fundamentally to my
argument, what the LME/CME distinction gets at is the degree of cooperation within a society.
LMEs rely on markets to allocate goods and services which leads to individuals having to rely
more on themselves than communities to survive and prosper while in CMEs there is more
coordination. When the LME/CME distinction is integrated with data on the interest group
system and political system (not perfectly correlated), what I get is a measure of how much
individuals have to rely on themselves or cooperate in order to achieve their economic and
political goals (a dimension which I explain in Chapter 5).
19
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are supposed to give to the unlucky which creates support for more redistributive
policies.
In terms of tax policy, Europeans are more likely to support progressive
tax structures because it facilities a redistributive policy agenda. Edlund (2006)
provides empirical evidence for this proposition by studying the role welfare
states play in influencing public perceptions of the poor. Edlund finds regimes
with universal programs (as opposed to means tested programs), more socioeconomic equality, and few job opportunities have publics that are sympathetic to
the poor. The public in states with means-tested welfare programs, high levels of
inequality, and many opportunities (even if they are low skill, low wage
occupations), show hostility and resentment towards poor and the unemployed.
This latter finding is consistent with Gilen’s (2000) argument that Americans
hate the welfare state because they believe it is used by minorities who are too
lazy to work, and with Crepaz’s (2009) argument that low trust pushes lowers the
public’s preferences for taxes while not lowering their appetite for welfare
programs. People living in states with small, means-tested welfare states provoke
negative feelings within citizens towards the welfare state and the people who
rely on those programs, and will therefore want to pay much less in taxes. The
inverse holds for states with more expansive welfare state programs. Thus, when
institutions color our perceptions, our preferences will also be affected.
Institutions also influence our goals and values. For instance, consider the
academic environment and its institutional structure. Individuals within the
academic community gain prominence by publishing their research, and this
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allows others to develop that work to build up their own career. In a corporate
environment, the incentive is to hold onto the research because the information
would represent a competitive advantage, yielding additional profit for the
company. The variety of capitalism literature points to a similar phenomenon.
LMEs incentivize business leaders to maximize short-term profits because
managers serve the stockholders who are interested in maximizing short term
profits (Lane, 2003; Shleifer and Vishny, 1997; Streeck, 2001). The institutional
structure of CMEs allows for banks, workers, and other investors to sit on the
board of directors, incentivizing long-term profit. In both examples institutional
structures condition our goals, values, and our preferences (O’Neill, 1994).
Remove an individual from their environment, and their goals and preferences
would change.
Institutions also influence our ideological beliefs. DeNeve (2009) found
that the variety of capitalism alters the ideological position of political parties. In
CMEs, left and right parties are more liberal compared to the left and right
parties in LMEs. Since parties must respond to public preferences to win votes,
DeNeve argues that the public in CMEs are, on average, far more liberal than the
public residing in LMEs.20 At the individual level, Kulin (2002) argues that the
way in which we interact with institutions on a day to day basis has a profound
influence on both our trust in government as well as our ideological beliefs. For

This research complements the work of Alesenia and Angeletos (2003) and Edlund (2006) who
are trying to explain longstanding differences in the ideology and perceptions of Europeans and
Americans.
20
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instance, states with defined rules to administer government aid empowers the
public because they know how to obtain aid, the feeling of empowerment creates
public support for government programs. States which rely on the judgment of
bureaucrats to make distribution decisions disempowers citizens, and makes
them hostile to government activity.
Our preferences are contextualized, going one step further, our
preferences do not make any sense outside of the context in which we develop
and apply them. Therefore, in order to understand tax preferences, we need to
understand the institutions which help cultivate those preferences. But before I
can discuss the institutions most responsible for individual tax preferences in
several nations, I need to discuss the psychological phenomenon of anchoring.

Anchoring

Individuals create their absolute tax preferences on the spot because
absolute tax preferences questions are rare (Peters, 1991). Because individuals
are cognitive misers (Carmines and Stimson, 1980; Chaiken, Liberman, and
Eagly, 1989; Downs, 1957; Lupia, 1994; Petty and Cacioppo, 1986; Rahn, 1993)
they will rely on cognitive shortcuts (also known as heuristics), anchoring in
particular, to construct their preferences. Tversky and Kahneman (1974) define
anchoring as a process where, “people make estimates by starting from an initial
value that I adjusted to yield the final answer” (14). In this case, individuals
deduce the initial value from the status quo, as the 1996 ISSP does not provide
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respondents with an anchoring value. It is the process of anchoring that links
institutions to individual tax preferences.
Anchoring is likely under three conditions: when the question demands a
numeric response; when the individual lacks a strong preference or taste; and/or
when individuals are uncertain about the correct or responsible response (Green,
Jacowitz, Kahneman, and McFadden, 1998; Kahneman, Ritov, and Schkade,
1999). The tax preference question in the 1996 ISSP meets two of these
conditions: the responses demand that the respondents give their answer in exact
currency amounts, and since taxes fund government spending, they know that
the public has to pay a non-trivial amount to the state. Taxes also provoke
negative attitudes; thus, individuals have strong preferences (Dornstein, 1986;
Kirchler, 1998).
Anchoring is a two-step process. First, individuals establish an initial
value, and then they make adjustments to that value. The initial value can come
from several places: from a cue in the question, from a partial mathematic
computation, or from the status quo (Chapman and Bornstein, 1996; Green,
Jacowitz, Kahneman, and McFadden, 1998). The 1996 ISSP does not suggest an
anchoring point or a math problem, so individuals derive their own reference
point, and that reference point originates in the institutional environment of the
state. Individuals use the status quo as a starting point for preference formation
because, "familiarity increases acceptance, if only by a process of resignation"
(Rose, 1985: 306). In other words, individuals live in one state for most of their
lives, and because state institutions, including tax systems, change at a glacial
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pace, people will know that arrangement. Second, individuals lack knowledge
about how other political and economic systems work; thus, the status quo is the
option they know (Cullis and Lewis, 1985). Third, individuals are risk averse so
they will not want to bet the present for the uncertain possibility of gains in the
future (Eidelman, Crandall, and Pattershall, 2009; Kahneman, Knetsch, and
Thaler, 1991; Quattrone and Tversky, 1988).
The status quo provides a reasonable starting point to maintain the
existing level of services, and making a conservative adjustment will not require
major changes to state activities. Individuals rely on the status quo because state
institutions build on one another, creating a complicated ecosystem that is stable
over time (changes happen in small stages because institutions become
interdependent, and any massive change to one institution would cause a cascade
effect in other institutions, or the change would be mitigated by the inertia of the
remaining institutions). Since I am dealing with stable, advanced, and rich
democracies, the institutional environment is successful because the state has not
collapsed;21 therefore, the status quo (including the associated tax rate structure)
marks a stable equilibrium, and if a person prefers a radical change this can
threaten the stability of the entire system (Steinmo, 2003).22 The status quo will

Except for Italy, they collapsed big time (Parker, 2007; Sassoon, 1995; Waters, 1994)
This is not to say that the status quo is not evolving and changing. However, a significant
portion of change may not be obvious. For instance, institutional change can be gradual and
unless individuals take a step back and review history, they may miss differences. Rapid change is
more obvious, but these changes are generally the function of long term movements coupled with
an exogenous shock (for instance the collapse of the Italian political system in the mid-90s). Do to
the complexity, rapid change will be far less common. This is not to say that individuals do not
notice change in policy, clearly they do (Erikson, MacKuen, and Stimson, 2002; Soroka and
21

22

105

loom large when individuals establish their anchoring point (Eidelman and
Crandall, 2009).
In general estimation tasks individuals make insufficient adjustments to
their anchors.23 The reason for this is that estimation tasks demand a great deal
of cognitive effort, and once individuals feel their response is in the ball park of a
reasonable response they will stop their adjustments (Epley and Gilovich, 2006;
Quattrone, Lawrence, Finkel, and Andrus, 1981). However, the ISSP question is a
preference task rather than an estimation task, thus different factors will
influence the degree of adjustment. Those factors include respondent ideology,
fairness, and trust. I will discuss these factors in greater detail later in this
chapter.
When individuals give their absolute tax preference to researchers, their
preference will reflect the status quo adjusted by individual values and beliefs. To
this end, we should expect considerable cross-national difference in tax
preferences because states differ in their tax rate structure, and this is before we
consider the adjustment effects.24 The above can be summarized into the
following model:

Wlezien, 2010); however, this does not mean they will notice broad institutional change over the
mid and long term.
23 Most anchoring tasks ask individuals questions that have definite answers. For instance, one
question asked respondents how many African states are in the United Nations. Individuals were
then presented with either a high anchor value or a low anchor value. People given the high
anchor point generally overestimated the number of African states in the UN and those with the
low anchor underestimated the number of states. The important point is that neither group gave
the right answer, and their adjustments were insufficient (Tversky and Kahneman, 1974).
24 Adjustment should also vary by state as conservatives in one state are likely to be different from
conservatives in another state (Wright, Erikson, and McIver, 1987).Following the logic of Alesina
and Angeletos (2003), beliefs about fairness should also differ systematically by state. Thus I
expect that individual level variables will interact with state level variables.
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TaxPref=β0+β1Ref+β2Adj+β3Ref*Adj+ε
Where TaxPref is the individual’s absolute tax preference for a given income
level. β0 is the constant. β1Ref is the anchoring point established by the status
quo. β2Adj are the individual level factors that determine the degree of
adjustment from the status quo. β3Ref*Adj is an interaction term that conditions
the role the adjustment variables play in different states. The interaction term is
vital because ideological beliefs vary by state. For instance, we expect Democrats
in Massachusetts to be far more to the left than Democrats in Texas (Berry et al.,
1998; Brace et al., 2004; Wright, Erikson, and McIver, 1987). ε is the error term.
Now this is a very simplified model of my argument, and in the next two sections
of this chapter I will discuss the relevant variables that influence individual
anchoring and adjustment.

Establishing a Reference Point

Reference points anchor preferences, and in this section I will discuss the process
by which individuals establish that reference point. In this study, the primary
reference point that the individual constructs are estimates of the actual tax
burden for an individual earning the reference income (in particular, the
reference income of a person earning the average wage of a full time unskilled
worker). The researcher did not provide the respondent with a reference point, so
the individual will construct one from their memory. The amount and quality of
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tax information a person has is a result of their personal tax burden and any
salient tax information.
The individual’s personal income tax burden provides relevant and
accessible information of their state’s taxation system. Personal information is
problematic for two reasons. First, the respondent’s tax burden may not
correspond to the 1996 ISSP’s established reference incomes. Second, states vary
in their level of income tax visibility and incomes vary over time. This influences
the individual’s ability to recall information about their tax obligations. Despite
these limitations, income taxes tend to be the most visible form of taxation (next
to property taxes which I will discuss below), making them a viable reference
point when combined with additional information derived from the world in
which they live. The type of democratic regime, interest group system, and the tax
structure of states provide individuals essential information which they mix with
information about their actual tax burden to create an estimate of the actual tax
burden for the reference income group.
Because state goods and services are a public good, all things being equal,
individuals prefer to free ride, meaning that they want to pay nothing (Levi, 1989;
Olson, 1965). Thus the greater the number of individuals involved in tax policy
decisions, the lower the actual tax rates, as public involvement creates downward
pressure on taxes. In the context of Figure 4.1, states with a great deal of public
involvement in policy making, as in states with direct democracies, the actual tax
rate curve will be lower, and states insulated from public opinion produce a
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higher taxation curve. I expect tax preferences to reflect those starting
differences. I will develop more specific claims below.

Democratic Regime

There are many ways in which democratic regime can be classified (Bollen, 1990;
Dahl, 1971; Lijphart and Crepaz, 1991; Vanhanen, 2000), since I am interested in
the scope of conflict in democratic systems, the degree of conflict and consensus
is the most relevant dimension to this study. Consensus political regimes consist
of proportional electoral systems and strong political parties that allow multiple
parties which must cooperate with one another to govern (Lijphart, 1999).
Consensus systems tend to concentrate policy making into the hands of a small
group of political officials who are insulated against public opinion (Prasad and
Deng, 2009). This insulation tends to create enduring political coalitions and
politicians with long time horizons (Weir, 1992). This combination of insulation
and endurance allows consensus regimes to maintain high and regressive taxes
over a long period of time (Steinmo, 1993a; Steinmo and Tolbert, 1998). I
hypothesize that individuals living in consensus democratic regimes prefer higher
tax rates than individuals living in conflictual political regimes because the status
quo tax rate is higher in consensus systems.
Conflictual systems consist of multiple veto points, clear lines of
accountability, and entrepreneurial politicians. The effects create the potential for
the involvement of large numbers of people in policy making. Veto points create
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arenas of conflict where interested parties can seek out outside supporters to
defend their interests (Schattschneider, 1975). More veto points create more
opportunities for conflict and public involvement. Examples of potential veto
points include split legislatures and executives, bi-cameral legislatures, finance
committees, and the bureaucracy (Peters, 1991).
In conflictual systems, governing is done by majorities (Lijphart, 1999),
the virtue of such governing is that it makes it easy for the voting public to assign
responsibility for policies (Anderson, 2006; Hellwig and Samuels, 2007; Paldam,
1991; Powell and Whitten, 1993). It also incentivizes the opposition to create
conflict by highlighting policy deficiencies and alternatives in order to win over
voters in the next election (Crepaz, 1996, Linz, 1990). The combination of clear
lines of accountability and multiple veto points makes taxes salient, thus creating
downward pressure on tax rates and the size of government (Persson, 2002;
Steinmo, 1993; Steinmo, 1993a).
Persson (2002) finds that conflictual systems foster smaller governments
because these systems find it difficult to raise revenue (Steinmo, 1993a).25 Due to
the proliferation of veto points, conflictual regimes develop tax systems riddled
with tax loopholes which increase tax complexity and inefficiency while reducing
tax yields (Steinmo, 1993a). The complexity tends to endure (and even multiply)
because it is difficult to satisfy veto players, and overcome the risk aversion of

Steinmo (1993a) argues that revenues precede spending programs. Large expansions of the
welfare state and government regulation have occurred only after the state has seen substantial
gains in revenue collection through gains in efficiency or new tax sources.
25
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politicians who prefer mild tax reforms to significant changes (Lindblom, 1961;
Rose, 1985).26
Direct democracies highlight the relationship between regime type and tax
rates. Direct democracies create a wide scope of conflict since the public has the
opportunity to vote for government legislation. The public in these regimes want
their state to do a few things very well (Feld and Frey, 2002) leading to low public
expenditures, debt, and taxes (Feld and Kirchgassner, 2000). Tax morale is very
high in these countries because the high level of government responsiveness
makes people feel they have a meaningful voice in government policy (Torgler,
2005).27
More voices lead to lower taxes, and the democratic regime determines the
number of voices. Consensus regimes restrict the number of voices, and allow
states to maintain high taxes resulting in higher tax preferences because of the
anchoring phenomenon. Conflictual regimes allow for more voices, and result in
lower tax rates and preferences. Democratic regimes do not condition the scope
of conflict by themselves, as the interest group system also plays a role.

Rose (1985) argues that incumbents have very little to gain in raising the issue of taxation
(unless they are desperate) because the mere mention of taxes, even if it is to lower taxes, makes
taxes salient and the public very much dislikes taxes (the public does not look fondly to tax
increases, unless it is someone else’s taxes that will be raised: Hammar, Jagers, and Nordblom,
2006). Moreover, any downward change in taxation makes it much more difficult to fund popular
spending programs, and the public has a huge appetite for government spending (Hansen, 1998;
Jasay, 1989).
27 On a related note, in regimes where the public gets a direct vote on public spending and
taxation, the public is generally more satisfied with their tax burden and, as a result, are more
likely to fully comply with tax law, i.e. individuals are less likely to avoid their taxes or hide their
income (Alm, Jackson, and McKee, 1993; Feld and Tyran, 2000).
26
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Interest Group System

Corporatist interest group systems organize business and labor groups into
hierarchies that contribute to the narrowing of the scope of conflict because they
limit the number of parties negotiating economic and tax policy (Katzenstein,
1985; Molina and Rhodes, 2002). Pluralist systems, on the other hand,
proliferate interest groups because there are many ways to access elected officials
and bureaucrats. Multiple access points allow interests, however similar, to
influence government independently. Thus pluralism disincentives interest
coordination.
Because government, business, labor, and technocratic experts work
together in corporatist systems, state taxation, spending, and labor policy are
decided at the same time, and this allows for a high degree of coordination in
policy and behavior (Summers, Gruber, and Vergara, 1993). Moreover, public
and private coordination makes it difficult for citizens to link tax policy, or any
policy, to a particular individual or group of individual. As a result, it is difficult
for citizens to hold parties responsible for policy during elections (Peters, 1991;
Steinmo, 2002; Steinmo and Tolbert, 1998).
Pluralistic societies pit interest group against interest group (Madison,
Federalist 51), and this leads to increased competition that incentivizes groups to
maximize short-term gains due to the uncertainty about the future. After all,
interest group coalitions can change depending upon the issue or policy options
(Frieden, 1991; Hojnacki, 1997; Hula, 1999; Rogowski, 1987; Salisbury et al,
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1987). Moreover, interest groups need to raise dollars and votes to remain
influential (public interest groups in particular), and often the best way to do this
is to increase the visibility of their chosen issue. These two factors create a society
with broad ranging political conflict involving large swaths of the public
(Schattschneider, 1975).
Democratic regimes vary in the ability to promote public participation.
Corporatist regimes reduce the incentives to mobilize citizens which reduces the
scope of conflict, and pluralist regimes incentivize interest groups to mobilize the
public. Pluralist systems bring more people into the political process, and
decrease the actual tax rate, while corporatist systems limit public involvement,
resulting in higher rates of taxes.

Tax Structure and Tax Visibility

Democratic regime and interest group structures influence the level and
scope of conflict in society, but this does not mean conflict will center on the issue
of taxation. For taxes to become the focal point of political debate, taxes need to
be salient. The structure of a state's tax system will determine the level of
salience, and the probability that taxes will be the center of conflict. Public
conflict on the issue of taxation is highest in states which rely on visible forms of
taxation rather than those that utilize less visible taxes.
Modern states rely on 5 different sources of tax revenue: personal income
taxes, corporate taxes, general consumption taxes, property taxes, and social
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security taxes. Of these forms of taxation, personal income and property taxes are
visible while corporate, general consumption and social security taxes are less so.
Personal income taxes are considered visible because individuals must28 report
their income and tax burden to the state; thus, they gain knowledge of their tax
obligation. For property taxes, the state makes an assessment of an individual (or
business's property), and presents a tax statement to the individual on a regular
basis giving the individual full information about their burden. Sometimes the
income tax is less visible since politicians hide the income tax to minimize the
wrath of the public (Rose, 1985; Steinmo, 1993). Democratic states hid the
income tax by enacting pay-as-you-earn (PAYE) taxation, a system where
employers withhold a portion of employee pay and send it to the government to
cover the individual’s income tax obligation. This reduces the ability of
individuals to hide earned income and avoid their tax obligation (Crenson and
Ginsberg, 2002; Steinmo, 1993a). Moreover, many states that engage in PAYE
tax schemes do not make their citizens file yearly tax returns, further hiding taxes
from public visibility.29
Invisible taxes encompass corporate, general consumption, and social
security taxes. Corporate and social security taxes are invisible because it appears

Levi (1989) actually argues that taxes are quasi-voluntary in that individuals have to self-report
their income to the government; however, there are penalties for not reporting income or
misreporting income. Of course the state has to catch a person engaging in tax evasion, and the
probability of being caught for tax evasion is quite low making it rational for individuals to evade
their taxes (Andreoni, Erard, and Feinstein, 1998).
29 All of the countries I use in my dissertation have an income tax, however, all the state exempt
individuals from having to file annual tax returns.
28
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that other people or entities are paying those taxes even if the individual bears
the full cost when they purchase a good or service.30 General consumption taxes
are a bit difference. These taxes can be split into two types: the sales tax and the
value added tax (VAT). The sales tax is assessed on the individual purchasing the
good at the point of purchase with the amount of levied tax printed on the
receipt, and in that sense the tax is visible. The invisibility of the sales tax results
from the uncountable number of purchases individual make any given year, and
since individuals do not log all their purchases, they cannot calculate their annual
sales tax burden. The state levies the VAT when one business conducts a
transaction with another business, and that imbeds the tax into the price of goods
and services. Unless an individual is aware of the national VAT rate, they are
going to be unaware of their tax burden, and coupled with the fact that most
individuals do not log all of their purchases to calculate their annual consumption
tax burden, we can see why consumption taxes are invisible.
Conflict on the issue of taxation varies by the visibility of taxes, and the
public’s attitude towards particular taxes. Citrin (1979), Keene (1976), and
Sheffrin (1993) find that Americans (and Brits in the case of Sheffrin) consider
direct and visible taxes (which includes the personal income and property tax)
unjust. States that rely on visible taxation produce a public that is hostile to the
way in which their state raises revenue thereby creating a natural upper limit of
the tax rate (Morgan and Prasad, 2009).

