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Abstract

In many low-income countries, there is a wedge between the statutory poli-
cies on tax compliance and the practice on the ground, especially for the tax-
ation of informal firms. This asymmetry of information on the nature of these
firms’ civic responsibility to pay taxes leaves much discretion to tax collectors,
leading to variation in practices and further distrust and/or confusion among
tax payers and the tax authority. We ran a randomized controlled trial with
400 firms in Lomé, Togo, to investigate whether alleviating this informational
asymmetry improves tax incidence. We assigned half of the sample to an in-
formational treatment about tax procedures and obligations as well as the use
of tax revenues to provide public services. Surprisingly, treated firms, who
we show are now better informed, participate less in the tax system and have
worse perceptions of state actors. We consider several rationalizations of the
findings with varying degree of supportive evidence. JEL Classification: H2,
O1, O170, L530
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1 Introduction

In low-income countries, governments face considerable information constraints when

dealing with small- and medium-sized enterprises (SMEs), not least because many

of these firms operate in the informal sector (La Porta & Shleifer 2016). At the

same time, these SMEs typically lack basic information about how the government

functions and their obligations to the state (Araujo-Bonjean & Chambas 2004). In

particular, SMEs in Togo can regularly pay taxes without a basic understanding of

the tax system. As a consequence, tax policy is often implemented on the ground

in a manner potentially at odds with the tax laws (Khan, Khwaja & Olken 2016,

Gordon & Li 2009). Since many firms’ understanding of the tax system is based

upon their perceptions of these informal practices, there arises an asymmetry in

civic information that could present challenges to tax mobilization.

To see this, consider the effect of improving information about tax procedures

and obligations on tax incidence among SMEs. From a theoretical standpoint, one

would expect that the provision of information would reduce expectation mismatches,

lead to better experiences with tax officials and more positive attitudes toward tax

mobilization. These factors should lead to greater tax participation and lower the cost

of collection. However, in an environment where the informational gap arises from

institutional weaknesses, and not merely rational ignorance, the effect of bridging

the informational gap may reduce tax participation in at least two ways. First,

better information can lead firms to change their views on the legitimacy of their tax

obligation. For example, better information may tilt a firm’s cost-benefit analysis

(inclusive of penalties) toward not paying taxes. Second, better information can
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make tax collectors more selective in the firms they target, reducing the likelihood of

a tax audit. Of course, both of these effects are present only in a second-best world

in which state capacity is relatively low.

Asymmetry in civic information is an important policy concern for low-income

countries, making it a priority to understand when information can backfire. A num-

ber of scholars and policymakers have pushed for greater transparency in governance

in order to improve service delivery as well as to empower citizens.1 A growing

number of papers have rigorously investigated the role of information and greater

transparency using randomized controlled trials. However, relatively few of these pa-

pers examine taxation, a key factor for state capacity, and none, to our knowledge,

has given attention to the tax behavior of SMEs, a key group for increasing tax base

and economic growth (Besley & Persson 2013, Joshi & Ayee 2008). Since the major-

ity of these firms are located at the extensive margin of taxation, an improvement in

information could dramatically influence tax participation in the aggregate (as op-

posed to larger firms that, because of their size, are unable to choose to participate

or not, although they may evade taxes), both for the worse or better.

To answer these questions for this important group of taxpayers, we randomly

selected a sample of informal enterprises in Lomé, Togo, and exogenously varied the

information available to firm owners about their tax obligations and the benefits

of paying taxes. In contrast to some previous studies on informational interven-

tions (Banerjee et al. 2015, Reinikka and Svensson 2004), who focus on empowering

citizens through providing information about their entitlements, our treatment con-

1The World Development Report, “Making Services Work for Poor People” calls for greater
transparency (World Bank 2004).
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cerns taxation, which is an obligation to the state, and therefore our experimental

design is appropriate to capture any effects that are sensitive to citizens’ views on

the legitimacy of the state.