Social security taxes can be visible in states in which the worker and the employer split the costs
of social security programs such as the United States.
30
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Corporate taxes are problematic for politicians because business people
hate them and they are highly motivated to change those tax policies. If the
political system offers a significant number of veto points and a pluralist interest
group system, then business can use their resources (cash) to make taxation a
public fight (Morgan and Prasad, 2009; Prasad and Deng, 2009).
Politicians in democratic regimes must find the proper mixture of taxes
that balance the public’s preference for low taxes and high levels of spending
(Appel, 2006; Peters, 1991). The degree to which policy makers are able to
navigate these competing demands, from both the public and interest groups,
varies according to the level of government autonomy (i.e. insulation from public
opinion).
While states use all five forms of taxation, the mixture of taxes varies.
OECD states cluster into four distinctive types of tax states: Anglo-American,
Scandinavian, broad-based, and Latin (Peters, 1991). Post-Communist states
cluster into two types: Commonwealth of Independent States (CIS) and Eastern
European and Baltic states (Gahlbach, 2008).31 The structure of the taxation
system determines the probability that a state experiences broad political conflict
around taxation.32

Thus, all my states in the sample fall into some tax-state category: Australia and New Zealand
are Anglo-American; Spain is broad-based; Italy is Latin; Russia is CIS; and the Czech Republic,
Hungary, Latvia, and Poland are Eastern European.
32 Chapter 5 contains a discussion of the origins of the taxation systems of the seven countries in
my sample. The discussion of taxation systems gets at the heart of my causal argument that tax
systems are exogenous and as a result influence public preferences for taxes through the process
of anchoring and adjustment.
31
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The Anglo-American tax states are Australia, Canada, Japan, New
Zealand, Switzerland, the United Kingdom, and the United States (Australia and
New Zealand are contained within the sample I use for this study). These systems
cultivated a “higher than average reliance on property tax, as well as on
corporation taxes, and a somewhat higher than average reliance on personal
income taxes” (Peters, 1991: 61). These systems also divide the costs of social
security between workers and the employer, and minimize the use of
consumption taxes. These states depend upon unpopular taxes, and
entrepreneurial politicians and businesses can use this sentiment to win elections
and policy debates. Given this situation, broad conflict around taxation is
probable, creating “perpetual conflict over revenue generation” (Morgan and
Prasad, 2009: 1385). Elected officials find it difficult to raise or maintain high
levels of taxation barring some exogenous shock (Scheve and Stasvage, 2010 and
2011).
Denmark, Finland, Norway, and Sweden make up the Scandinavian tax
states. These states use of combination of high personal income taxes, low
corporate taxes, and high consumption taxes. Steinmo (1993a) argues that this
model allows these states to maintain a high level of employment and industrial
productivity by incentivizing reinvestment into business, and sustaining a large
welfare state which allows for economic flexibility when the economy needs to
change to remain competitive. These states should be the most immune to broad
conflict on taxes for three reasons. First, the heavy reliance on the less visible
consumption tax blunts the public distaste for the income tax. Second, the states
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use the high taxes to fund a generous and universal welfare state which means
that the middle class receives direct benefits from welfare. Since corporations pay
low taxes, the costs of the welfare state fall on to the shoulders of the poor and
middle class; thus, corporations face little pressure to mobilize the public against
the status quo (Prasad and Deng, 2009). My study does not contain any cases
from this group of states.
Austria, Belgium, Germany, Luxembourg, the Netherlands, and Spain are
broad-based taxation countries (Spain is included in this study). Such systems
reduce the visibility of taxes by spreading the tax burden across as many people
as possible. They do this by relying on all five forms of taxation in equal measure
(Peters, 1991). Thus, we should expect a lower degree of conflict on the topic of
taxation in these states when compared to the Anglo-American tax regimes.
The Latin states include France, Greece, Ireland, Italy, and Portugal. These
states depend upon indirect taxes such as custom duties, social security, and
consumption taxes like the VAT because of high levels of tax evasion. Direct
taxation occurs in the form of worker contribution to social security taxes. Of
these states, Italy is contained within the ISSP sample.
There are two groups of Post-Communist states defined by history,
proximity to the West, and their Post-Communist taxation structure. The
Commonwealth of Independent States (CIS) consists of Armenia, Azerbaijan,
Belarus, Kazakhstan, Kyrgyzstan, Moldova, Russia, Tajikistan, Turkmenistan,
Ukraine, and Uzbekistan. These states lack the capacity to collect direct taxes,
thus, they rely on corporate and consumption taxes because they are easy to
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collect (businesses cannot move and record sales). These states should behave
like Latin cluster countries because the scope of conflict will be limited unless the
state seeks to impose direct forms of taxation (Gehlbach, 2008).
Gehlbach (2008) defines Albania, Bulgaria, Croatia, the Czech Republic,
Estonia, Georgia, Hungry, Latvia, Lithuania, Macedonia, Poland, Romania,
Slovakia, and Slovenia as Eastern European and Balkan states (the ISSP sample
includes the Czech Republic, Hungary, and Poland). These states use taxation
systems similar to member states of the European Union, including a reliance on
the income tax and the VAT, with the income tax being the dominant revenue
source. They are a hybrid of the Anglo-American regimes and the Scandinavian
regimes, but their tax rates are lower because of their smaller welfare states.
Because the income tax in not blunted by the welfare state, we should expect
behavior similar to the Anglo-American states.
The Anglo-American states and the Eastern European states are more
likely to face broad and divisive fights on the subject of taxation because of the
high level of visibility. The Scandinavian countries and the broad-based taxation
countries will be able to limit the conflict on taxes since their taxes are more
hidden. The Latin cluster countries and the CIS states should be somewhere in
the middle since they are reliant on consumption and corporate taxes, though
conflict may be more likely if these states try to reform their income tax systems
since reforms would make the taxation system much more visible to the public.
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The Interaction of Regime, Interest Groups, and Tax Structures

Individual tax preference anchoring points are the product of three interrelated
institutions: the democratic regime, the interest group system, and the structure
of the taxation system. Together, these institutions determine the scope of
conflict around the issue of taxation, and the broader the scope of conflict, the
lower the tax rate a state can sustain leading to a lower tax preference. The
combined effects of these structures are presented in Table 4.1.
At one extreme we see a consensus political system with a corporatist
interest group system and a taxation regime that relies on invisible taxes. The
narrow scope of conflict insulates political decision makers from public opinion
allowing them to maintain a high level of taxation. At the other extreme there are
the regimes with conflictual political systems, pluralistic interest representation,
and visible taxes. In these states the potential for conflict over taxes is very high
thus there is considerable pressure on political leaders to reduce the overall tax
burden. Elected officials who try to raise or maintain rates will be under
considerable electoral pressure by entrepreneurial politicians and interest groups
which deters higher rates and extensive services. Individuals living in these states
will prefer lower tax rates since their starting point is lower.33

I am going to try to combine these three institutional variables into one summary measure
labeled as scope of conflict. That being said, I may not need these institutional variables since
these forces would be contained within the actual tax rate.
33
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Table 4.1: Classification of States by Political System, Interest Group System, and Tax Visibility
Tax System Visibility
Political System
Interest Group System
Invisible
Visible
Germany
Australia
Greece
New Zealand
Plural
Portugal
Spain
United Kingdom
Conflictual
United States
Hungary
Canada
Corporatist
Italy
Norway
Sweden
France
Poland
Plural
Japan
Switzerland
Netherlands
Consensus
Austria
Belgium
Czech Rep
Denmark
Corporatist
Ireland
Luxembourg
Israel

Making Adjustments

Individuals are strategic. When the community is working towards the general
good and treating its members with equity, individuals will contribute their time
and resources. However, if the community, or key members therein, exploits the
individual, the individual will withhold their support and free ride for the sake of
short-term utility maximization (Hibbing and Alford, 2004; Pinker, 2011). Under
these circumstances, individual tax preferences will vary according to the degree
to which individuals feel the state and the community is fair. Individual ideology
and knowledge will also influence the degree to which individuals adjust from the
status quo.
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In this section I will examine how fairness, ideology, and knowledge
influence the degree to which individuals adjust from their estimate of the status
quo. I argue that individuals who perceive the government and the population as
treating them with fairness are more likely to prefer tax rate consistent with the
status quo than individuals who see the government and society as unfair and
exploitative. Ideology will behave as expected, small government conservatives
will prefer lower taxes than large government liberals. Knowledge will behave in a
counter-intuitive fashion, knowledgeable individuals will prefer flatter overall
taxation systems, thus we should expect knowledgeable people want the poor to
pay more than less knowledgeable individuals.
State institutions modify the effects of fairness and ideology. For instance,
the tax compliance literature argues that people are more likely to report and pay
their taxes with accuracy if the state is responsive and transparent, to this end, I
expect perceptions of fairness and trust in government to interact with the scope
of conflict variables. Ideology will also interact with state institutions with
conservatives in states with smaller governments will be much more conservative
than conservatives living in states with much larger governments. I will detail
these arguments in the following sections.

Fairness

Fairness is the equitable treatment of individuals within a group. The belief that
individuals maximize their utility through cooperation with a group grounds the
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idea of fairness. Cooperation is risky since it requires the individual to invest
their resources (such as time and money) in the group without the promise of an
immediate return on their investment.34 In this case, individuals are investing
their money, on quasi-voluntary basis, in the state. Since individuals are making
an investment, there is an opportunity for exploitation by the group, or
unscrupulous individuals within the group. Systematic exploitation undermines
the principle of equitable treatment, i.e. the individual's perception of fairness,
and makes them less likely to cooperate with the group in the future. With taxes,
this means that individuals are more likely to withhold their taxes from the
state,35 and prefer to pay much less.
Perceptions of the fairness of taxation are contingent upon three key
factors: 1.) the return individuals get from the state--i.e. the degree to which
individuals believe the state is holding up its side of the social contract, 2.) the
degree of trust in others, what I will call horizontal trust, and 3.) and the degree
of trust in government, which I will call vertical trust (Tyler, 1989; Tyler, 1994;
Tyler, Degoey, and Smith, 1996). I hypothesize that individuals feel they are
getting a fair return on their investment when they trust their community, and
when they trust the government. Individual tax preferences, under these

In game theoretical terms this situation is similar to the stag hunt game. The premise behind
the stag hunt game is cooperation, in order to catch the stag each member of the group has to
cooperate. If any individual defects, then the group will fail to capture the stag. Thus, when some
individual choses to cooperate with a group, they do so on the condition that others will also
contribute equally.
35 Withholding taxes is not always possible in modern developed nations. First, pay as you earn
taxation requires the employer to withhold taxes from their employees checks, and since most
people get paid through their employer, withholding tax dollars is not a viable option.
34
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circumstances, will reflect the actual tax rates of the state in which they live. On
the other hand, when individuals feel that they are not getting a sufficient return,
when they do not trust their community, and they do not trust the government,
they will prefer tax rates that are lower than the status quo. A key implication of
this hypothesis is that high trust individuals in different states will prefer
different tax rates based on the status quo of the state in which they live. Trust in
government and trust in others conditions the degree to which people think they
are getting a fair return on their investment, i.e. their taxes. For instance, if
individuals feel that the public is exploiting the welfare state by faking a disability
or their inability to get work, individuals will be less supportive of the welfare
state since they do not feel that they are getting a fair return on their investment
because others are taking a much bigger piece of the pie. If the government is
corrupt, i.e. politicians are enriching themselves off public contributions, then
individuals will think that politicians are wasting their investment. As a result,
the public will prefer lower taxes in an effort to mitigate the effects of
exploitation.

Return on Investment

Taxes are transactional by their nature (Alm, Martinez-Vazque, and
Torgler, 2006; Sheffrin, 1993). When individuals pay their taxes they expect
something, be it a good or services (or some combination thereof), in return. The
ability of states to levy taxes is dependent upon their ability to deliver goods and
124

services to the public (Tilly, 1992). Early transactions favored the state because
the state engaged in a mafia-like protection racket, demanding resources in
return for not destroying private property36 (Olson, 1993; Wilson and Wildavsky,
1986). As war became expensive, the state needed more revenue, and the most
successful states began to innovate by developing new taxes which would expand
the tax base, and overcome problems of tax avoidance. The capacity of the state
to raise more revenue does not mean that the public is going to comply with those
taxes. Successful states compensated its subjects/citizens with additional goods
and services such as basic rights, courts, and public services such as sewage and
roads to collect revenue. New infrastructure, however, is expensive, and when
added to the war revenue, states faced significant budget challenges (which I will
discuss in more detail when I discuss causality in a latter chapter). The rise of
democracy empowered the public vis-à-vis the state forging a more equitable
transactional relationship. Consequently, the public demands much more from
the state, and the ability of the state to meet these demands will influence how
individuals evaluate their taxes.
Kirchler (1998) finds that individuals do not believe that their
contributions to the state are balanced out by the goods and services that they
receive in return. However, the more people regard the balance between
government spending and their taxes as equitable, the more likely people will be
satisfied with their taxes. There are several factors which will influence individual

Early taxes were not likely to be paid in currency. Rather, peasants likely paid in a combination
of labor, crops, cattle, land, or any other desirable commodity.
36
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assessment of government goods and services. First, government services need to
be salient, if people are not aware of a government program they cannot assess it.
Moreover, individuals lacking knowledge about government goods and services
are more likely to believe the state is wasting tax dollars. Mettler (2010), for
example, argues that most Americans are unaware of a great many government
programs, and when asked to consider reforms they were unaware of the stakes
and hesitant to embrace reform even if it would be helpful.
Even if government programs are visible, there is no guarantee that the
public will like the spending, and if the public does not like the spending then
they will dislike the taxation rates. Because the public has to approve of the way
the government spends money, government spending has to be high quality and
responsive to public demands (Fjeldstad, 2004). If the quality of government
goods or services declines, or if the government opts to cut spending to reduce
the deficit, the public will grow dissatisfied and prefer lower taxes (Ide and
Steinmo, 2009).
Because equity underlies fairness, individuals expect a fair return when
they pay their taxes. Fairness results from the salience of government programs,
government responsiveness, and the quality of government goods and services.
Thus if government spending is visible and directed to programs that are popular,
then individuals are more likely to think that the exchange relationship is a fair
one. If an individual finds the government fair, then their preferences for taxation
will reflect the status quo. If government services are invisible and spending
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appears to go to unpopular programs, individuals will prefer lower taxes across
all reference income groups to avoid exploitation.

Trust in Government

Wary cooperators fear being suckers. If they think they are suckers, they change
their behavior by maximizing short-term gain at the expense of the community.
Government corruption can make people feel like suckers, and to stem their
losses, individuals will prefer lower taxes.
There are several factors that determine the degree of trust invested into
the state. First, individuals want a government that is both responsive and
efficient (Citirin, 1979). This is an extension of the exchange relationship; people
want the government to deliver demanded goods. The more effective the
government is at meeting public demands the higher the level of trust in
government.
The public also wants government policy to be objective and enforced with
fairness, that is, they want government obey fair procedures. Taxation systems
with fair processes are transparent, justifiable, and free of favoritism. This does
not mean that individuals want a simple taxation system, just a sensible one.
Complex taxation systems, with multiple loopholes and tax expenditures,
undermine the perceived fairness of taxes even if individual loopholes and
expenditures are popular. Complex taxation systems undermine perceived
fairness because it appears that self-interested parties can game the system to
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maximize their gains at the expense of the general public (Carnes and Cuccia,
1996; Hibbing and Alfred, 2004; Kirchler, 2007; Mucciaroni, 1990). At best,
complex taxation systems will make individuals disinterested in taxation
(Kirchler, 2007), which can make it hard for authorities to justify the current rate
of taxation.
Overall, when the government is responsive and efficient in its spending
and maintains a justifiable taxation system, individuals are more likely to trust
their government and accept the status quo tax rate structure. The public may
find the government exploitative if the state is non-responsive to public spending
preferences while maintain a Byzantine tax code. In this case, I argue, the public
will prefer lower taxes across all four reference income groups.

Trust in Others

Our peers can also make us suckers. They can do so by either consuming
too much, or failing to pay their fair share. In both cases, the dishonest elements
of the community shift the fiscal burden of the state onto the honest elements.
Under these circumstances, citizens prefer lower taxes as a means of limiting
their financial exposure to public exploitation.
Consumption without reciprocation expresses itself as tax evasion, the act
of under reporting income or failing to comply with tax law. In states with high
levels of tax evasion, otherwise honest individuals are reluctant to pay their own
taxes, a rational response to the situation since it minimizes exploitation (Alm,
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Martinez-Vazque, and Torgler, 2006; Kirchler, 2007; Peters, 1991; Sheffrin,
1993a). The desire of individuals to minimize exploitation by their peers may also
express itself via lower tax preferences on themselves.
A second form of peer exploitation occurs when dishonest members of the
community consume more than their fair share of a common pool resource. Like
above, this form of exploitation shifts the costs of the state onto the honest.
Conflict around the welfare state can embody this sentiment because wary
cooperators do not want to fund welfare programs exploited by able-bodied freeloaders. Many Americans, in particular, hate the welfare state because they think
able-bodied African-Americans exploit the welfare state in order to avoid work
(Gillens, 2000). Feelings of peer exploitation are more prolific in states which use
means-tested welfare programs since these state goods and services are targeted
to the poorest citizens. The public is more supportive of welfare programs when
those services are universal, i.e. available to the middle class (Larsen, 2008)
because welfare users look like the in-group thereby mitigating opposition
(Alesina, Glaeser, and Sacerdote, 2001). If weary cooperators perceive their peers
taking advantage of government programs37 they will prefer lower taxes on
themselves and more on the poor in an effort to place the tax burden back on
those trying to free ride.
Fairness goes beyond the feeling that everyone should pay something in
taxes, fairness also determines how much people should pay. The public in OECD

37

Information can come from the media, politicians, personal experience, etc.
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nations prefer progressive taxation structures, i.e. that individual tax
contributions should reflect the individual’s ability to pay. In other words, the
rich pay a higher proportion of their income to the state than the middle classes,
who pay more than the poor (Porcano, 1984). Even though there is a general
desire for progressive taxation, the degree of progressivity varies by state.
Europeans are more likely to believe that wealth is a product of luck and
circumstance rather than hard work; thus, the public accepts heavy taxes on the
rich because it redistributes their unearned wealth to the unlucky, i.e. the poor.
In Europe, there will be more support for higher and more redistributive taxes.
Americans, on the other hand, believe that individual effort generates wealth;
thus, taxing the rich punishes them for working hard while rewarding the
undeserving through redistribution. The American view of wealth creation
creates support for a flatter and lower tax structure (Alesina and Angeletos, 2003;
Alesina and Ferrara, 2005; Benabou and Tirole, 2004; Fong, 2000; Kirchler,
2007).
One factor contributing to the preference for progressive taxes is the belief
that the rich avoid paying their fair share either by economic or political means.
Thus to ensure the rich pay their dues, the public demands that they pay more as
a percentage of their income than the middle class (Peters, 1991; Roberts, Hite,
and Bradley, 1994; Steinmo, 2003).
Unlike reciprocity and trust in government, middle class individuals will
prefer higher taxes on the poor and want the rich to pay more. In both cases, the
middle classes will want to ensure that free riders are paying their due. In the
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case of the poor, they want to ensure the poor are paying for what they receive,
and in the case of the rich they will want them to pay much more to capture some
of the perceived loss from evasion. The poor will prefer higher taxes on the
middle and upper classes, and the rich will prefer higher taxes on the middle
class and the poor because they perceive that the lower classes are taking
advantage of their wealth.

Political Ideology

Ideology is an organized set of facts, beliefs, and values that aids
individuals as they navigate their political, economic, and social environment.
The power of ideology lies in its ability to interpret how individuals see their
world, and what actions they should take to improve that world (Converse, 1964;
Denzau and North, 2003; Erikson and Tedin, 2003; Jost, Federico, and Napier,
2009). Thus, individual ideology will influence tax preferences. In particular,
liberal individuals prefer higher and more progressive taxes, while conservatives
will prefer lower and flatter taxes (Hasseldine and Hite, 2003; Jakobson, 2008;
Kirchler, 2007).
Individuals on the left prefer greater social and political equality because it
preserves individual autonomy. Since these preferences are general, they hold
across a broad range of issues, including taxation. Conservatives, on the other
hand, prefer a minimalist state and are tolerant of inequality, seeing it as a
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reward for individual effort. These preferences are also general (Jost, Frederco,
and Napier, 2009).
The effects of ideology will not be consistent across individuals since some
individuals are more ideological than others. Ideological strength results from
interest in politics and education; thus, the effects of ideology will be strongest
amongst the educated and interested persons (Converse, 1964).
But ideology is more than education and interest. The substance of
ideology comes from the political community (and family) in which people live
(Converse, 1964). In this way, ideology is a combination of community beliefs
and institutional structure (Kumlin, 2002). Thus, conservatives in Sweden who
live in a corporatist economic system prefer different tax rates than American
conservatives who live in a liberal market economy (Castles and Mair, 1984; Kim
and Fording, 1998).

Tax Knowledge

The last variable is tax knowledge. The more individuals know about taxes the
more likely they are to find their taxes, and the overall tax structure of the state,
as fair. If individuals find the system fair, they will prefer the status quo (Fallan,
1999), as a matter of fact, educated individuals may prefer taxes that are higher
than the status quo (Hammer, Jaggers, and Nordblom, 2006).
Education allows individual to understand the true costs and benefits of
government. Educated individuals are in a position to better assess the true value
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of the state-citizen transaction. In terms of my model, I expect education to
interact with fairness making the fairness variable more potent. Moreover, I
expect individuals to prefer higher and somewhat flatter taxes on all individuals
across the income spectrum.

Subsequent Responses

In most OECD countries, tax rates vary according to income level. Thus, it is
impossible to understand tax preferences if individuals are given a single
reference income to evaluate. To understand individual tax preferences,
researchers must provide individuals with reference incomes that span the
income distribution of their state. The ISSP asks individuals about individual tax
preferences across 4 different reference incomes, and because of this, my theory
of tax preferences needs one additional element, an understanding of how
individuals construct their preferences for the additional reference incomes.
It is plausible that when individuals construct their tax preferences, they
will repeat the process I described three more times: individuals will first identify
an anchor then make adjustments to that anchor to estimate the actual tax rate,
and then make their preference adjustment. However, this is a demanding
process that is, at the end of the day, not worth the time for a survey (Krosnick,
1991). Thus, individuals will rely on the anchoring heuristic to construct the
preferences for their additional income references groups.
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The anchoring heuristic requires a reference point from which people
make adjustments. The individual’s first preference response serves as the
reference point for the subsequent answer. The adjustment is a combination of
the estimate of the tax burden of the reference group plus a summary of their
previous calculations.
For instance, the institutional factors—democratic regime type, interest
group system, and tax structure—which help the individual make an estimate of
the actual tax rate, will also contribute to the adjustment individuals make when
they consider the taxes of other reference groups. Turning back to the
institutional hypotheses, people in states with a broad scope of conflict want all
reference groups to pay less than states with a narrow scope of conflict.
Fairness should contribute to how individuals want the tax burden
distributed. For instance, if the respondent believes that the exchange
relationship between taxes and public goods is favorable then they may want a
more equitable distribution of the tax burden. If individuals think the
government is exploiting the public, respondents are more likely to prefer an
overall lower tax rate to minimize exposure to exploitation. If individuals think
they are being exploited by their peers, they may demand higher taxes on those
they think are exploiting the pool of public goods. This may mean the individual
prefers higher taxes on the poor and/or the rich creating an overall flatter tax
structure.
Ideology will also determine the degree of progressivity individuals prefer.
This relationship is straightforward; liberal respondents want far more
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redistribution than conservative respondents. Then there is tax knowledge.
Knowledgeable respondents are more likely to demand higher taxes on all parties
and a flat distribution of the tax burden because they recognize that a great
number of people, regardless of income, get a lot of benefit from government
goods and services.

Conclusion

The construction of absolute tax preferences is a three step process. First,
individuals identify an anchoring point, which is their personal tax rate. From
that anchoring point individuals make two adjustments. The first adjustment,
built off of the organizational structure of the state, allows the individual to
construct an estimate of the actual tax rate for individuals at specified reference
income levels. After the individual estimates the actual tax burden, they will
make a second adjustment, their preference adjustment, based on perceptions of
fairness, ideology, and knowledge. After the individual constructs their initial
preference, they will then, to cut down on the cognitive effort, use that
preference, and each subsequent preference response, to build their next
preference. Many of the same factors that help individuals determine their initial
preference will determine the degree of adjustment individuals make for the
remaining preferences.
The ISSP asks individuals in seven countries for their absolute tax
preferences for four different income groups. Missing are questions asking
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individuals about their knowledge of what other reference income groups pay to
the state. Because of the structure of the ISSP, I can assume that individuals are
making these steps, since the only information from respondents are their
preference responses. Nevertheless, the effects of the specified variables should
be present in the final response as the effects, as I argue in my model, are
cumulative. The limitation, of course, is that the effects of the variables cannot be
sorted into the various stages.
In the next chapter, I will lay out how I will operationalize the variables
that I specified in my model. In the course of describing the variables, I will
discuss my seven cases, and place them into their proper context. This will set up
the following chapter where I will conduct the analysis where I test my
hypotheses.
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CHAPTER 5: DESIGN, DATA, AND METHODS

As discussed in the previous chapter, this dissertation seeks to answer two basic
questions: first, how do state institutions shape public tax preferences; and
second, how does the phenomenon of anchoring and adjustment influence public
tax preferences? The second question encapsulates the first question, because tax
preferences are not exogenous, rather they are built on the foundations of the
institutional arrangement of the society in which individuals live. Thus,
institutions constitute, in part, the anchor from which individuals make
adjustments in order to arrive at their preference.
As a result of the interaction of individuals with institutions, two levels of
data are needed to study the origins of public tax preferences: individual level
data and state level data. The individual level data, as I will describe below, comes
from the 1996 International Social Survey Programme Role of Government III
survey. In this survey, researchers asked individuals from Australia, New
Zealand, Italy, Spain, Poland, Hungary, and the Czech Republic about their
absolute tax preferences. As a result of this sample, I can study how institutions
shape public tax preferences in seven nations. While the national level sample is
small, there is considerable diversity in the institutional construction of these
states which allows me to examine the role of institutions in a more specific way
than using country level dummy variables. The theory I present demands a two
level model with cross level interaction effects (i.e., the structure of the state
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alters the relationship between individual level variables such as ideology and
their tax preference response).38
This chapter will proceed in four parts. The first part of this chapter will
review the key hypotheses proposed by the theory and how they will be
operationalized. The second part will review the individual level variables used
throughout the study. The fourth part will review the structural level variables,
and the final part will review the methods used in order to study the hypotheses.

Hypotheses and Operationalization

The model I propose contains four key elements, first the anchor, and then three
adjustments: self-interest, trust, and ideology. In this section I will describe how
each of these hypothesis elements will be conceived and operationalized.
When individuals are asked about their absolute tax preference, the first
thing they will do is consider the status-quo, i.e. what are those individuals likely
paying now? As individuals construct their anchoring point they will use two
pieces of information: the actual tax rate for the reference group, and their own
tax rate as measured by individual income. The availability of these two pieces of
information, and their relative influence on the anchor, is affected by the level of
knowledge as measured by education. Thus the anchor is a function of three

The individual incomes of respondents in Spain had to be estimated using family income in
addition to several additional variables as Spanish respondents were not asked for their incomes.
38
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variables: the actual tax rate, individual income, and the respondent’s education
level. This means that the anchor is defined by a three-way interaction effect.
The adjustments individuals make to their tax preferences are not likely to
occur in any particular order, as the questions ask that individuals construct their
tax preference in one step rather than many. Thus, the order I am presenting the
adjustments is arbitrary. The first adjustment under consideration is that of selfinterest. As income taxes are progressive, the more an individual makes the
greater their tax burden. Moreover, it is assumed that individuals would like to
keep as much of their earned income as possible so they spend it as they wish.
Thus, if self-interest plays a role in tax preferences, it should be evident in
income. Individuals with higher incomes should prefer flatter tax rate systems in
which the poor pay more while the rich pay less. Thus, income plays a dual role in
this model. First, it provides the individual with useful information about the tax
rate structure of their state which aids in the estimation of the anchor. Second,
income is an indicator of self-interest which influences the degree of adjustment
they make to the anchor. But income does not define self-interest by itself, age
also matters (Busemeyer, Goerres, and Weshle, 2009).
To some extent, age represents earning potential. Imagine, for example, a
20-year-old who is making $20,000. Considering only income, we would expect
this person to prefer a far more progressive tax scheme, as that would reduce
their tax burden while ensuring that the state has the capacity to continue to
provide key services like subsidized education and training programs. However,
the 20-year-old has income upside because they can grow their earnings over
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years. Thus, it may be in the interest of the 20-year-old to prefer a flatter tax
structure that will penalize them less for future earnings. On the other hand, we
can imagine a 55-year-old earning $20,000. By this time, they maxed out their
potential earnings and they want a more progressive tax structure to ensure that
the state has the resources to supplement their retirement. Thus, age acts as a
mediating variable between income and tax preferences, and the model must
include a two-way interaction between individual income and age.
Self-interest is not limited to just income and age. For example, the
employment status of an individual may influence their tax preferences. Thus, I
included an unemployment dummy variable in the model. The employment
sector of the individual may play a role. For example, individuals who are public
employees may prefer a higher tax rate than non-public employees since the
wages of a public employee are related to the tax revenue of the state.
Trust is another key adjustment variable that must be accounted for in the
model. As I discussed in the previous chapter, individuals do not want to be
suckers. An individual who trusts their government, who trusts their peers, and
feels that government is responsive to their demands is very likely an individual
who thinks he is being treated with respect rather than as a chump. Trust, then,
has three components that need to be measured: trust in government, trust in
others, and political efficacy. Like anchoring and self-interest, there is likely to be
an interactive effect between these variables. In particular, individuals who both
trust their government and feel the government is responsive to public opinion
are more likely to support their government’s policies leading to a more
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progressive tax preference than those who do not trust government. Those who
do not trust their peers want lower overall taxes and less progressivity since they
feel that the poor are taking advantage of others (Crepaz, 2009).
The final adjustment component studied is respondent ideology. In
general, there are several ways in which respondent political ideology is
measured. For instance, I would use party identification; however, the 1996 ISSP
did not ask respondents in Italy or Spain for their preferred political party.
Another option would be last vote, but the 1996 ISSP did not provide the last vote
choice for respondents in Hungary or Italy. Thus, to measure respondent
ideology, I created an ideology variable concerning individual preferences for the
role of government in the economy.
As important as ideology is, ideology can vary by state as a function of its
institutional arrangement. For instance, conservatives in Britain are different
from conservatives in the United States who, in turn, are different from
conservatives in Sweden. Thus, ideology varies according to the institutional
arrangement of the state. This means that the type of democratic regime will act
as a mediating variable between individual ideology and tax preferences.
The role ideology plays may vary according to how responsive individuals
believe government is to the public. For example, conservatives who believe that
the government is not responsive to the public may want very low and very flat
taxes in order to minimize the size and power of government. On the other hand,
conservatives who believe that government is responsive to public opinion may
tolerate higher taxes than their low efficacy peers since they can see that a limited
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but funded government can stimulate the economy. Thus, the theory suggests a
three-way interaction between ideology as measured by the role of government in
the economy, the democratic organization of the state, and efficacy.

Individual Level Variables

Dependent Variable: Absolute Tax Preferences

The 1996 ISSP asks individuals four separate questions concerning their absolute
tax preference. The question, as seen in Table 3.1 below, provides the individual
with a reference income based on the income distribution of their state, and the
individual builds their preference from that reference. The reference incomes are
localized to each country, and are anchored to the wages of a full-time unskilled
worker. Thus, cross national comparisons can be made using this question since
the baseline has been standardized. In order to capture the fact that taxes are
more of a system than a point estimate, the same question is repeated with a
higher reference income. The reference income is multiplied by two, four, and
eight from the base income of the full-time unskilled worker. The reference
incomes allow individuals to offer their absolute preference across the income
spectrum of their state.
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Table 5.1: Questions from the 1996 International Social Survey Program - Role of Government
III to Construct the Individual Level Variables
Absolute Tax Preference Questions
Num.

v65

Question Text
How much tax per year, if any, (do) you think someone who
earns (average annual wage of full-time unskilled worker)
should pay? We mean alltaxes that are deducted from a
person's wages, such as (wage deductions) and (personal
income tax). (Please write in amount or tick box if 'none' or
don't know)

Response

v66

And what about someone who earns (twice the amount at
v65)? How much tax should they pay per year? (Please write
in amount or tick box if 'none' or don't know)

Open

v67

And what about someone who earns (twice the amount at
v66)? How much tax should they pay per year? (Please write
in amount or tick box if 'none' or don't know)

Open

v68

And what about someone who earns (twice the amount at
v67)? How much tax should they pay per year? (Please write
in amount or tick box if 'none' or don't know)

Open

Open

Political Ideology
Sub-topic
Government
Role in the
Economy

Num.
v37

Economic
Equality

1 to 4

v38

v39

On the whole, do you think it should be or should not be the
government's responsibility to provide a decent standard of
living for the old.

1 to 4

v41

On the whole, do you think it should be or should not be the
government's responsibility to provide a decent standard of
living for the unemployed.

1 to 4

v44

On the whole, do you think it should be or should not be the
government's responsibility to provide decent housing for
those who can't afford it.

1 to 4

v36

On the whole, do you think it should be or should not be the
government's responsibility to provide a job for everyone
who wants one.

1 to 4

v43

On the whole, do you think it should be or should not be the
government's responsibility to give financial help to
university students from low-income families.

1 to 4

v42

On the whole, do you think it should be or should not be the
government's responsibility to reduce income differences
between the rich and poor.

1 to 4

Job Creation
College
Education

Response

On the whole, do you think it should be or should not be the
government's responsibility to provide industry with the
help it needs to grow.
On the whole, do you think it should be or should not be the
government's responsibility to provide health care for the
sick.

v40

Welfare
State

Question Text
On the whole, do you think it should be or should not be the
government's responsibility to keep prices under control
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1 to 4
1 to 4

Table 5.1 Continued: Questions from the 1996 International Social Survey Program - Role of
Government III to Construct the Individual Level Variables
Trust, Efficacy, and Interest
Subtopic

Num.

v53

1 to 5

v55

1 to 4

v46

How interested would you say you personally are in politics?

1 to 5

v50

How much do you agree or disagree with each of the following
statements. I feel that I have a pretty good understanding of the
important political issues facing our country.

1 to 5

v52

How much do you agree or disagree with each of the following
statements. I think most of the people are better informed about
politics and government than I am.

1 to 5

v47

How much do you agree or disagree with each of the following
statements. People like me don't have any say about what the
government does.

1 to 5

v48

How much do you agree or disagree with each of the following
statements. The average citizen has considerable influence on
politics.

1 to 5

v49

How much do you agree or disagree with each of the following
statements. Even the best (politician) cannot have much impact
because of the way government works.

1 to 5

v51

How much do you agree or disagree with each of the following
statements. Elections are a good way of making governments pay
attention to what the people think.

1 to 5

v54

Efficacy

How much do you agree or disagree with each of the following
statements. People we elect as (MPs) try to keep the promises
they have made during the election.

Response

How much do you agree or disagree with each of the following
statements. Most government administrators (civil servants) can
be trusted to do what is best for the country.
All in all, how well or badly to you think the system of democracy
in (R's country) works these days?

Trust

Interest

Question Text

1 to 5

Relative Spending Preference

v25

Listed below are various areas of government spending. Please
show whether you would like to see more or less government
spending in each area. Remember that if you say "much more", it
might require a tax increase to pay for it. More or less
government spending for the environment.

1 to 5

v26

More or less government spending for health.

1 to 5

v27

More or less government spending for the police and law
enforcement.

1 to 5

v28

More or less government spending for education.

1 to 5

v29

More or less government spending for the military and defense.

1 to 5

v30

More or less government spending for old age pensions.

1 to 5

v31

More or less government spending for unemployment benefits.

1 to 5

v32

More of less government spending for culture and the arts.

1 to 5
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Respondents are asked to give their response to these questions in a
currency amount rather than as a percentage of income. As a result, the stated tax
preference is a bit more concrete since currency amounts are more “real” than
abstract percentages. This means that absolute tax preferences will be lower than
if the respondent provided a percentage. However, to make cross national
comparisons, I transformed the currency tax preferences into percentage
preferences by dividing the absolute tax preference by the reference income.
As I will discuss in the methodology section of this chapter, the absolute
tax preference questions serve as both the dependent variable, and as an
independent variable, because I argue that the response to the first question will
influence the response to the second absolute tax preference question. The third
will be a function of both the first and second response, and the fourth preference
question will be influenced by the previous three responses.