We show, as a result of the intervention, firms in the treatment group are more

likely to possess correct information about their tax obligations, both concerning

which types of taxes and what constitutes their obligation. However, surprisingly,

firms in the treatment group are less likely to participate in the tax system than the

control group. At endline, 40% of firms in the control group pay taxes (41% of firms

in the treatment and control group paid taxes at baseline), while 30% of firms in the

treatment group pay taxes. The intent-to-treat effect, which constitutes a decrease

of 10 percentage points and is statistically significant at the 10% level, results in the

treatment group being 25% less likely to pay taxes than the control group. To verify

that the treatment effect operates through changes in the firms’ information set, we

constructed a variable to represent treatment take-up that tracked whether firms had

incorrect information at baseline but at least partially correct information at endline.

We then obtained a local average treatment effect by instrumenting the change in

information variable with treatment assignment. Amazingly, the 2SLS estimate is

very close to one and precisely estimated, suggesting that for those who changed

their information in response to the intervention, they would go from paying taxes

to not paying taxes with near certainty.

What explains these puzzling results? One explanation we find particularly in-

triguing is due to the institutional incongruence (Webb et al. 2009) described

above, whereby what is considered as legitimate on the ground differs from what is
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prescribed by law. This asymmetry in civic information, coupled with institutional

weaknesses, makes increasing transparency backfire by worsening firms’ views on the

legitimacy of the state and reducing voluntary compliance.2 We find support for this

interpretation based on two different sets of results. First, we find that firms in the

treatment group have worse views of public officials’ performance, are more likely to

perceive tax officials as abusive in the amount that they request firms to pay, and

have less trust in authorities, all measured at endline. Second, in ex-post analysis,

we find that the treatment effect on tax incidence appears to be driven by firms that

had been paying taxes at baseline. That is the effect is driven by treatment group

firms dropping out relatively more as opposed to relatively fewer treatment group

firms opting in. In addition, we find that firms who were more likely to view taxes

as unpredictable at baseline were less likely to participate if they were treated. Since

these firms were likely more exposed to informal tax practices (the tax law is crystal

clear on what is owed for this group of firms), if this explanation is true, we should

find a stronger treatment effect for these firms.

The main competing explanation for this negative result is that the information

treatment reveals corruption by tax collectors. While corruption necessarily dictates

that de facto and de jure are distinct, this explanation is distinct from the one

of institutional incongruence, precisely because corruption is viewed as illegitimate.

We find no effect of the treatment on views that public officials are corrupt and no

heterogeneity in effects across baseline experiences of corruption. Of course, other

2Importantly, there is no value judgment in characterizing a situation as institutional incongru-
ence. Indeed, there may be gains to having internal consistency of rules across several domains
even if in one domain the formal institutions do not determine the “rules of the game.”
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features of our treatment could potentially explain the negative effect and none of

them are completely satisfying given the full set of results.

With these findings, we contribute to three stands of literature. First, we add to

the literature on tax mobilization in developing countries by finding a counterintuitive

effect of information (Ali et al. 2014 , Gauthier and Reinikka 2006 , Khan et al.

2016). Within this literature, there are a number of interesting field experiments

on the determinants of tax compliance (see (Mascagni 2016) for a review). Most

tax experiments focus on deterrence of tax avoidance and those with information

treatments find null or positive treatment effects (Shimeles, Gurara & Woldeyes

2017, Mascagni, Nell & Monkam 2017). We also contribute to experimental studies

on transparency (Kosack and Fung 2014, Banerjee et al. 2015). In a related paper

to ours, Timmons and Garfias (2015), by looking at the effects of making municipal

budget audits public, show a strong relationship between information revelation and

tax mobilization , but they work at an aggregate level. Finally, our findings give

empirical support to the literature on the importance of political legitimacy for state

development (Greif and Rubin 2015) . In particular, our findings do not fit easily

into the arguments in Levi et al. (2009) , who claim that greater transparency in

the rules of the game improves political legitimacy.