Independent Variables: Ideology

Ideology, as used in this study, concerns the individual’s preference for
government involvement in the economy. This is a narrow conception of
ideology . Recall that Converse (2006) describes ideology as an information
organization structure that helps the individual make sense of the world. Thus
conceived, ideology is broad, as it encompasses economics, politics, social values
and norms, etc. However, the limitations of the 1996 ISSP allow for a narrow
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glimpse of individual ideological beliefs, in particular, the role government
should play, if any, in the economy.
The nine questions asked of respondents, as displayed in table 5.1, can be
broken into five topics. The first of which involves the state’s role in developing
and regulating the economy (questions v37 and v40). The second topic involves
the establishment of a social safety net, i.e., the minimal acceptable living
standards for citizens of a state (questions v38, v39, v41, and v44). The third
topic is about the role of government in providing job opportunities for its
citizens (v36), and the fourth is the related topic of the government’s role in
providing a college education for its citizens (v43; interesting, a
primary/secondary education provided by the state is assumed for all nations
surveyed). The final topic gets at the heart of the welfare state, the role of
government in fostering greater economic equality (v44).
Responses to these nine questions on the role of government are combined
using factor analysis creating a single ideology variable to measure how much or
how little government involvement in the economy individuals prefer.
While ideology is broad, my measurement is narrow, but in the case of
taxes, there may be an advantage in narrowness (or at the very least no real
harm) because many of the questions focus on economic equality, and part of the
purpose of progressive taxation is to redistribute income while funding
government programs that also aid in poverty reduction. Thus, this measurement
of ideology coincides with the dependent variable under investigation.
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Independent Variables: Trust, Interest, and Efficacy

Trust is another factor variable, and a product of three questions that focus on
trust in government. The questions are displayed in table 5.1. As you can see, the
first question concerns the level of trust in elected officials, the second question
concerns trust in civil servants (i.e. the bureaucracy), and the third question
examines trust in the democratic process. Together, these questions gauge how
little or how much individuals trust their government. This variable is of
particular importance, as it is the government who is taking money out of
people’s paychecks, and spending that money on goods and services. The ability
of the government to tax and spend corresponds to how much trust people vest in
the government (I discussed in chapter 4).
Like trust, interest is a factor variable consisting of responses to three
questions as seen in table 5.1. The questions can be broken down into two parts,
relative interest in politics and understanding of politics. These questions control
for domain specific information whereas education concerns general knowledge.
I measured political efficacy using four questions concerning both internal
and external efficacy, the questions are presented in table 5.1. These questions
are included because evidence from direct democracies, states in which the voice
of the people is strongest, suggests that the more of a voice the public has in
politics and taxes the more they support those policies (though the evidence does
indicate that the stronger the voice of the people the lower the tax burden).
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Independent Variables: Relative Spending Preference

In public opinion, the link between taxes and spending are nebulous. While most
individuals understand that taxes and state spending are linked, most questions
concerning public spending preferences leave taxes out of the equation. The 1996
ISSP is no exception with its eight questions concerning public preferences for
government spending. The spending questions are comprehensive in terms of the
scope of government activity, and each question asks respondents if they want
more or less spending relative to the status quo. Table 5.1 presents the questions.
The spending preference variable is a factor variable containing responses to each
of the spending preference questions.
The problem with these questions, as it concerns tax preferences, is that
without the constraints of tradeoffs (i.e., a warning suggesting that any increased
spending would result in spending cuts in other areas, higher taxes, or some
combination of both), it is possible that individuals prefer higher spending across
the board because they are not asked to think about the consequences. Moreover,
by separating spending from the broader budget, there is no necessary reason for
individuals to link their spending preference to their tax preferences. Thus, it is
conceivable for individuals to want both more spending and lower taxes, but this
does not mean their preferences are not realistic, rather, their preferences are
just unbound as researchers required no tradeoffs.
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Independent Variables: Individual Income

Individual income plays a role in both the anchoring and adjustment process.
While six of the seven countries included in this study contain individual income
data, researchers did not ask the Spanish sample individual income questions.
Thus, for Spain to be included in this study, I estimated individual income data
from family income and then imputed that data.
The estimation and imputation process began with building a basic
regression model to estimate individual income. After developing the estimation
model, I built an OLS regression model using the full sample of respondents from
the 1996 ISSP (the 1996 ISSP did not ask all respondents for the tax preferences,
but—with few exceptions—researchers asked all individuals for both their family
and individual income). I used the regression model to impute the individual
income data for the Spanish respondents.

The regression model used to predict individual income is as follows:
Individual Income = Family Income + gender dummy + age + education +
unemployment dummy + Eastern Europe dummy + Northern Europe
Dummy + error

Family income predicts individual income. The additional variables control for
situations that may influence individual earnings. For example, in most countries
there is a gender wage gap, thus it is likely that female respondents earn less than
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their male counterparts. Individual earnings also tend to be a function of age, as
age is an indicator of experience. Experienced workers tend to earn more than
inexperienced workers. Wages and the skill level tend to be correlated, and the
education level of the respondent is an indicator for skill level. Individuals who
are unemployed are likely to make a lot less than individuals who are employed.
Next, I controlled for some regional variables. Eastern European countries are
still developing while Northern Europe tends to be more developed and
egalitarian; thus, dummy variables controlled for these factors. The regression
model predicted individual income as demonstrated by the strong r-squared
value.
The 1996 ISSP asked individuals about their marital status and family size,
but I did not use these questions because survey designers asked Spanish
respondents none of these questions. These variables would improve the
estimation of individual income and family income will diverge as the number of
family members increase.
After I estimated individual income, I converted incomes into Purchasing
Power Parity to standardize individual incomes by nation. I converted the
currencies of European Union members twice, first from their native income into
Euros, and then from Euros to PPP. The United Nations Millennium
Development Project dataset provided the PPP conversion factor (United
Nations, 2014).
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Independent Variables: Additional Controls

The remaining variables are a mix of standard control variables, and variables
that required less work to construct. For example, the statistical analyses
conducted includes a dummy variable for gender, a continuous variable for age, a
five-point educational level variable, and a variable to distinguish between a
public or non-public employee. Each of these variables came from one 1996 ISSP
question and did not require any judgment calls to construct.
The remaining variable, a dummy variable for unemployment, did require
a decision. For the sake of this study, I considered individuals unemployed if they
did not receive a wage for their labor. Thus, I considered individuals “helping
family,” “unemployed,” a “student,” “retired,” a “housewife,” “permanently
disabled,” or “others not in labor force” unemployed and the others employed.
Thus, the unemployed are diverse, even in terms of potential income. However,
given that I included individual income as an independent variable, some income
differences of these groups remain (i.e., the state may provide a pension for a
retired individual).

State Level Variables

Because I am interested in the relationship between institutions and individuals,
I did not rely on the 1996 ISSP survey. I supplemented the 1996 ISSP data with
data from multiple sources to add in structural variables. I am adding five
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structural variables to the individual level variables. In an ideal situation, I would
prefer to add more than five structural variables.39 The seven countries limited
my options, so I could add no more than six structural variables due to the
degrees of freedom available. The five structural variables that I added to the
individual level data are the actual tax rate, GDP per capita, government
spending as a percent of GDP, ethnic fractionalization, and democratic regime
type. Each variable will be discussed in turn.
The three most important structural variables are the actual tax rate,
ethnic fractionalization, and the democratic regime type variable, as each is
included in an interaction effect with an individual level variable. The actual tax
rate is used in a three-way interaction, with education level and individual
income, to capture how individuals produce the anchor. Ethnic fractionalization,
a proxy for trust in others, is used in a three-way interaction, with trust in
government and political efficacy, to understand the role trust plays in adjusting
from the anchor. The democratic regime type variable is used in an interaction
with ideology and political efficacy to understand the role ideology plays in
adjustment.

States are complex institutions with multiple components that can influence individual tax
preference; thus, variables that focus on the individual elements of a state would be helpful.
However, given that there are only seven countries in the sample, only six institutional variables
could be included in the model.
39
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Actual Tax Rate

The actual tax rates for each country and reference group came from two sources,
the Coopers and Lybrand International Tax Summaries (Coopers and Lybrand
Global Tax Network, 1997), and the OECD’s The Tax/Benefit Position of
Employees (OECD, 1997). Both books contain the tax rate schedule for the seven
states involved in this study, and this allows me to estimate the actual tax rate
when social security contributions are considered. Given that the 1996 ISSP
offers the reference incomes without any additional commentary, I could not
calculate any other deductions (if available). Future studies may wish to find the
average tax paid by individuals at each reference to obtain a more accurate
estimate of the actual tax burden. Thus, the actual tax rate calculated should be
seen as an estimation, though a much more precise estimation than the
respondents are likely able to calculate on the spot.
The actual tax rates for each reference income in each country are
presented in Table 5.2 to give you a sense of how each of the country distributes
its tax burden across income levels. Each country has a progressive tax rate
structure though the degree of progressivity does change by country.
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Table 5.2: Reference Income Levels, Average Tax Preferences, and Actual Tax Rates of the
Sample
Std.
Actual Tax
Country
Reference Income Average Tax Preference
Dev
Rate

Australia

Hungary

Italy

Czech
Republic

Poland

New Zealand

Spain

25,000

14.07%

8.34%

18.09%

50,000

20.65%

8.55%

28.20%

100,000

26.54%

11.47%

35.60%

200,000

30.56%

16.40%

42.30%

20,000

2.84%

5.68%

22.71%

40,000

8.21%

7.56%

29.90%

80,000

16.86%

10.08%

36.91%

160,000

26.33%

13.91%

42.45%

26,500

7.44%

7.42%

18.35%

53,000

13.41%

10.44%

23.69%

106,000

18.96%

13.83%

29.51%

212,000

23.46%

19.57%

34.19%

60,000

10.63%

5.55%

6.53%

120,000

12.88%

6.36%

9.83%

240,000

16.38%

7.67%

14.38%

480,000

20.26%

10.20%

20.89%

10,000

8.06%

9.17%

18.82%

20,000

12.95%

9.96%

20.99%

40,000

16.84%

12.76%

29.17%

80,000

22.59%

16.74%

37.08%

20,000

12.56%

8.59%

20.25%

40,000

18.92%

7.54%

22.64%

80,000

23.76%

9.12%

28.44%

160,000

28.18%

11.19%

30.72%

1,500,000

3.32%

5.05%

8.48%

3,000,000

11.17%

8.09%

16.22%

6,000,000

17.98%

11.54%

22.54%

12,000,000

26.34%

15.89%

31.99%
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GDP Per Capita

Many organizations collect data on GDP per Capita including the OECD, the
World Bank, Eurostat, etc. This measure captures the level of economic
development within a country. I selected GDP per Capita, over GDP. to control
for the size of the population in each of the countries being studied. GDP per
Capita is a basic measure of development, but does demonstrate the difference
between the poorer Central and Eastern European countries and the richer
Southern Europe and Oceanic states. Figure 5.1a displays the GDP per Capita
differences in the countries used in this study.

Figure 5.1: 1996 GDP per Capita of OECD Countries
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Government Spending as a Percentage of GDP

Government spending as a percentage of GDP is collected by the OECD, and here
it is used as a measurement of the size and scope of government in a non-specific
way (OECD, 2015). Once again, it should be noted that the capacity of the state to
spend is constrained by the tax base of the state; thus, states with larger
governments need a larger tax burden. Figure 5.2 displays government spending
as a percentage of GDP for the states used in this study.

Figure 5.2: 1996 Government Spending as a Percentage of GDP
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Ethnic Fractionalization

The ethnic fractionalization measure developed by Alesina et al. captures the
ethnic diversity of a state by measuring the probability of randomly selecting two
individuals with different ethnic backgrounds within a state. Higher levels of
ethnic fractionalization mean higher levels ethnic diversity. Alesina et al found
that states with greater levels of ethnic diversity (i.e. fractionalization) generate
lower rates of economic growth and lower levels of government spending, in
particular, spending on the welfare state. The later finding holds up within the
United States by itself, and the results are reflected within Europe. Thus, one of
the reasons Sweden has a large and well developed welfare state is because it is
homogenous ethnic population. The underlying theory is that there is less trust in
diverse states with high ethnic diversity which makes individuals want to
cooperate less and thus spend less. Because the 1996 ISSP does not ask
respondents about how much they trust their fellow citizen, ethnic
fractionalization is used a proxy for trust in others. Figure 5.3 displays the levels
of ethnic fractionalization present in the sample of states being studied (Alesina,
et al., 2003).
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Figure 5.3: Ethnic Fractionalization of OECD Countries
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Regime Type

In the previous chapter I discussed how both the style of democratic regime, the
interest group structure, and the economic structure of the state should influence
public tax preferences. The underlying causal mechanism is that these three
structures determine how tax policy is made. For instance, some states foster
cooperation between multiple political polices while others create conflict.
Cooperative states create tax policies and structures that satisfies the basic
preferences of all political parties, while conflictual states create tax policy
favoring the party in power (Lijphart, 1999).
A similar pattern should exist among the interest group structure of the
state. States exist on a scale ranging from corporatist to pluralist. In the
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corporatist states, the government, business, and labor cooperate to create policy.
Each group makes side agreements to ensure that government policy fulfills the
broad public interest. In the context of tax policy, labor consents to lower wages
with the promise of new jobs, while the government creates an income tax system
that can fund a generous welfare state. In pluralist states the government is more
of an arena (this is not to say that the government is without its own interests)
where public interest groups, labor, and business groups all compete to shape
government policy. These systems generate tax breaks and tax incentives for
certain businesses and behaviors that manage to win over influential policy
makers.
The overall structure of the economy should exert an influence over tax
preferences. At the broadest level state economies can be classified as either
liberal market economies, where the market allocates goods and labor, fostering a
competitive environment in which businesses compete with one another, or as
social market economies, where businesses and labor, with the aid of
government, cooperate to ensure economic growth. Such systems develop
taxation systems that complement the functioning of the economy. For instance,
liberal market economies require minimal states to be effective, thus, the taxation
system does not raise much revenue to fund state activities. Moreover, the
taxation system should not serve to distort the market allocation of goods and
services. In social market economies, the state plays a much more active role and
requires much more revenue to function. The taxation system is a policy
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instrument that fosters cooperation between labor, business, and the
government.
These three institutional arrangements correlate with one another, and in
an ideal world where there are more degrees of freedom in the model, each of the
institutional arrangements would be included as independent variables.
However, this is not the case, as the sample contains seven countries limiting me
to six structural variables. Thus, to account for the institutional arrangement of
the state I created a factor variable that includes various measures of regime
structure.
The factor variable is composed of 14 variables that capture the different
aspects of democratic regimes. The factor variable is built on two different sets of
variables: variables that define elements of the electoral system and variables that
define the relationship between business, labor, and the government (i.e.,
corporatism).
The electoral systems variables include a measure of how votes are
transformed into legislative seats (Gallagher, 2014), the effective number of
electoral parties, the effective number of legislative parties, government
fractionalization (which measures the heterogeneity of the government),
legislative fractionalization (which measures the heterogeneity of the legislature),
the vote share of the largest governing party, the vote share of the second largest
governing party., the vote share of the leading opposition party, and Golder’s
electoral system classification (Golder, 2005). Together, these variables capture
the degree to which parties share or concentrate power.
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The variables that define the relationship between business, labor, and the
government come from Visser (2009). These variables include the level of
coordination in wage bargaining (i.e., are wages negotiated by individuals or
through peak organizations), a dummy variable that identifies states with formal
tri-lateral bargaining institutions, a variable that measures government
involvement in wage bargaining, a variable that measures the amount of business
and labor input in government policy, and a union density variable.
As I discussed, I built the data set from a sample of OECD countries. For
each country, I collected three years of data for each of the variables (1994, 1995,
and 1996). Then I used factor analysis to build the variable that describes the
style of democratic regime. I then conducted a simple correlation between
Lijphart’s score and my score to determine if my metric captured similar
elements. Figure 5.4 contains the correlation between mine and Lijphart’s

Individualistic to Cooperative Regime

measure.

Figure 5.4: Comparison of Liphart's Interst Group Pluralism and the
Individualistic to Cooperative Regime Index
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I believe that the factor describes the degree to which a state is
“individualistic” or “cooperative” in policy making. Individualistic regimes are
those in which policy and economic success is defined by conflict between
competing groups and individuals, and where policy and economic success favor
the powerful. On the other hand, cooperative regimes are those in which
individuals in society cooperate with one another to create public policy and
foster economic growth. Table 5.2 describes the correlation between this
“Individualistic-Cooperative” dimension and Lijphart’s measure of Interest
Group Pluralism. The measures are correlated, and the strong relationship
suggests that my “Individualistic-Cooperative” statistic captures relevant features
of a state. Figure 5.5 displays the “Individualistic-Cooperative” value for the
seven countries in the sample and other OECD states to provide context and
allow the reader to determine the validity of the measure.

Figure 5.5: Individiualistic to Cooperative Democratic Regime
Factor Variable
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Research Design

A discussion of the theory and the variables shows that there are three major
modeling challenges that need to be considered. Those challenges are as follows:
seven state level observations which limits the number of structural variables that
can be studied; missing individual income data from the Spanish sample; and
cross-level interactions amongst the variables. Below I will describe how I
approached each of these challenges in the model.
Arceneaux and Nickerson (2009) argue that when individuals are
clustered into groups, as is the case with this data where individuals are clustered
into countries, it is necessary to account for the clustering to measure standard
error. There are several tools that can be used to account for the clustering
including clustering the standard error, random effect models, hierarchical level
modeling, or aggregation of individuals into groups. All of these options are
effective at “account[ing] for the structure of the data” (8). I chose to use the
random effects model for the analyses presented in the next chapter. 40
As discussed, to keep Spain in the sample, I estimated individual income
for the Spanish respondents. I built a basic regression model, and then used
Stata’s multiple imputation command to run the model 50 times and combine the

My initial attempt at modeling individual tax preferences involved the use of a
Multilevel/Hierarchical Linear model (MLM/HLM). However, this statistical technique proved to
be ineffective at the model could not converge due to the limited sample of states (level-two
variables) and the large number of state level variables I included in the model. As a consequence,
I chose a different model to test my hypothesis. I explain the model choice in this section of the
chapter.
40
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results together. In part, I chose the random effects model because of its ability to
work well with Stata’s multiple imputation commands.
To understand how institutions shape behavior, I interacted several
individual level variables with (i.e., multiplied by) the structural level variables.
This would alter the slopes of the individual level effects based on the
institutional environment of the state in which individuals reside. In a sense, the
interactions make individual responses unique to each state. Since the
interactions involve continuous variables all the results will be graphed so that
the reader can understand how ethnic fractionalization, trust in government, and
political efficacy combine to produce tax preferences.
Once individuals generate an absolute tax preference, their response will
be used in the subsequent tax preference question. Thus, each previous response
to a tax preference question is carried into the next model, otherwise the models
remain the same. For example, when I analyze public tax preferences for
individuals who make two-times the wages of a full-time unskilled worker, the
individual’s response to the first question will be included as an independent
variable.

Conclusion

Despite some complexities, the model I am proposing is straightforward. When
individuals are asked for their tax preferences they will, first, estimate the actual
tax burden because that seems to be a sensible place to start since the current tax
164

system funds an acceptable status quo. The anchor is a function of the interaction
of three variables: the actual tax rate, the individual’s tax rate as defined by their
income, and their education level.
After considering the status quo, individuals will make a series of
adjustments to create their preference from the anchor. The three major
adjustments are additive. This means each adjustment either adds to or subtracts
form the anchor independent of the other effects. The three adjustments are selfinterest, trust, and ideology.
Self-interest is measured with two individual level variables, age and
income. Age mediates income because younger individuals are likely to believe
they will be rich in the future, and prefer not to penalize their future selves for
income gains. Older individuals are less likely to make economic gains, so the
linear effect of wealth is more important (i.e., poor people will want the rich to
pay more, and the rich will want the poor to pay more).
Individuals do not want to be suckers, and in the context of taxes, there
are two groups of people that can turn an otherwise honest individual into a
sucker, government officials or their peers. Thus, for an individual to feel
comfortable with their taxes, they need to trust their government, trust their
peers, and feel like government is responsive, both in terms of how the state
collects and spends public dollars. Trust in government, as discussed, is
measured at the individual level through a factor variable, so too is efficacy. Trust
in others is captured by ethnic fractionalization under the assumption that trust
in others increases as ethnic homogeneity increases.
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Ideology should also affect the adjustments individuals make to the status
quo. Because the 1996 ISSP did not ask all respondents for their partisan
identification or last vote, I relied on a factor variable concerning the individual’s
preference for the role of government in the economy. I also included the
democratic regime variable as some regimes are likely to foster more liberal or
conservative populations, and efficacy since the feeling of responsiveness may
alter how ideology is transformed into a tax preference.

166

CHAPTER 6: THE ORIGINS OF TAX PREFERENCES

In Chapters 2 and 3 I argued that public tax preferences do not drive tax policy.
Rather, it is the exogenous shocks of war and economic catastrophe that drive
state income tax rates. The political exchange between the rich, who paid for the
war, and the lower classes, who fought the war, created the income tax. In the
absence of participation in the WWII, states did not introduce progressive tax
rates.
In the case studies I presented, there is ample evidence to suggest that
public opinion played a minor role in shaping the income tax. New Zealand
introduced the income tax to pay off its Maori war debt, and then made the tax
more progressive during WWI and WWII. Australia, a state with a similar history
to New Zealand, adopted its income tax to pay for WWI and WWII. The Czech
Republic, Hungary, and Poland all introduced progressive taxation in the mid1990s under EU pressure. Italy and Spain, acting under similar pressure to the
Eastern European countries, also introduced the progressive income tax to ease
their path to European integration.
Because policy leads opinion, it is necessary to develop and test a theory
concerning the origins of public income tax preferences. In this chapter. I will
introduce the statistical model, and the associated analysis, in six parts. Part one
of this chapter provides a table containing the four regressions models used to
test the theory of anchoring and adjustment. In discussing the model, I will
describe both the structure of the model, and present evidence of individuals
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acting as cognitive misers, as they answer each of the four absolute tax preference
questions.
In the second part of this chapter, I will discuss the evidence for
anchoring. The anchoring phenomenon provides the baseline of the individual’s
tax preferences; thus, showing evidence for anchoring is vital for establishing
evidence for the theory I presented. In this section, I will also discuss how
anchoring is not, in and of itself, a preference, but rather an individual’s
estimation of the actual tax rate from which individuals make adjustments. At
last, I will discuss how individuals rely on their previous absolute tax preference
as an anchoring point, rather than trying to estimate the anchoring point from
the evidence they can recall from memory.
In each of the next three parts of this chapter, I will discuss three of the
adjustments individuals will make to their anchoring point. In part three, I will
discuss how ideology and the regime structure of the state interact to influence
the adjustments individuals make to their anchors. In part four, I will discuss
how both trust in government and trust in others dictates the adjustments
individuals make to their anchors. In the final part of this chapter, I will discuss
evidence for the effects of self-interest on public tax preferences. This last chapter
is important for it will discuss a major counter argument for the origins of public
preferences.
In the conclusion, I will summarize my findings and draw out the
implications and limitations of my research. I will argue that that the theory of
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anchoring and adjustment is a useful paradigm to understand cross national
differences and similarities in public political preferences.

Model Overview

To test my theory of the origins of absolute tax preferences, I conducted
four ordinary least squares (OLS) regression models, one for each of the
reference income levels (i.e., one-times, two-times, four-times, and eight-times
the wages of a full-time unskilled worker). The models share the same basic
construction, as the same independent variables and interactions are present in
each. The major differences in the models are two-fold. First, the actual tax rate
changes based on the reference income. Second, after the first model, each model
has the individual’s previous tax preference responses, as one of the key
hypotheses is that individuals will anchor their tax preference on their previous
response. The models are presented in Table 6.1 below.
The theory I tested is arranged around four sets of variables. The first set
of variables captures the anchoring phenomenon: The actual tax rate, the
previous tax preference responses (if any), the individual’s income, and their
education level. There are the interaction effect variables that consist of
education, income, and the actual tax rate. With these variables I intend to
determine how the information about the actual tax rate influences the
construction of an anchoring point upon which to build their absolute tax
preferences for each of the reference incomes.
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Table 6.1
Regression Results to Predict Absolute Tax Preferences (Standard Errors in Parentheses)

Constant

Absolute Tax Preference
1x Wage
Absolute Tax Preference
2x Wage
Absolute Tax Preference
4x Wage

Model 1: Tax
Preference for
those making the
wages of a fulltime unskilled
worker

Model 2: Tax
Preference for
those making twotimes the wages of
a full-time
unskilled worker

Model 3: Tax
Preference for
those making fourtimes the wages of
a full-time
unskilled worker

Model 4: Tax
Preference for those
making eight-times
the wages of a fulltime unskilled worker

0.2048***

0.0451

-0.1156**

-0.1593**

(0.0270)

(0.0258)

(0.0384)

(0.0479)

---

0.8220***

-0.1473***

-0.1245***

(0.0760)

(0.0246)

(0.0301)

---

1.0060***

-0.0564

(0.0695)

(0.0323)

---

0.9604***

---

---

---

(0.0682)
Actual Tax Rate 1x Wage

0.2290*

---

---

---

0.0953

---

---

0.2112*

---

(0.1133)
Actual Tax Rate 2x
Wage

---

(0.0985)
Actual Tax Rate 4x
Wage

---

---

(0.0911)
Actual Tax Rate 8x
Wage

---

---

---

0.4737***
(0.0682)

Corporatism

GDP per Capita

Government Spending
as Percentage of GDP
Ethnic Fractionalization

Individual Ideology

Trust in Government

Interest in Politics

0.0098

-0.0077

-0.0088

0.0173*

(.0069)

(0.0123)

(0.0122)

(0.0086)

8.32e-7

1.35e-6*

6.16e-7

7.72e-8

(5.09e-7)

(6.39e-7)

(7.41e-7)

(6.90e-7)

-0.0033***

-0.0005

0.0016**

0.0004

(0.0005)

(0.0007)

(0.0005)

(0.0005)

-0.0788**

0.0339

0.0564

0.2290***

(0.0264)

(0.0488)

(0.0537)

(0.0368)

-0.0132***

-0.0007

0.0042

0.0072*

(0.0020)

(0.0021)

(0.0023)

(0.0028)

-0.0002

-0.0012

0.0064

-0.0092

(0.0036)

(0.0035)

(0.0040)

(0.0049)

0.0044**

0.0042*

0.0032

0.0021

(0.0017)
(0.0017)
(0.0020)
Note: Significance Levels: *** p < .001; ** p < .01; * p < .05 (two-tailed tests).
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(0.0024)

Table 6.1 Continued
Regression Results to Predict Absolute Tax Preferences (Standard Errors in Parentheses)
Model 1: Tax
Model 2: Tax
Model 3: Tax
Preference for
Preference for
Preference for
Model 4: Tax
those making the
those making twothose making fourPreference for those
wages of a fulltimes the wages of
times the wages of
making eight-times
time unskilled
a full-time
a full-time
the wages of a fullworker
unskilled worker
unskilled worker
time unskilled worker
Political Efficacy
0.0181***
0.0030
-0.0084
0.0032
(0.0045)
(0.0045)
(0.0051)
(0.0062)
Preference for
Government Spending
-0.0010
-0.0024
-0.0035
-0.0074**
(0.0018)
(0.0018)
(0.0020)
(0.0024)
Individual Income
2.64e-6*
5.12e-7
-3.52e-7
-1.44e-6
(1.31e-6)
(6.91e-7)
(8.97e-7)
(1.09e-6)
Gender
-0.0075**
-0.0034
-0.0083**
0.0003
(0.0025)
(0.0025)
(0.0029)
(0.0035)
Age
0.0001
4.26e-5
0.0005***
0.0004*
(0.0001)
(0.0001)
(0.0001)
(0.0002)
Education
0.0180***
0.0034*
0.0055*
-0.0050
(0.0037)
(0.0017)
(0.0024)
(0.0033)
Public Employee
Dummy Variable
0.0059
-0.0046
0.0010
0.0069
Unemployed Dummy
Variable
Ethnic Fractionalization
* Trust * Efficacy
Ethnic Fractionalization
* Trust
Ethnic Fractionalization
* Efficacy
Trust * Efficacy
Individual Income * Age
Corporatism * Ideology
* Efficacy
Corporatism * Ideology
Corporatism * Efficacy
Ideology * Efficacy
Income * Education *
Actual Tax Rate
Income * Education
Income * Acutal Tax
Rate
Education * Actual Tax
Rate

(0.0053)

(0.0053)

(0.0060)

(0.0074)

-0.0172***
(0.0032)

-0.0028
(0.0034)

-0.0010
(0.0038)

-0.0095*
(0.0047)

-0.0325
(0.0176)

-0.0137
(0.0178)

0.0483*
(0.0204)

-0.0150
(0.0248)

0.0267*
(0.0126)

0.0102
(0.0127)

-0.0132
(0.0145)

0.0188
(0.0177)

-0.0697***
(0.0162)
0.0074
(0.0047)
-2.2e-8***
(7.15e-9)

-0.0302
(0.0163)
0.0056
(0.0047)
1.60e-8
(7.46e-9)

0.0082
(0.0186)
-0.0046
(0.0053)
-3.79e-9
(8.16e-9)

-0.0182
(0.0226)
0.0110
(0.0065)
1.16e-9
(9.97e-9)

-0.0080*
(0.0033)
0.0031
(0.0022)
1.56e-5
(0.0034)
-0.0061*
(0.0028)

-0.0025
(0.0033)
-0.0084
(0.0022)
-0.0026
(0.0034)
-0.0027
(0.0028)

-0.0046
(0.0038)
-0.0051*
(0.0038)
-0.0049
(0.0039)
-0.0028
(0.0032)

-0.0033
(0.0046)
-0.0018
(0.0031)
0.0055
(0.0047)
-0.0011
(0.0038)

4.8e-6**
(1.49e-6)
-7.84e-7**
(2.61e-7)

6.64e-7
(6.38e-7)
2.47e-8
(1.02e-7)

-8.64e-8
(6.68e-7)
-4.70e-8
(1.44e-7)

7.55e-7
(6.85e-7)
2.01e-7
(1.81e-7)

-8.99e-6
(7.33e-6)

-5.57e-6
(3.80e-6)

4.00e-6
(3.88e-6)

5.23e-6
(3.81e-6)

-0.0891***
(0.0270)

-0.0198
(0.0149)

-0.0119
0.0144

0.0260
(.0144)

Note: Significance Levels: *** p < .001; ** p < .01; * p < .05 (two-tailed tests).
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The second set of variables: regime type, ideology, and political efficacy,
consist of the three measures I use to study how ideology influences individual
adjustments made to the anchoring point. The regime type variable examines
how individualistic or cooperative a regime is. Ideology measures how much
government involvement individuals want in the economy. Political efficacy
captures the individual’s sense of government responsiveness to public opinion. I
interacted these three variables, since the effects of individual ideology on tax
preferences will be conditioned by the type of regime in which the individual
lives.
Ethnic fractionalization, trust in government, and political efficacy make
up my measures of trust. In democratic societies, trust in the government and
trust in others play a crucial role in how individuals perceive the state, and how
much they will cooperate, both with their peers, and with the government. As
taxes are quasi-voluntary, it makes a degree of sense that higher levels of trust,
both in the government and in one’s peers (after all, individuals do not want to
pay more for free-riders), will determine how much individuals attempt to cheat
the state and what they would prefer to pay. Moreover, I expect the types of trust
and the perceived responsiveness of the government to also influence what
people want their taxation system to look like.
Self-interest is measured by individual income and age. Classical
economics assumes income tax preferences are self-interested. In practical terms,
this means that individuals should shift the tax burden away from themselves
(and, by consequence, people like themselves), and onto others. Thus, these two
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variables should allow me to determine if rich people prefer flatter taxes, and
poor people prefer more progressive taxation.
Before I proceed into a discussion on anchoring and the three adjustments
I believe individuals make when constructing their tax preferences, I want to
examine all four models together. Overall, the structure of each of the models
suggests that most of the significant intellectual activity individuals engage in
occurs when they encounter the first tax preference question. This is signified by
the number of statistically significant effects that exist within the first model, and
the fact that the subsequent models are based on the individual’s previous
preference response. If we accept individuals as cognitive misers, this finding
makes sense. When individuals are first asked for their absolute tax preference, it
is a novel situation which requires substantial cognitive work to answer in a
reasonable way. My theory argues that the individual has to think about the
status quo, and then make adjustments to their perceptions of the actual tax rate
to construct their preferences.
Once the individual encounters the second, third, and fourth tax
preference questions, the questions are no longer new, and the individual, in an
effort to reduce their cognitive work load, will use cognitive heuristics, in
particular, their most recent response, to construct their tax preference. After all,
why redo all that intellectual work over and over again when you can just lean on
your previous work? When individuals encounter the final question asking them
about their tax preference for those earning eight-times the wages of a full-time
unskilled worker, individuals spend a bit more time on this question, perhaps
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because these high-income earners are quite atypical, and a tax preference takes
a bit more time and effort to construct.
Overall, the structure of the results of these four regression models
provides some evidence in support of my overarching hypothesis that individuals
are engaging in anchoring and adjustment in constructing their tax preferences,
as demonstrated by their hard work in constructing their initial absolute tax
preferences, and their relative reliance on heuristics to construct each of their
subsequent tax preferences.

Anchoring

I make two key assumptions about individuals. First, when asked a question on a
survey they want to give a reasonable response. Second, individuals are cognitive
misers because they do not want to expend unnecessary cognitive resources in
answering survey questions. Together, these two assumptions mean that
individuals will take whatever reasonable cognitive shortcuts they can to provide
a satisfactory answer to researchers. These two assumptions make it more likely
that individuals will rely on the anchoring and adjustment heuristic when
answering survey questions.
An anchor is a starting point that may be provided by the researcher in the
course of a survey (and these anchors can range from the absurd/tangential to
the relevant), or an individual can create an anchor from information they stored
in their minds. As the 1996 ISSP question did not provide individuals with an
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anchoring point from which to make adjustments, individuals determined the
anchoring point themselves. Because individuals want to give a sensible answer
to this question, the best starting place is the status quo because the state is able
to deliver the public some level of goods and services regardless of the perceived
quality or the degree of governmental responsiveness to public opinion. This
leads to my first hypothesis:

H1: When individuals encounter the first absolute tax preference question,
they will rely on the status quo as defined by the actual income tax rate
and the individual’s own income tax rate as an anchoring point on which
to build their tax preference.

The testable consequence of this hypothesis is that, the higher the actual tax rate
and the higher the individual’s income tax rate, the higher their absolute tax
preference will be on the first tax preference question they encounter (i.e. the
income tax preference for individuals earning the wages of a full-time unskilled
worker). If individuals failed to anchor on the status quo, then I would expect to
see no relationship between the status quo and public tax preferences. On the
other hand, if the actual income tax rate is product of public opinion, we would
also expect a positive relationship between tax preferences and the actual tax
rate. It is not possible to test this relationship with this cross-sectional data set,
and all that I can do is point you towards the arguments in chapters 2 and 3 of
this dissertation.
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Individuals are not equal when utilizing information from the status quo
(i.e. the actual income tax rate), or from their own income tax experience; thus,
what individuals know about the income tax system of their state will vary. To
capture this variance in knowledge, I added education level as a moderating
variable in the model, expecting that individuals with the most education will be
most responsive to difference in the actual income tax rate. This leads, then, to
the question, does the 1996 ISSP survey indicate that individuals are anchoring?
Figure 6.1 below provides an answer to that question.
Figure 6.1 displays the estimated income tax preferences of individuals
based on the actual tax rate, and the income and education level of the individual.
As expected, the effects of the actual income tax rate on tax preferences for
individuals earning the wages of a full-time unskilled worker are dependent upon
the education level of the respondent. Those individuals with the lowest levels of
education show no variance in tax preferences regardless of the actual tax rate of
their country (they prefer around a 7% tax rate regardless of the actual tax rate of
the state in which they live). Those at the high end of the education spectrum do
show a considerable degree of responsiveness to the actual tax structure of the
state.
The income tax preferences of those with a high income and a high level of
education most resemble my hypothesis concerning anchoring in that higher
actual income tax rates lead to higher tax preferences. On the other hand,
individuals with high education and either moderate or low incomes, display a
negative relationship between actual tax rates and income tax preferences on
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those earning the wages of a full-time unskilled worker. How can this be
explained?

Figure 6.1: Public Tax Preferences for Those Earning the Wages of a Full
Time Unskilled Woker by Actual Tax Rate, Income Level, and Education
Level
11.00%
10.00%
9.00%
8.00%
7.00%
6.00%
5.00%
Low Actual Tax Rate

Moderate Actual Tax Rate

High Actual Tax Rate
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INC LOW/EDU HGH

INC MOD/EDU LOW

INC MOD/EDU MOD
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INC HGH/EDU LOW

INC HGH/EDU MOD
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Individuals with higher levels of education and lower incomes are more
likely to know the true cost, and importance, of government goods and services.
Thus, states with a low tax rate on low income individuals are states that are most
likely to be individualistic (i.e. states where individuals rely on themselves for
their economic outcomes), and these educated individuals with incomes ranging
from low to moderate may prefer higher taxes to pay for a broader range of
government goods and services. On the other hand, states with higher taxes on
low income individuals tend to be communal (i.e. more equal and provide more
state support to facilitate individual economic development); thus, individuals
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with a moderate to low incomes seek out some degree of tax relief in those states.
Whatever may be the case, individuals with high levels of education do appear to
be responding to the actual tax rate of the state when creating their absolute
income tax preference for those earning the wages of a full-time unskilled worker.
The 1996 ISSP asks individuals about their absolute tax preferences across
four different reference incomes, not just one. This is a cognitively taxing
exercise, and one way for individuals to lessen the cognitive burden is to rely on
their previous income tax preference response answer as an anchor for their
current income tax preference. This leads me to my second hypothesis:

H2: After the first absolute income tax preference questions, individuals
will use their most recent tax preference response to anchor their current
tax preference response.

By using the previous response, individuals are reusing their previous cognitive
labor to cut down on additional work that must be done to construct their
subsequent preferences. If this hypothesis is correct, what should be seen is a
strong positive relationship between the previous tax response and the current
tax response. Figures 6.2 through 6.4 display the results of the regression
analyses highlighting the effects of previous responses on current responses.
Figure 6.2 below displays the predicted relationship between tax
preferences for those who earn the wages of a full-time unskilled worker and
those earning two-times the wages of a full-time unskilled worker. The
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relationship is very strong, and runs in the positive direction. The evidence
indicates that individuals rely on their tax preference on those earning the wages
of a full-time worker to construct their preference for those earning two-times
that wage (a change of around 20% from individuals who prefer a low tax rate to
those with a higher tax preference on those earning the wages of a full-time
unskilled worker).

Figure 6.2: Public Tax Preferences for Those Earning Two-Times the Wages
of a Full Time Unskilled Woker by Previous Tax Preference Response
40.00%
35.00%
30.00%
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20.00%
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10.00%
5.00%
0.00%

Low Full Time Wage Tax
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Moderate Full Time Wage Tax
Preference

High Full Time Wage Tax
Preference

The effects of anchoring on the previous response is not limited to the
second absolute tax preference question, rather individuals anchor their current
tax response on their most recent tax preference response as can be seen in
Figures 6.3 and 6.4 below.
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Figure 6.3: Public Tax Preferences for Those Earning Four-Times the Wages
of a Full Time Unskilled Woker by Previous Tax Preference Response
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In each of these figures, the incumbent’s most recent tax preference
response informs the individual’s current tax preference response, as higher
previous responses breed higher current responses. This is strong evidence that
individuals, being cognitive misers, are using their previous response as a short
cut to handle these four novel questions. This also shows a strong recentcy bias,
as individuals rely on their most recent response rather than the early ones;
however, it must be noted that the foundation is the first response. Moreover,
this shows that individuals are not treating each tax response question as
independent of one another, rather they are being treated as a set. This has the
effect of making the first response the most important, an effect that survey
builders need to be aware of when constructing preference surveys.
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Figure 6.4: Public Tax Preferences for Those Earning Eight-Times the Wages
of a Full Time Unskilled Woker by Previous Tax Preference Response
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In my theory of anchoring and adjustment, I argued that once individuals
made their initial tax preference response they would rely on that response (and
all subsequent ones) to construct their current actual tax preference. The
regression model revealed this not to be the case, rather, individuals brought in
information from the status quo regardless of their actual income or their
education level. The effect of the previous response on current response is very
strong, but it appears that individuals are blending additional information about
the status quo into their preference, with the strongest effect occurring when
individuals consider the tax preferences for those making eight-times the wages
of a full-time unskilled worker. The effect of education is smaller because the tax
rates of high income earners is more publicized; however, an additional study
examining what individuals know about taxes and how tax information is
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reported by the media would be necessary, and each of these is outside of the
scope of this present study (moreover, to my knowledge, there are no existent
surveys that examine tax knowledge in comparative fashion). The effects of the
actual tax rate on tax preferences for those earning eight-times the wages of a
full-time unskilled worker is presented in Figure 6.5.