2 Setting, Experimental Design and Data

In 2015, Togo’s Doing Business - Paying taxes rank was 163 out of 188 countries,

similar to its Human Development Index rank of 162/188. It’s capital city, Lomé,
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is home to around 1.5 million people in the greater metro area, more than a fifth of

Togo’s population. In Lomé, firms such as barbers, carpenters and tailors usually

consist of an owner-operator and several apprentices. Despite these firms’ small size,

they are visible and long-lived, often requiring a fixed workspace and an inventory

of materials and often employ signage. Many of these firms participate in the formal

apparatus of the state, either by paying official fees, obtaining official licenses or

paying taxes on their economic activity.

There are a variety of taxes and fees associated with running a business. By far

the most important is a synthetic tax that requires all firms below 30,000,000 CFAs

($ 50,000) revenue to pay a percentage of their yearly revenue as taxes to the national

government. Since these firms typically do not employ formal accountants (they are

not required by law to do so), there is potentially a severe informational burden to

establish tax compliance. Governments in West Africa have designed tax policy to

accommodate the wide range of firm types that exist. In Ghana, for example, there

is a tax stamp system specially designed for firms in the informal sector.

In Togo, firms can voluntarily declare the amount of revenue and pay the taxes

accordingly. Through interviews with firms and tax officials, we learned that volun-

tary disclosure was extremely rare. More common is the practice of a tax collector

physically showing up at the firm, once a year, and assessing a tax amount based on

the firm’s assets and size, often determined by a quick glance around the shop. The

firm receives a ticket to pay a certain amount and then taxes should be paid at the

tax office. Given this environment, there are several mechanisms of evasion. First,

firms might hide assets or work orders or try to appear less busy than they are so
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that less tax is recorded by tax officials. Second, tax collectors can take a bribe from

the firm to avoid tax payments. Since these firms have no tax identification number,

tax collectors have quite a bit of discretion concerning who owes taxes. Third, firms

may physically hide or close down to avoid tax collector visits. Finally, firms may

negotiate with tax collectors to lower their payments, relying on social pressure. Im-

portantly, for any of these mechanisms, firms may or may not have knowledge of the

actual amount of tax that they owe and simply try to minimize the tax amount that

they give to the tax collector.

In 2014, we performed a baseline survey of 871 firms with 643 of them located in

Lomé and surrounding areas. The baseline survey questionnaire contained questions

on firm characteristics such as a complete description of assets, monthly expenditures

and revenue. The most important component of the survey for the paper at hand

is a series of questions on participation in and experiences with the tax system,

both local and national. Additional components of the survey concern the firm

owner and are questions on civic engagement and political participation. With this

baseline information, we can assess pre-intervention tax incidence as well as what

information firms have about their tax obligations. According to the baseline survey,

only 8% of firms are officially registered while 41% pay taxes. Firms are more likely

to participate in the tax system if: firm owner is not poor (self-assessed), has a higher

number of dependents, is male, has higher value of firm’s assets, and has electricity.

Surprisingly, years of education is not related (Blimpo and Castañeda Dower 2017)

. Nearly all firm owners, however, say that firms should pay taxes to the state.

We asked firms which factors determine the amount of tax you pay? The factors
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we asked about were revenue, profits, assets, the number of apprentices, the firm’s

appearance, ethnicity, political connections or other. Nearly half (49%) answered

that they didn’t know whether a particular factor mattered at least once and about

a quarter of firms (24%) answered that they didn’t know for all factors. In the

following table, we report on the quality of firm owners’ information. While about

a third of firms identify revenue as a condition, overwhelmingly the assets and firm

appearance are mentioned.

We see evidence of an equilibrium forming. The formal law requires firms to pay

according to their revenue or profits (if able to submit formal accounting of them).