Figure 6.5: Public Tax Preferences for Those Earning Eight-Times the Wages
of a Full Time Unskilled Woker by Actual Tax Rate, Income Level, and
Education Level
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The effect of the actual tax rate on these high income earners on public tax
preferences is positive as my theory predicts. The anchoring phenomenon is more
complex than individuals relying on the most salient number (which is likely
their most recent response), at least in cases where individuals construct their
anchor without any assistance (be it reliable or otherwise) from the interviewer.
Further research should examine what individuals know about the actual tax rate
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of the state and then ask individuals about their preferred tax rates so as to
explore how individuals construct anchoring points.

Adjusting the Anchor

The anchor may be the starting point of an individual’s attempt to create a
tax preference, but it is not a preference in and of itself, rather it is an estimation
of the status quo. The tax preference is the product of the various adjustments
that individuals make to the anchor. In this section, I will describe three primary
adjustments that individuals make in the course of constructing their tax
preference: ideology, trust, and self-interest.
In each section, I will begin by outlining the effects of each of the
adjustments and then lay out the hypothesis I intend to test. Following the
hypothesis, I will then explore the evidence from the four regression models that
I presented at the start of this chapter.

Ideology

Ideology plays a role in determining what information individuals consume, how
individuals evaluate that data, and how they organize that information. Due to
the comprehensive nature of ideology, we should expect it to play a significant
role in how individuals make adjustments to the anchoring point when creating
their preferences. The effects of ideology on absolute tax preferences should also
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be systematic because ideology is structured by the democratic political
community, in particular, by elites with strong ideological commitments and the
ability to communicate with the public.
In the context of taxes, the effects of ideology should be simple, individuals
who want a government that is more active in managing the economy, i.e.,
individuals who are liberal, will prefer a more progressive taxation regime than
individuals who want economic forces to govern the economy. The reason for this
lies in perceptions of fairness and incentives. Conservatives, in general, believe
the tax system should not punish people for being successful, and successful
individuals deserve the fruits of the labor. Thus, they should want lower and
flatter taxes, as progressive taxation creates a disincentive to work as tax rates
increase as income does. On the other hand, liberals believe economic success is
more a function of luck and one’s place in the economic system. Those who are at
the bottom of the economic ladder need to be compensated, and this
compensation will bring with it some equality in terms of economic outcomes.
This leads to the following hypothesis:

H3: Liberal individuals (i.e., those who prefer active government
intervention in the economy) will prefer progressive taxation rates, which
means lower rates, than conservatives, for those who are in the lower two
income groups (i.e. those earning one-times and two-times the wages of a
full-time unskilled worker), and higher taxation rates on those who are in
the upper two income groups (i.e., those earning four-times and eight184

times the wages of a full-time unskilled worker). Conservatives, by
contrast, will prefer flatter taxes. This will manifest itself as higher tax
rates on those in the bottom two income reference categories, and lower
taxes on those in the higher two income reference groups.

However, ideology does not operate in a vacuum. Rather, individuals and
their ideologies operate in regimes with specific institutional arrangements.
Liberals and conservatives in Hungary differ in their income tax preferences (and
make different adjustments) from liberals and conservatives in New Zealand.
Ideology creates divergent outcomes because different regimes deliver differing
levels of goods and services to the public, including the level of economic
redistribution. Consider the individualistic state. These states are interested in
fostering equality in opportunity by creating a space, where the markets allocate
goods and services, because an open environment allows individuals and
business to innovate (and creates incentives to do so) by allowing individuals to
reap the profit of those innovations. Cooperative states, on the other hand,
concern themselves with outcome equality. This means protecting individuals
from market forces, as much as is feasible, through the use of sector level
unionization and wage bargaining, and government income redistribution
programs. The programs and the taxation systems will differ in these countries;
thus, we should expect different preferences from liberals and conservatives. To
this end, I added the institutional arrangement of the state to the model as an
interaction effect.
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in which they live (of the 27 groups I present, conservatives prefer the flattest
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% Change in Tax Rate between those Making Eight-Time the Wages of a Full-Time
Unskilled Worker and Those Making the Wages of a Full-Time Unskilled Worker

Figure 6.6 below displays the preferred level of tax progressivity of the

survey respondents. The preference for tax progressivity is measured by

calculating the percentage of difference between an individual’s estimated tax

preference for those earning the wages of a full-time unskilled worker and those

earning eight-times the wages of a full-time unskilled worker.

Figure 6.6: Public Preference for Tax Progressivity (% Difference between
the Highest and Lowest Income Levels) by Corporatrism (CORP), Ideology
(IDEO), and Efficacy (EFF)
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Overall, conservatives prefer the flattest tax rates regardless of the regime

taxes). Liberals prefer much more progressive income taxes, in particular, those
liberals who live in states with individualistic institutions (i.e., low levels of
unionization, small welfare states, etc.). Ideology functions as expected; liberals
adjust the tax rate down for those earning one-times and two-times the wages of
a full-time unskilled worker, and adjust upward for those earning four-times and
eight-times the wages of a full-time unskilled worker. Conservatives, on the other
hand, are behaving in the opposite way, revising the anchor point upward for low
income individuals and downward for those with higher incomes.
An examination of the factors influencing tax preferences for those earning
one-times and eight-times the wages of a full-time unskilled worker provides
additional context concerning absolute tax preferences. Figure 6.7 displays the
absolute tax preferences for those earning the wages of a full-time unskilled
worker by ideology, efficacy, and regime type. The results are broadly consistent
with my hypothesis because conservatives prefer higher taxes on this low income
group than liberals, all else being equal. Thus, a conservative with a moderate
level of political efficacy, living in a state with moderate political institutions,
(neither individualistic nor cooperative) prefer an income tax rate of 8.82%,
whereas a similar liberal had a preference of 6.63% on those earning the wages of
a full-time unskilled worker.
The regression model lets me take this analysis further because of the
moderating effect of political institutions on absolute tax preferences. Ideology,
for instance, has the largest effects among those living in individualistic states,
and the effect is pronounced among liberals living in individualistic states. Thus,
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conservatives, with a moderate level of political efficacy, prefer an income tax rate
of 8.35%, versus a 5.78% tax preference among those who are liberal, a
considerable difference of 2.57%, especially when compared to liberals and
conservatives living in more cooperative states where the difference is 1.82%.
Thus, political and economic regimes modify public income tax preferences, with
an emphasis on the preferences of liberal individuals.

Figure 6.7: Estimated Absolute Tax Preferences for those Earning the Wages
of a Full-Time Unskilled Worker by Ideology, Efficacy, and Regime Type
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Why would liberals show more sensitivity to regime type than
conservatives? The answer lies with the method of redistribution in these states.
Cooperative regimes, as Steinmo (1993) has shown, use flatter taxation rates, but
offer much higher levels of government goods and services to benefit the lower
and middle classes: These welfare states foster outcome equality. Individualistic
states feature minimalistic welfare states that limit services to those who need
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them the most. The goal of the minimal welfare state is not to produce economic
equality, rather it is meant to protect individual incentives to be innovative. Thus,
the only way to ensure some degree of income redistribution is through the use of
the taxation system pushing liberals in individualistic states to support
progressive income tax systems.
Efficacy has similar strong effects in differentiating the tax preferences of
liberals and conservatives. In particular, the difference in tax preferences
between high efficacy liberals and high efficacy conservatives is the starkest. For
example, a high efficacy conservative prefers a tax rate of 8.79% in a moderate
state (neither individualistic nor cooperative), while a similar liberal prefers a
rate of 6.29% for a difference of 2.50%. Compare this with the 1.88% difference
between a low efficacy conservative (8.85%) and the low efficacy liberal (6.97%).
Difference is beliefs about government responsiveness produce large differences
within the public about how the state ought to redistribute income.
Figure 6.8 presents the estimated absolute tax preferences for those
earning eight-times the wages of a full-times unskilled worker by ideology,
efficacy, and regime type. The figure is close to being the opposite of Figure 6.7
because of the strong positive relationship between ideology and preferred tax
rate. The effect can be seen comparing a conservative of moderate efficacy living
in a moderate regime and a similar liberal individual. The conservative under
these circumstances would prefer a tax rate of 25.33% while the liberal a rate of
26.56% leading to a moderate difference of 1.23%. This model confirms my
hypothesis about how ideology would influence individual anchoring because
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when it comes to the well-off, conservatives prefer a lower tax rate (making a
smaller adjustment) than liberals. When these results are combined with those
presented in Figure 6.7, we can see conservatives prefer progressive taxation, but
with a lower degree of progressivity than liberals, in particular, liberals living in
individualistic states. This is because liberals in more cooperative regimes want
low income individuals to pay a higher rate to pay for more extensive state goods
and services.

Figure 6.8: Estimated Absolute Tax Preferences for those Earning EightTimes the Wages of a Full-Time Unskilled Worker by Ideology, Efficacy, and
Regime Type
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Ideology plays a strong role in how individuals shape their tax preferences.
Individuals appear to begin with the actual tax rate (and/or their previous
response depending upon the question), and make different types of adjustments
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depending upon ideological beliefs. Conservatives adjust from the status quo in
such a way as to flatten out the level of tax progressivity, and liberals in
individualistic states make adjustments to foster a more progressive taxation
system. The institutional structure of the regime effects the tax preferences of
liberals the most while structures leave conservative preferences unmoved. In
part, this is a reflection of how the state fosters equality. Cooperative regimes
foster equality through government programs, thereby making progressive
taxation is unnecessary. Individualistic regimes create equality through the
taxation system. Conservative ideology is not concerned with unequal outcomes
as long as the starting point is equal; thus there is less of a need for a progressive
income tax regardless of the regime.

Trust

Individuals do not want to be suckers, if they feel like the government is being
non-responsive to public spending preferences, or if they feel like their peers are
free riding, individuals are likely to make different types of adjustments to the
status quo than those who feel like the government and their peers can be
trusted. In this section I will discuss the effects of trust on how individuals make
adjustments to their anchors.
As I discussed in chapter 2 of this dissertation, individuals want a
responsive government which spends according to public preferences. If
individuals can trust the government to spend tax dollars with efficiency and
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according to public demands, then we should expect higher tax preferences
amongst those individuals because they are more comfortable paying their tax
obligations knowing the government will not cheat them out of their money. This
leads to the following hypothesis:

H4: As trust in government increases, so will tax preferences for those
earning one-times, two-times, four-times, and eight-times the wages of a
full-time unskilled worker. Thus, the effects of trust should be small on the
degree of tax progressivity.

My argument here is simple, when individuals trust the government, they are
more willing to pay for its goods and services because they know they will get a
fair return on their investment. There should be no consequences on public
preferences for tax progressivity.
The government is not the only force turning tax payers into suckers. The
tax payer must also be concerned with his peers. As I discussed in chapter 4,
individuals rationally free-ride, i.e., avoid their taxes while reaping the benefits of
government goods and services. Free-riders turn honest tax payers into suckers,
and if individuals feel like suckers, they will make adjustments to the anchoring
point so as to reflect their desire to minimize exploitation. Thus, the main effect
of trust would be to raise or lower overall tax preferences without affecting the
degree of progressivity.
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H5: As trust in others, as measured by the level of ethnic homogeneity,
increases so too will absolute tax preferences on those earning one-times,
two-times, four-times, and eight-times the wages of a full-time unskilled
worker. Trust in others will not influence preferences for tax progressivity.

I use the level of ethnic fractionalization within a state as a proxy for trust
because the 1996 ISSP did not ask individuals any questions about how much
they trust their peers. Ethnic fractionalization is not a perfect proxy for trust;
however, following the literature, there is ample evidence suggesting
heterogeneous societies correlates with lower levels of trust.
When modeling the effects of these two types of trust, I interacted them
with each other, and with the individual’s sense of efficacy. This creates a far
more complex model of trust, as I would expect individuals to make very different
types of adjustments depending upon who they trust, and how responsive they
expect the government to be to their demands. Thus, we can imagine individuals
who trust government, and feel the government is responsive to public opinion
but do not trust their peers, to make different adjustments than individuals who
trust their peers but not the government.
In my discussion of the effects of ideology on public tax preferences, I
provided a bar graph showing the preferred level of tax progressivity by analysis
group (i.e., ideology, regime structure, and efficacy). To start this discussion, I
will do the same in Figure 6.9, but this time with my three trust variables:
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% Change in Tax Rate between those Making Eight-Time the Wages of a Full-Time Unskilled Worker and Those
Making the Wages of a Full-Time Unskilled Worker
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political efficacy, trust in government, and trust in others as measured by the

degree of ethnic fractionalization.

Figure 6.9: Public Preference for Tax Progressivity (% Difference between
the Highest and Lowest Income Levels) by Ethnic Fractionalization (ETHF),
Trust in Government (TRU), and Political Efficacy (EFF)
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If hypotheses 4 and 5 are correct, the slopes of each of these groups would
be very similar; however, this graph shows the level of trust has a substantial
influence over the individual’s preferred level of tax progressivity. States with the
lowest levels of ethnic fractionalization, and by implication, the highest levels of
social trust, prefer the flattest tax system. States with the highest levels of ethnic
fractionalization, and thus low trust in others, prefer redistributive progressive
taxation systems. Where trust in government is high the tax preferences are flat,
whereas where trust in government is low, tax preferences are much more
progressive.
Thus, the higher the level of trust, both in the government and in their
peers, the flatter the tax preference. Progressive taxation is a product of distrust,
both in government and in each other. Individuals seem to prefer flat, or, at best,
slightly progressive taxation all else being equal (i.e. when individuals trust one
another and the government, they want all people to pay the same share of their
income to the government in the form of taxation). Mistrust in others, with a
focus on the rich and powerful, and the government causes progressive taxation
systems, as can be seen in Figure 6.10, which shows the relationship between
public tax preferences for those earning eight-times the wages of a full-time
unskilled worker and the trust variables.
In this figure we can see a clear positive relationship between the level of
ethnic fractionalization (i.e. my proxy variable for trust in others) and absolute
tax preferences. As the level of ethnic diversity increases in a state, absolute tax
preferences on high income earners increases. For example, holding all else to be
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equal, individuals with a moderate level of political efficacy and trust in
government, living in a homogenous society, prefer a tax rate of 22.44% on those
earning eight-times the wages of a full-time unskilled worker, while similar
individuals, living in a heterogeneous society, would prefer a tax rate of 29.45%, a
difference of 7.01%. In places where there is low trust in others, people think high
income earners shirk their income tax obligations through either legal or illegal
means (i.e. hiding money over-seas, exploiting tax laws, lobbying government,
underreporting income), so to make them pay their fair share, individuals want
higher tax rates on high income earners so as to compensate for the hidden
income.

Figure 6.10: Public Tax Preferences for Those Earning Eight-Times the
Wages of a Full Time Unskilled Worker by Ethnic Fractionalization, Trust
(TRU), and Political Efficacy (EFF)
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Thus, individuals, by default, prefer a flat income tax system because such
systems seem to maximize fairness. Deviation from flat taxes indicates not only
state policy decisions but also a break down in trust, either in the government or
within the public. A hypothetical example will be illustrative. Imagine a society
where individuals want all people, regardless of their income, to pay 15% of their
income to the state for the purposes of taxation. A person earning $20,000 a year
would pay $3,000, a person earning $60,000 would pay $9,000, and a person
earning $200,000 would pay $30,000.
However, imagine a society with a low level of social trust, where
individuals think that their peers free-ride, and exploit taxation loopholes.
Moreover, the ability and desire of individuals to hide their incomes is not equal,
in particular, as income increases, so does the will and ability to hide income. For
the example, imagine a person earning $20,000, they cannot hide any of their
income; thus, their tax burden remains $3,000. The person earning $60,000 can
hide 5% of the income making their taxable income $57,000, and their tax
burden $8,550 for a savings of $450. The person earning $200,000 can hide
20% of their income, thereby reducing their taxable income to $160,00o, which
lowers their tax payment to $24,000, a savings of $6,000. The effect of exploiting
the taxation system results in an effective income tax rate of 15% for an individual
earning $20,000, 16.25% for a person earning $60,000, and 12% for a person
earning $200,000. Free-riding turns a flat tax system into a regressive taxation
system.
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In this state of affairs, individuals still want everyone to pay the same, so
how does society ensure this outcome? Through the use of progressive taxation.
Under this system, those who report an income of $160,000 would pay a tax rate
of 18.75%, those who report an income of $57,000 would pay a tax rate of 15.79%,
and those who report an income of $20,000 would pay 15%. This ensures each
person pays the flat tax rate of 15%. Progressive taxation is a means of punishing
free-riders, and re-establishing a flat tax.
In terms of the analysis presented in Figures 6.9 and 6.10, individuals will
make an upwards adjustment in their preference for progressivity as the level of
trust in others declines (i.e. the level of ethnic fractionalization increases),
because individuals feel that the wealthy hide their income to avoid paying their
fair share of taxation. Higher tax rates ensure free-riders will pay their fair share.
In Figure 6.11 below, which displays the tax preferences for those earning
the wages of a full-time unskilled worker, we can see the corollary to this
argument. Societies with high levels of homogeneity (i.e. those with the highest
levels of trust) create preferences for the highest tax rates, and as the level of
heterogeneity increases, public tax preferences decrease. This would be
consistent with the theory concerning the base preferences of individuals, as low
income earners in a society where individuals free-ride bear a high tax burden
because they are unable to hide their incomes like their wealthier peers.
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Figure 6.11: Public Tax Preferences for Those Earning the Wages of a Full
Time Unskilled Worker by Ethnic Fractionalization, Trust (TRU), and
Political Efficacy (EFF)
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There appears to be one condition in which the level of social trust does
not influence the individual’s tax preference on those earning the wages of a fulltime unskilled worker. When an individual has low efficacy and a high level of
trust in the government (a rather small portion of the population), individuals do
not change their tax preference based on their trust in their peers. Trust in
government can, to some degree, counterbalance the effects of low trust in others.
And this can be seen in Figure 6.12 which changes the x-axis to focus on trust in
government. Trust in government has a positive relationship with public tax
preferences, with the strongest effect among those living in states with a high
level of ethnic fractionalization. When individuals trust government they feel the
government has the capacity and will to stamp down free-riders.
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Figure 6.12: The Effects of Trust in Government, Ethnic Fractionalization, and Political
Efficacy on Tax Preferences for Those Earning the Wages of a Full-Time Unskilled
Worker
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Trust plays an unexpected role in how individuals make adjustments to
the status quo when they construct their tax preferences. I argue that trust in
government and trust in others should increase overall tax preferences regardless
of the reference income level, but trust should not influence the level of tax
progressivity. However, the analysis of public tax preferences reveals trust as a
driver of public preferences for tax progressivity. Individuals with a high level of
trust in government and in their peers prefer a flatter income tax (i.e. small
positive adjustments on the tax preferences of low income individuals and small
negative adjustments on the tax preferences on high income individuals). As trust
declines, be it in others or government, individuals come to prefer higher levels of
tax progressivity and make the associated adjustments to their anchoring point.
My findings suggest individuals prefer a flat income tax when they live in a
fair society because a flat tax ensures each individual makes an equal
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contribution to the funding of the state. However, individuals do not want to be
suckers, and free riders turn honest tax payers into suckers. Free riders are not
distributed in an even fashion across the state, as those with higher levels of
income are incentivized to hide their income from the government and can do so
with their financial resources. Individuals, knowing this, compensate for the tax
evasion of the rich by making adjustments to the status quo creating a more
progressive income tax distribution. Further research would be required to
confirm this hypothesis.

Self-Interest

Neo-liberal economics is built on the foundation of rational, utility maximizing
individuals. In the arena of taxation, these rational individuals should attempt to
free ride. To free ride, individuals would attempt to hide income and exploit tax
loopholes to reduce their income tax burden, thereby shifting the costs of the
state onto others. Self-interest should affect tax preferences and behavior. In
terms of preferences, individuals should look to shift away the tax burden away
from themselves and onto others.
However, the problem with such an analysis is two-fold. First, as I
discussed in previous chapters, the structure of the 1996 ISSP minimizes the
effects of self-interest by providing the individual with four reference incomes,
rather than asking individuals about their tax preferences given their own
income. Thus, individuals expend a considerable amount of mental energy to
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align their preferences to maximize their self-interest. Second, when individuals
consider shifting the tax burden onto others, individuals must factor in where
they stand in the income spectrum and estimate their future income level. Thus, a
young, ambitious college student may feel like low taxes on high income earners
is beneficial to themselves because in the future they will be a high income
earner. Self-interest, as a result, is not a simple adjustment for individuals to
make.
The above discussion highlights the importance of considering both the
individual’s income level and age in constructing a hypothesis concerning the
effects of self-interest on tax preferences. In terms of modeling, I expect there to
be an interaction effect in which the age of the respondent conditions the effects
of income on absolute tax preferences.

H6: All else being equal, individuals with low incomes will prefer lower
taxes on low income individuals, and high taxes on high income
individuals. In effect, low income individuals will prefer a progressive
income tax. High income earners, on the other hand, will prefer higher
taxes on low income earners and low taxes on high income earners, thus
establishing a flatter tax preference. However, these effects will be
tempered by age. As young people prefer flatter taxes (i.e. tax preferences
resembling high income earners), as they anticipate higher future
earnings. Older individuals will not anticipate as much of an increase in
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income so their tax preferences should be in line with the effects of
income.

When individuals construct their tax preferences for those earning onetimes and two-times the wages of a full-time unskilled worker, the interaction
between age and income is in full effect as can be seen in figures 6.13 and 6.14
below. Each of the lines in the figure represents an age group defined as the
young, those with the average age of the sample, and older individuals. The
effects of income on tax preferences vary by the age of the individual. When
young persons are asked about their tax preferences on those earning the wage of
a full-time unskilled worker, there is a positive relationship between income and
absolute tax preferences. A low-income young person would prefer a tax
preference of 7.58%, while a higher income peer would prefer those earning the
wages of a full-time unskilled worker to pay a rate of 8.35%. Thus, high income
young people prefer a flatter income tax to protect their current and future
income. Low-income young people are protecting their self-interest by preferring
lower income taxes, fostering a new question: how much social mobility are these
low income young people assuming?
When young people are asked for their tax preferences for those earning
two-times the wages of a full-time unskilled worker, the effect of income on
absolute tax preferences changes direction, low income individuals prefer higher
taxes on this group of individuals than high income young people. A low income
young person, all else being equal, would prefer a tax rate of 10.39% while a
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higher income individual would prefer a rat rate of 9.11%. The young poor prefer
progressive taxation while the wealthy young prefer flat taxes, and this is
evidence for self-interested beliefs among the young.

Figure 6.13: Public Tax Preferences for Those Earning the Wages of a Full
Time Unskilled Worker by Income and Age
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Among older respondents, the relationship between income and tax
preferences is different. When older respondents are asked for their absolute tax
preference for those earning one-times the wages of a full-time unskilled worker
there is a negative relationship between income and tax preferences. Lower
income older individuals prefer a tax rate of 8.03%, while higher income old
people prefer a tax rate of 6.93% on those earning the wages of a full-time
unskilled worker. This relationship is odd, and contradicts the idea of selfinterest, as older low income individuals do not have much time to improve their
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income; thus, they should want lower taxes on themselves. High income earners
who are older should prefer higher taxes on low income earners so as to defray
the costs of the state onto others. Perhaps this is a function of aged wisdom, or
perhaps it is a function of a generational difference within the old. The data is
unable to shed light on the question. When older individuals construct their tax
preferences for those earning two-times the wages of a full-time unskilled worker,
income no longer has much of a relationship with tax preferences in comparison
to the young. Thus, the only factor for older people when they construct their tax
preference is their age.

Figure 6.14: Public Tax Preferences for Those Earning Two-Times the Wages
of a Full Time Unskilled Worker by Income and Age
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When individuals consider the tax preferences of those earning four-times
and eight-times the income of a full-time unskilled worker the effects of income
become secondary to age. Figure 6.15 displays the effects of age on absolute tax
preferences for those earning eight-times the wages of a full-time unskilled
worker. There is a strong positive relationship between age and tax preferences,
with young middle-income individuals preferring a low rate of 25.27% and older
middle-income individuals preferring a tax rate of 26.62%. This signals the
effects self-interest at work, as younger individuals have a higher probability of
increasing their income over their life. It may not be likely, but it is possible for
young low income earners to earn eight-times the wages of a full-time unskilled
worker; thus, a lower income tax preference would protect their future earnings.
Older individuals are unlikely to improve their income making it reasonable for
them to prefer a higher rate on high-income individuals so the state can raise the
required revenue to pay for a welfare state. With the data provided by the 1996
ISSP, these hypotheses are nothing more than speculation.
The regression models I presented show the effects of self-interest on
individual tax preferences, and the effects are strongest when individuals
construct their tax preferences for those earning one and two-times the wages of
a full-time unskilled worker. The effects of self-interest are plausible when
individuals construct their tax preferences for those earning four-times and
eight-times the wages of a full-time unskilled worker, though income does not
play a direct role in absolute tax preferences. However, self-interest is not the sole
determining factor of public tax preferences. Instead, self-interest is one of at
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least three adjustments individuals make to the status quo when constructing
their tax preferences; thus, an economic explanation for tax preferences is
inadequate. One must consider the actual tax rate, the individual’s ideological
beliefs, and their level of trust in both the government and the public when
attempting to understand preferences.

Figure 6.15: The Effects of Age and Income on Tax Preferences for Those Earning
Eight-Times the Wages of a Full-Time Unskilled Worker
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Conclusion

I presented my evidence for anchoring and adjustment in this chapter. In what
remains, I want to first discuss some of the limitations of the analyses I
presented, and some challenges to my theory of income tax preference formation.
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I will then summarize key points of my analysis and with these points show how
the anchoring and adjustment phenomenon may go beyond taxes, and explain
the origins of a whole host of political preferences.
The anchoring and adjustment theory of preference formation is best
tested against time series data, which is unavailable at the time of this writing. It
would be useful to ask individuals for their absolute tax preferences at regular
intervals, or at least more than once. This would allow me to track both absolute
tax preferences and actual tax rates so I can study the causal order of these
phenomena. In the short term, studying absolute income tax preferences before
and after a change in income tax rates may capture the effects of policy on
preferences (i.e. understanding the causal order), but to date, no such data exists.
Another limitation of my analysis concerns the anchoring point. The 1996
ISSP does not ask individuals to estimate the actual tax burden for those earning
each of the reference incomes. A series of questions asking individuals to
estimate the actual tax burden, and then using their responses with the
adjustment variables would be a cleaner test of the theory of anchoring and
adjustment. Moreover, questions asking individuals to estimate their tax burden
allows researchers to study public knowledge of tax policy, in particular, who are
most likely to be informed and why. Rather, I included variables measuring the
actual tax rate, the individual’s income level, and their level of education as an
imperfect measure of the individual’s anchoring point. Future surveys may
consider asking individuals about the status quo prior to asking them for their tax
preferences.
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Trust in others turned out to be a significant variable in my analysis of
public tax preferences, as it played a role in determining the level of tax
progressivity an individual preferred. My measure of trust in others, the level of
ethnic fractionalization, is a proxy measure of trust rather than a direct measure
limiting some of the conclusions that I can draw. This was a result of the
limitations of the 1996 ISSP because it did not ask individuals about their trust in
others like it did about their level of trust in government. Moreover, it had no
questions asking individuals about their perceptions of tax compliance, a
question often used in the economic study of taxes, and those economic studies
do not ask individuals about their absolute tax preferences. I used the level of
ethnic fractionalization as my proxy variable for trust in others as the measure
has a strong body of literature behind it and, in my opinion, it taps into the
underlying structures of public trust in one another. A future study should
examine alternative measures, such as social capital, to confirm this finding.
Despite these limitations, my analyses provided reasonable evidence of
individuals using anchoring and adjustment to construct their absolute tax
preferences. First, my models indicate individuals are cognitive misers, as I
assumed, and the evidence for this claim lies in the distribution of statistically
significant results. I found most of the significant results in the model predicting
the tax preferences on those earning the wages of a full-time unskilled worker. To
me, the models are consistent with a story of individuals carefully constructing
their tax preference from information about their own taxes and the state tax
rates, and then making adjustments to their income tax estimate to create their
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preference. After individuals finish their initial response they then rely on
heuristics for the construction of their subsequent income tax preferences.
When individuals consider the tax preferences of those earning the wages
of a full-time unskilled worker, individuals, as I expected, seem to rely on the
actual tax rate of the state. This provides strong evidence for anchoring on the
perceived actual tax rate of their state. In a surprising twist, when individuals
construct their tax preferences on those earning eight-times the wages of a fulltime unskilled worker, they use both their previous tax preference in addition to
the actual tax rate as an anchoring point.
After individuals anchor on the status quo, they make three kinds of
adjustments: ideological, trust-based, and self-interested. All three adjustments
involve individuals constructing a preference for specific income tax reference
groups, and for the overall progressivity of the income tax system. Conservatives
make adjustments to foster a flat income tax while liberals in individualistic
states prefer a more progressive scheme. Individuals who trust both the
government and their peers prefer a flat tax system, and those who do not trust
prefer progressive taxes to ensure all individuals pay their fair share because of
fears of free-riding. Self-interest does factor into individual’s considerations with
wealthier individuals preferring flatter taxes while poorer individuals prefer a
more progressive income tax system. Interesting, age seems to matter a bit more
than income when it comes to tax preferences on those earning more than the
wages of a full-time unskilled worker. Older individuals are much more
supportive of progressive taxation than younger individuals. The cause is
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uncertain, though older individuals may be accustomed to progressive income
taxation that lingered long after WWII.
The theory of anchoring and adjustment has implications beyond income
tax rate preferences. This model can be applied to any political preference, in
particular, preferences for how much a person wants a good or service. The
reason lies with the individual’s desire to provide a reasonable preference
response and their desire to minimize the amount of cognitive energy they devote
to creating a reasonable preference. The status quo is a great shortcut for
individuals because some level of good or service is already being supplied so an
individual can make an adjustment to the status quo knowing as long as they do
not go too far in any particular direction, their preference will be reasonable since
the state can afford to make such a change.
The theory of anchoring and adjustment binds preferences via the status
quo, and this helps explain cross-national differences in income tax preferences.
In other words, individuals are not making a choice from every conceivable
public policy, but rather are basing their preferences on what they already know.
The theory of anchoring and adjustment can explain why individuals, despite
having similarly functioning minds, can differ in their tax preferences because the
phenomena of ideology, trust, and self-interest are contingent upon the structure
of the state and existing public policies. In conclusion, the theory of anchoring
and adjustment should frame political science discourse on the origins of public
preferences.
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Methodological Appendix

I used a random effects model to test my hypothesis. I chose the random
effects model because my sample of respondents were groups in seven countries,
and the countries should influence their tax preferences. Alternatively, I could
have run the model using robust standard errors. However, the random effects
model is more conservative when the number of clusters is limited, as was the
case with my data. In the appendix I display the results of the robust standard
error model. After showing the model, I will then discuss the results and briefly
compare them to the random effects model. It is worth noting that this model
does not deal with the endogeneity issue that is at play, and since I am short an
indicator variable, no such model is forthcoming.
The most substantial area of disagreement between the random effects
model and the robust standard error model concerns the relationship between
the actual tax rate and public preferences for taxation. In the robust model, only
the actual tax rate on those earning eight-times the wages of a full-time unskilled
worker showed a statistically significant relationship with income tax
preferences. This, I think, testifies to the relatively high salience of the income tax
rates of high-income earners compared to those with lower incomes. This is likely
the result of the media, and the fact that the debate about income tax rates circles
the highest marginal tax rate and high-income earners (e.g., discussion in the
United States that focuses on Warren Buffett and his secretary’s income tax
rates).
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Table 6.2
Robust Regression Results to Predict Absolute Tax Preferences (Standard Errors in Parentheses)
Model 2: Tax
Model 3: Tax
Model 4: Tax
Model 1: Tax
Preference for
Preference for
Preference for
Preference for
those making
those making
those making
those making the
two-times the
four-times the
eight-times the
wages of a fullwages of a fullwages of a fullwages of a fulltime unskilled
time unskilled
time unskilled
time unskilled
worker
worker
worker
worker
Constant
0.2048**
0.0451*
-0.1156*
-0.1593*
(0.0671)
(0.0208)
(0.0536)
(0.0634)
Absolute Tax Preference 1x Wage
--0.8220***
-0.1473***
-0.1245*
(0.0610)
(0.0333)
(0.0553)
Absolute Tax Preference 2x Wage
----1.0060***
-0.0564*
(01837)
(0.0223)
Absolute Tax Preference 4x Wage
------0.9604***
(0.1110)
Actual Tax Rate 1x Wage
0.2290
------(0.4539)
Actual Tax Rate 2x Wage
--0.0953
----(0.0907)
Actual Tax Rate 4x Wage
----0.2112
--(0.1381)
Actual Tax Rate 8x Wage
------0.4737***
(0.0786)
Corporatism
0.0098
-0.0077
-0.0088
0.0173
(.0217)
(0.0109)
(0.0225)
(0.0103)
GDP per Capita
8.32e-7
1.35e-6*
6.16e-7
7.72e-8
(1.68e-6)
(6.87e-7)
(7.95e-7)
(6.14e-7)
Government Spending as
-0.0033
-0.0005
0.0016
0.0004
Percentage of GDP
(0.0017)
(0.0003)
(0.0011)
(0.0005)
Ethnic Fractionalization
-0.0788
0.0339
0.0564
0.2290***
(0.1504)
(0.0485)
(0.0754)
(0.0386)
Individual Ideology
-0.0132***
-0.0007
0.0042**
0.0072
(0.0031)
(0.0022)
(0.0013)
(0.0038)
Trust in Government
-0.0002
-0.0012
0.0064
-0.0092**
(0.0043)
(0.0040)
(0.0043)
(0.0029)
Interest in Politics
0.0044
0.0042***
0.0032*
0.0021
(0.0031)
(0.0012)
(0.0015)
(0.0023)
Note: Significance Levels: *** p < .001; ** p < .01; * p < .05 (two-tailed tests).
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Table 6.2 Continued
Robust Regression Results to Predict Absolute Tax Preferences (Standard Errors in Parentheses)
Model 2: Tax
Model 3: Tax
Model 4: Tax
Model 1: Tax
Preference for
Preference for
Preference for
Preference for
those making
those making
those making
those making the
two-times the
four-times the
eight-times the
wages of a fullwages of a fullwages of a fullwages of a fulltime unskilled
time unskilled
time unskilled
time unskilled
worker
worker
worker
worker
Political Efficacy
0.0181***
0.0030
-0.0084**
0.0032
(0.0050)
(0.0049)
(0.0027)
(0.0043)
Peference for Government
Spending
-0.0010
-0.0024
-0.0035**
-0.0074***
(0.0022)
(0.0014)
(0.0012)
(0.0015)
Individual Income
2.64e-6*
5.12e-7
-3.52e-7
-1.44e-6
(1.35e-6)
(9.58e-7)
(8.26e-7)
(1.06e-6)
Gender

-0.0075*
(0.0032)

-0.0034*
(0.0013)

-0.0083
(0.0044)

0.0003
(0.0044)

Age

0.0001
(0.0002)

4.26e-5
(0.0001)

0.0005***
(0.0001)

0.0001**
(0.0002)

Education

0.0180*
(0.0091)

0.0034*
(0.0016)

0.0055*
(0.0022)

-0.0050
(0.0030)

Public Employee Dummy Variable

0.0059
(0.0046)

-0.0046
(0.0024)

0.0010
(0.0082)

0.0069
(0.0052)

Unemployed Dummy Variable

-0.0172
(0.0095)

-0.0028
(0.0021)

-0.0010
(0.0031)

-0.0095*
(0.0042)

-0.0325**
(0.0124)

-0.0137
(0.0084)

0.0483***
(0.0092)

-0.0150
(0.0154)

0.0267*
(0.0117)

0.0102
(0.0134)

-0.0132
(0.0106)

0.0188*
(0.0090)

Ethnic Fractionalization * Efficacy

-0.0697**
(0.0213)

-0.0302*
(0.0142)

0.0082
(0.0047)

-0.0182*
(0.0083)

Trust * Efficacy

0.0074*
(0.0030)

0.0056
(0.0031)

-0.0046
(0.0037)

0.0110*
(0.0048)

Individual Income * Age

-2.2e-8*
(8.87e-9)

1.60e-8
(8.0e-9)

-3.79e-9
(6.64e-9)

1.16e-9
(1.01e-8)

Corporatism * Ideology * Efficacy

-0.0080
(0.0045)

-0.0025
(0.0016)

-0.0046*
(0.0021)

-0.0033
(0.0029)

Corporatism * Ideology

0.0031
(0.0053)

-0.0084**
(0.0029)

-0.0051
(0.0032)

-0.0018
(0.0039)

Corporatism * Efficacy

1.56e-5
(0.0045)

-0.0026
(0.0029)

-0.0049*
(0.0013)

0.0055**
(0.0020)

Ideology * Efficacy

-0.0061*
(0.0041)

-0.0027
(0.0020)

-0.0028*
(0.0013)

-0.0011
(0.0034)

4.8e-6**
(1.73e-6)

6.64e-7
(5.54e-7)

-8.64e-8
(5.64e-7)

7.55e-7
(7.36e-7)

Income * Education

-7.84e-7*
(3.09e-7)

2.47e-8
(1.18e-7)

-4.70e-8
(1.14e-7)

2.01e-7
(1.91e-7)

Income * Acutal Tax Rate

-8.99e-6
(8.80e-6)

-5.57e-6
(3.48e-6)

4.00e-6
(4.71e-6)

5.23e-6
(4.84e-6)

Education * Actual Tax Rate

-0.0891
(0.0543)

-0.0198*
(0.0097)

-0.0119
(0.0238)

0.0260
(.0133)

Ethnic Fractionalization * Trust *
Efficacy
Ethnic Fractionalization * Trust

Income * Education * Actual Tax
Rate

Note: Significance Levels: *** p < .001; ** p < .01; * p < .05 (two-tailed tests).
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However, the model does indicate that those with higher levels of
education do use the actual tax rate to construct their income tax preferences, as
can be seen in the three-way interaction between the actual tax rate, personal
income, and education level. This interaction suggests that individuals with
higher levels of education have more information about the income tax rates in
their state and can use that information as the basis of their income tax
preference.
The role ideology plays in individual income tax preferences also shows
slight differences compared to the random effects model. In particular, the robust
standard error model indicates that individuals make ideological adjustments,
mediated by the organizational structure of the state, when they consider each of
the reference incomes. This result does not upset the analysis I presented in the
body of this chapter. Rather, it demonstrates that adjustments are continual.
In the robust standard error model, trust plays an even stronger role in
income tax preferences than in the random effects model. Thus, with robust
standard errors, individuals are even more sensitive to how much they trust their
government officials to be honest and responsive and on their fellow citizens to
pay their taxes. This is consistent with Sears and Citrin’s (1985) analysis of the
1980s California tax revolt, in which they found that it was declining trust in
government rather than high taxes that drove people to change how California
collects taxes.
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The largest difference between the robust and random effects model lies
with the effect of the actual tax rate and with the interactions with trust and
ideology. The diminished effect of the actual tax rate is discouraging, but
understandable. Income tax rates are low salience, so only the most
knowledgeable can use it as an anchoring point. The exception lies with the high
income reference group, but here, I think a case could be made that their income
tax rates are more salient for political reasons (i.e., people being offended by the
low rates on the rich or politicians arguing high income tax rates undermine
economic productivity). The robust model also shows more active adjustments to
the anchoring point at each income reference level. This shows more
engagement, but anchoring on the previous response still means that individuals
are conserving their mental resources.
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CHAPTER 7: CONCLUSION

In this chapter, I intend to step back and contextualize my work within the
broader stream of political science and economics research. I will do this in three
parts. The first part of this chapter will be an argument for making taxation, and
the study of public opinion concerning taxation, more central to the study of
politics. Taxation is just as important as government spending programs in the
functioning of government. Second, I will argue for expanded research into the
origins of political preferences, rather than just assuming the preferences of
individuals. The argument is simple, individuals are born and develop within
specific political, economic, and social institutions, making their political
preferences a reflection of these institutional arrangements. Thus, institutions
create preferences while individuals use institutions to realize those preferences.
At the end, I will review the contributions of my research to the field of political
science.

Institutional Complementarity and Public Opinion

Both the varieties of capitalism and worlds of welfare literature find the
political, economic, and social institutions are complementary. To borrow an
example from Ebbinghaus and Manow (2001), liberal market economies need
fluid labor markets so businesses can hire and fire in accordance with business
needs. To facilitate the movement of labor, businesses must be able to negotiate
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with labor on an individual basis, labor must obtain general skills so as to seek
employment in any industry since individuals bear the costs of education, and the
welfare programs must be minimal and means tested so as to incentivize workers
to take any available position. Thus, institutions complement one another.
Ebbinghaus and Manow argue for combining both bodies of literature given their
similarities, and their mutual emphasis on institutional complementarity.
Tax policy connects these two literatures since the tax system funds
institutions and policy, in addition, taxes are a tool for economic management
and redistribution. Moreover, taxation systems complement the political
institutions in which they are embedded. In liberal market economies, tax
systems need to keep inflation in check when wages increase due to a competitive
labor market. Moreover, since liberal market economies use means-tested
welfare states, an extensive and heavy taxation system is not required allowing
individuals to pocket more of their income. Thus, tax systems do seem to be
complementary to both welfare programs and the capitalist system.
However, my dissertation concerns public preferences for taxation, not the
institutional arrangement of the state. The crux of my argument is as follows,
public preferences for taxation result from the institutional arrangement of the
state, and its existing taxation system complementing the economic and political
arrangement of the state. Thus, in this narrow case, public opinion complements
the taxation system of the state, and because of this, public opinion complements
the wider array of institutions. Thus, public attitudes and preferences for the
welfare state complement the existing welfare state, and this hypothesis is
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probable given Martin Gilens (1999) study of American attitudes towards the
welfare state. Where he found many Americans believe most welfare recipients
are clever con artists gaming the system denying benefits to those who need
them.
This theory stands in direct contrast to Converse (2006) and Zaller’s
(1992) argument for unconstrained and changeable public opinion by the design
of public opinion surveys. Rather, the anchoring and adjustment theory argues
for institutionally constrained public prefers. This theory is consistent with the
work of Soroka and Wlezien (2009) who find a responsive relationship between
public policy and public preferences (i.e., when policy increases the public wants
less and when policy decreases the public wants more), insofar as one accepts
that policy and public opinion is not free to move across the entire spectrum of
public policies. I believe this is a valid belief because very few radical politicians
are elected to office. If they are, they often lack the numbers necessary to induce
state reform. The process of elections and democratic governance select out those
with radical ideas through the process of elections (Lewis and Steinmo, 2012).41
To study public preferences for other types of institutions, it is necessary
to break institutions and their consequences into distinctive elements to which
individuals can respond. For example, in my study, researchers asked individuals
for their income tax preferences across four reference incomes, thus turning the

There may be another interesting research agenda centered around linking Inglehart and
Welzel’s (2005) work on political culture with the institutional arrangements of states. It is likely
that political culture and institutions are mutually reinforcing; thus, it is likely that political
culture shows some complementarity with the institutional structure of the state.
41
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income tax system into something tangible and relatable. The relative openended nature of the question forced individuals to consider what they knew about
their state. Thus, researchers can use similar tactics to study other institutions.
For instance, researchers can ask individuals about who should bear the costs of
education, what benefits and for how long should people receive public
assistance, etc. And by asking these questions, researchers can determine the
degree to which preferences align with state policies and institutional structures
(which would serve to reinforce the specific institutional structure of the state).

Institutions and the Origins of Preferences

Individuals act within and upon institutions, changing them as they go,
according to the new institutional school of political science. My dissertation
takes this one step further by providing evidence of institutions constraining
behavior, establishing rules, creating incentives, and shaping individual
preferences for policy. This is an important point because, all too often, public
preferences are assumed, rather than explored, in political science research, with
the single largest offender being rational choice theorists who assume both
preferences and motives as they consider how individuals strategize in a rulebased environment.
Individuals, when constructing their preference for taxation, rely on the
status quo to guide them because the status quo may be the individual’s primary
source of information concerning tax systems, the status quo provides a
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reasonable starting point for creating a preference, and the status quo gives the
individual a sense of what is possible. Thus, institutions structure individual and
collective behavior, in addition to their preferences.
In addition to providing information, institutions may also shape public
preferences through other means. Lewis and Steinmo (2012) find institutions
acting as an evolutionary selection mechanism in which some political ideas are
more fit than others, fitness being defined as how a proposal/campaign
platform/etc. are compatible both with public opinion and the existing
institutional arrangement of the state. Consider politicians in the United States in
the 1990s making arguments for universal health care, these politicians would be
unsuccessful because of their ideas were unpopular with the public, troubling to
significant stakeholders like the health insurance industry who profit from the
status quo, and do not complement the larger institutional arrangement of the
state. Fast forward to 2009 when the Obama administration pushed through
major health care reform, the reform, while radical, still protected major stake
holders such as insurance companies and individuals with pre-existing health
insurance. Thus, the market based approach to health care reform complemented
public opinion and the structure of the state, making the policy and its advocates
more viable. Moreover, those who continue to advocate a universal, single payer,
health care system, stand on the outside looking in.
According to Lewis and Steinmo’s (2012), not all policy ideas are created
equal, which means some ideas are more popular than others. Those popular
ideas help create and sustain public preferences because those ideas are seen as
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both more respectable and more likely to lead to positive outcomes. Institutions
play a pivotal role, right there with socialization and formal education, in creating
public preferences. My dissertation provides evidence for the importance of
establishing public preferences.
There are several areas of further research in this vein. First, individuals
evaluate the feasibility and attractiveness of a range of policy proposals. If the
hypothesis about institutions and policy preferences is correct, those policies
most out of line with the institutional arrangement of the state will be seen as
non-viable and more likely to be seen in a negative light compared to proposals
slightly adjusting the status quo. A cross-national study could show how
individuals in different states differ in their assessments concerning the viability
of public policy. For example, researchers provide individuals with a series of tax
proposals, such as a flat tax system, a low tax system, a negative tax system, a
system driven by the VAT, etc. and then be asked to evaluate the feasibility of
each of these policies in addition to assessing the individual’s disposition for the
policy (i.e. how much or little do individuals not like a given policy). Researchers
may ask individuals to evaluate the candidates and their probability for voting for
a specific candidate advocating a range of policies. The most extreme candidates
should be less favored, reducing their likelihood of winning elections, and there
would be evidence of a selection mechanism in play (Cohen, Karol, Noel and
Zaller (2008) provide evidence for an evolutionary selection process in the case
of United States Presidential Elections where candidates must survive an
invisible primary to obtain donations and endorsements in addition to winning
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the visible primaries and caucuses, all of which serve to eliminate the most
extreme candidates).
When political scientists examine preferences, they should include family
socialization, education, class, etc. in addition to how individuals are
institutionalized into states, as institutions select for the perceived
reasonableness of certain policies, ideologies, and positions. Neglecting
institutions means important boundaries on political beliefs will be ignored thus
giving us incomplete theories concerning the origins of public preferences.

Contributions to the Literature

The primary contribution of my research to the literature is in creating a
generalized framework, anchoring and adjustment, to understand the public’s
absolute preferences, in particular, their preference for taxation. In addition, the
research I conducted also shows ideology, liberal ideology in particular,
influences public tax preferences contingent upon the institutional arrangement
of the state. My analysis points to a strong relationship between tax preferences
and trust, both in the government and in others.

A Framework for Understanding Preferences

Anchoring and adjustment, a common heuristic assisting individuals in
estimation tasks, is the likely mechanism by which individuals construct their
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absolute tax preference. When individuals are confronted with the tax preference
question, they do not provide a ready-made preference for pollsters, instead they
construct their preference from scratch, a reasonable (I assume individuals want
to give a meaningful response) and non-cognitively demanding (I also assume
individuals are cognitive misers who want to complete their task to get on with
their lives) response.
There are several implications of the anchoring and adjustment
framework. First, the model assumes individuals, at least in the aggregate, know
something about their state’s tax policy, and the empirical results seem to bear
this out, first when individuals are considering their tax preferences for those
earning the wages of a full-time unskilled worker, and when individuals give their
preference for those earning eight-times the wages of a full-time unskilled
worker. In terms of access to information, these results make sense because
individuals, when first asked for their preference, must scour their minds for
information about the tax burden. In terms of those making eight-times the
wages of a full-time unskilled worker, the tax burden of the upper classes is likely
to be salient because it is easy to report on the highest marginal tax rate than
reporting on all or the middle marginal tax rates. This explains why the status
quo matters for those making eight-times the wages of a full-time unskilled
worker but not for those making either two- or four-times that wage.
Individuals, despite being cognitive misers, want to provide a reasonable
response to tax preference questions, for why else would individuals consider the
status quo when creating their preferences? Individuals may select an arbitrary
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tax rate or set their tax preference to 100% for all individuals unlike them, rather,
individuals put in the work, however minimal, to create their reasonable
response, a response anchored to the actual tax rate which supports the status
quo.
Third, when researchers ask individuals a series of similar questions, they
are likely to rely on their previous response to create their current response.
Thus, the researcher must be aware of, and control for, this situation within a
question set. One such solution in the context of the 1996 ISSP would be to
randomize the order in which individuals encounter the reference incomes.
Doing so would delink the questions at the aggregate level; however, an
interesting problem emerges, for if an individual encounters the highest
reference income group first, their subsequent tax preferences should be higher
due to the anchoring phenomenon compared to those who encounter the lowest
reference income first.
Overall, the anchoring and adjustment framework allows the researcher to
tie together both the institutional determinants of tax preferences with the more
individualistic sources such as ideology (which is influenced by institutions), selfinterest, and trust. Absolute tax preferences will also be subject to change given
changes to the status quo, i.e., if the government alters rates then tax preferences
change, if the government shows a systemic unwillingness to be guided by public
opinion, the individual will lose trust in government and change their tax
preferences.
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The Contextualization of Ideology

The effects of ideology on tax preferences are conditional upon the
institutional environment of the state, if an individual has a liberal ideology.
Conservatives want those earning one-times and two-times the base wage to pay
higher taxes, while those earning four-times and eight-times the base wage to pay
a lower tax rate. This trend is universal across the seven states in the sample.
Liberals, on the other hand, prefer more progressive taxes when they are in
liberal market states and flatter lower taxes when they are in more
cooperative/corporatist regimes.
This leads to two questions, why do the preferences of conservatives
remain similar across states? And why are liberals’ tax preferences dependent on
context? As for conservatives, the answer may lie in their general apathy for
redistribution, and since progressive taxation is a form of redistribution,
conservatives oppose them and prefer flat taxes. Additionally, fairness, from a
conservative point of view, may mean everyone should pay an equal share of their
income to the state. Conservatives may also perceive the progressive income tax
as a disincentive for individuals to earn more, as a larger percentage of their
income would go to the state. Further research would be required to disentangle
the process producing flat tax preferences among conservatives; however, the
ideology questions of the 1996 ISSP focus on the relationship between the state
and the economy, and it is reasonable to assume conservative’s opposition to
redistribution drives their preferences.
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Liberals, on the other hand, prefer government redistribution, though the
method of redistribution can take several forms. A state can redistribute income
through the taxation system, but a state can maintain flat taxes and redistribute
through spending programs (Bird and Zolt, 2005; Steinmo, 1993). Thus, in
liberal market economies, where the market determines the relationships
between business and labor, where the welfare states are small, and
redistribution is kept to a minimum, liberals are more likely to prefer progressive
taxation to compensate. Whereas, in a more cooperative state with a much more
robust welfare state, liberals are more likely to feel a flatter tax is more
appropriate since the lower classes are obtaining equality through spending
programs. Liberals, then, are aware of the welfare institutions of where they live
and adjust their preferences to suit that environment.
Trust may provide an alternative explanation. In liberal market
economies, liberals may not trust the rich to pay their fair share since the rich are
generally in opposition to the government (Vogel, 1996). Therefore they prefer
progressive taxes as a means of ensuring the rich pay their fair share. Liberals in
cooperative states may feel the cooperation between business, labor, and
government makes all parties more trustworthy, leading to a lowering of the tax
preference since it is more likely the rich are paying their fair share.
Thus, when researchers study political ideology and preferences, they need
to be aware of and factor in the structure of the state in which respondents live
since it is shaping their preferences and their behaviors. Interacting ideology and
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institutions in a regression model as I did in my study of tax preferences is one
such way to capture the effects of institutions on preferences.

Trust and Tax Preferences

Those who trust either the government, or their peers, tend to support flat
taxation, all else being equal. I assumed the public would prefer some degree of
redistribution to ensure everyone has, at least, a minimal standard of living;
however, the public deems a tax system fair when everyone pays the same
proportion of their incomes in taxes. However, Furnham (2005) found young
people define flat taxation as all individuals paying the same amount to the state
(this, actually, is regressive taxation), while progressive taxation was defined as
each person paying the same rate because the rich would pay more than the poor
in absolute sums, though not in percentage. Thus, for the young, progressive
taxation equals flat taxation, and they may be under the impression that flat
taxation redistributes income.
On the other hand, the public may view progressive taxation as a means of
ensuring everyone pays the same percentage of their income. The rich, having
high incomes, have the incentives and capacity (in terms of skills, connections,
lobbying, etc.) to dodge their taxes through both legal (i.e. exploiting tax
loopholes and breaks, keeping their money off-shore, etc.) and illegal
(underreporting income, etc.) means. Thus, if the individual does not trust the
government, either because the government is incompetent, lacks the capacity, or
228

is colluding with the rich, or if the individual does not trust their fellow citizens,
they are more likely to prefer a higher tax rate on the rich, so they pay more of
their taxable income to the state to compensate for losses through tax dodging.
The poor are without the capacity to hide their income, and, by this logic, should
pay less since they would be paying more than their fair share.
Researchers lack information about what composes a fair tax system,
estimates concerning perceptions of tax evasion, and the degree to which
individuals believe the government can stop (or enable) tax evasion. Missing this
information puts researches at a disadvantage in understanding how trust
functions in the arena of taxation. The answers to these three questions may
provide a powerful insight into how trust is operating within the sphere of
taxation.
Just because individuals who trust the government prefer flat taxes does
not mean they are opposed to redistribution; rather, it may indicate a failure of
individuals to link taxation and redistribution. Scholars interested in public
opinion and preferences for redistribution may want to study government
expenditures (i.e. the welfare state) rather than taxation. On the other hand,
political scientists interested in the study of trust may wish to examine public
preferences for taxation since both tax rates and the level of progressivity are
correlated with trust.
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The Limited Role of Self-Interest

Taxes, as I argued in chapter two and three, are collective action problems
where individuals benefit more from government goods and services if they can
shift the cost onto others. This should result in a situation in which rational
individuals prefer low taxes on themselves and high taxes on all others. If
individuals, young individuals in particular, have a long time horizon, then they
should adjust their tax preferences to correspond to their future expected income.
In either case, we should see free riding in public tax preferences; however, selfinterest is not present, and this is consistent with the research of Sears and Citrin
(1985) who found public distrust in government rather than the desire to free
ride drove the tax revolt in California.
Overall, economic rationalist assumptions about individual preferences
are not justified. Rather, the default assumption about human behavior should be
in the mold of Hibbing and Alford (2004): we should treat individuals as wary
cooperators who are willing to sacrifice their self-interest for the greater good
insofar as the public and the government reciprocate the sacrifice by making a
similar sacrifice, and delivering quality goods and services. If, however, trust is
violated, then individuals will act to maximize their individual utility (i.e. as a
rational actor).
Breaking trust is not so simple, for trust in government can compensate
for a lack in trust in the public as a whole and visa-versa. In short, for an
individual to act as a rational actor as defined by economists, they have to see
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their peers free-riding, and their government as either unwilling or unable to
compel free riders to pay their fair share. Moreover, the government has to fail to
deliver quality public goods and services in accordance with public opinion (i.e.
giving the people what they want).

Final Thoughts and Future Research

There are two primary research projects I would like to conduct to develop
my initial findings in this dissertation. First, I want to examine the relationship
between absolute tax preferences and relative tax preferences, a feasible project
with the survey data provided by the 1996 ISSP survey. Second, I would like to
conduct experimental research concerning the effects of anchoring on individual
tax preferences. In what follows I will lay out how I would conduct the research,
and those projects would be a fruitful contribution to the political science
literature.
The first project stems from the research of Soroka and Wlezien (2009).
They argue relative preferences are a function of the difference between the
public’s ideal amount of a good or service, and the exact amount of the good or
service the government is providing the public. If the public feels government
spending is below their absolute preference, the public will demand more
spending, but if spending is above the absolute preference they will demand less.
Thus, the public acts as a thermostat, and the government is unable to give the
public its exact wants.
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The 1996 asks individuals for both their relative and absolute tax
preferences, and while a time-series data set is not available, it is possible to
measure the distance between the actual tax policy and the individual’s tax
preference. With the measure in hand, it would be possible to see if individuals
with absolute tax preferences exceeding the actual tax rate feel taxes are too low
for a given income group (as well as the opposite case). This finding would lend
some additional support for the thermostatic model of public opinion (excepting
my caveats about the limits of responsiveness). The only limitation to such an
analysis lies with the relative tax preference question asking respondents to
consider the tax burden of the rich, middle class, and poor rather than the
specific income levels provided with the absolute tax preference questions.
The second research project I would like to conduct concerns the effects of
anchoring on tax preferences. Remember, the anchoring and adjusting heuristic
suggests individuals will rely on any number, no matter how arbitrary, to
construct an estimate (or in this case, a preference). I would like to conduct a
series of experiments in which I provide individuals anchoring points for their tax
preferences to determine the effects of anchoring points on tax preferences. The
first experiment would compare the tax preferences of respondents who are
provided an anchor compared to those who are not. A second experiment would
provide individuals with accurate and inaccurate tax information, information
over-estimating, under-estimating, and accurately estimating the actual tax rate.
A third experiment would provide individuals with source cues from partisan and
non-partisan sources to see how individuals adjust with biased information.
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This series of experiments will show the degree to which anchoring occurs
which will show just how robust tax preferences, indeed all preferences are.
Moreover, by manipulating the source cues, political scientists will better
understand how individuals process and respond to biased information when
constructing their preferences.
The study of taxation and public opinion concerning taxation is a fruitful
area of study. Taxes are central to the operation of government because it helps
determine how much the state has to spend. Thus, understanding what the public
knows and their feelings about the taxation system of their state can lend insight
into what people’s beliefs about the role of government in society, how much they
value their state and the services it provides, and how much they trust the state in
which they live.
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