Tax officials due to information constraints must approximate a firm’s revenue in
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order to adhere to the tax code. They do this using expected revenue based on

assets and appearance and prior information on how similar firms have paid taxes or

disclosed revenue. Our baseline survey suggests that this is not a bad approximation

method. The value of a firm’s assets strongly predicts our measure of revenue.3 Firms

then expect taxes to be assessed based on assets and appearance and act accordingly

to limit their tax burden.

2.1 Experimental Design

We experimentally varied information about taxation available to firms. We ran-

domly selected 424 firms and then randomly assigned half to treatment and half to

control. 4 The experiment restricted attention to firms in Lomé, which were over-

sampled at baseline to accommodate the experiment. 5 Due to our sample size, we

opted for a single treatment arm to increase power.

3Direct questions about revenue, especially for firms who may not be currently paying taxes, can
be sensitive questions and firms may elect not to answer such questions. Instead of directly asking,
we simulate a firm’s revenue in two ways. First, we ask questions about the number of orders in the
past month, the value of the minimum and maximum order, and the value of the two most recent
orders and use this information to estimate a firm’s revenue. These questions also give us an idea
about revenue level and variability. Second, we replicate what the tax authorities do informally
by calculating the expected revenue from a regression of the first measure of revenue on the firm’s
assets.

4The experiment was a component of the larger survey. We randomly sampled 871 firms within
a 50 km diameter in four border towns: Aflao in Ghana, Lomé and Aného in Togo and Grand Popo
in Benin.

5Since exact addresses of firms are not known, we adopted a sampling technique employed by
Afrobarometer. Using census tracts as enumeration areas, for each area/day, we randomly select
a starting point on the map. Upon arriving at the starting point, the enumerators start from the
nearest junction and select 5 businesses in each direction by counting businesses on both sides of
the street and selecting every fifth business. Once the firm entered the baseline sample, we kept in
touch with firms through their mobile phone numbers and/or visits to their physical location. We
randomized treatment assignment using firm identification numbers that we created at baseline.
Attrition was relatively minor but will be discussed in the next subsection.
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Our informational intervention consisted of the provision of information about

tax obligations and benefits of taxation to firm owners and society at large. The

information included was based on the tax code as well as our interviews with senior

tax officials concerning information that they would like these firms to know. Along

with information about their tax obligations, the treatment also consisted of what

taxes pay for and the cost of these services. A sample packet is shown in the appendix.

The most intensive part of the experimental design was the training of the enu-

merators on the tax code. All enumerators sent to the field had to pass an exam on

the tax code, which consisted of working through different firm-specific tax scenarios.

Both national and local taxes were covered.

The treatment group was surveyed at baseline and endline. In between surveys,

these firms received an information packet and consultation. We then followed up 30

days later for individual consultations on the tax code and how it would apply to the

firm. Firms were asked to answer a few questions about their firm and depending

on their response, the enumerators provided the relevant information if there were

any inconsistencies with the state’s and the firm’s understanding of tax compliance.

The control group were surveyed at baseline and at endline with no interaction ex

interim. For reference, the timing of the experiment is summarized in Figure 1.

This informational treatment is designed to empower firms in their obligation to

pay taxes. The experiment can answer whether an informed citizenry translates into

better tax participation and whether greater institutional transparency can improve

beliefs about the legitimacy of the state. To answer these questions, we employ an

identification assumption, which holds in expectation due to randomized assignment,
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that the average net effect of unobservable and observable causes (other than the

informational treatment) is statistically similar in the treatment and control groups.

2.2 Data

In total, we successfully reached 385 firms, 194 in treatment group and 191 in control

group, from the 424 firms randomly selected from the baseline survey. While there

are a variety of firms in the sample, they are primarily tailors or embroidery (40%)

and barbers or hairdressers (37%). There is no discernible difference, on average,

between firms that were selected to participate in the experiment and those that

did. In table 1, we present results from running a regression of treatment status

(an indicator variable taking a value of one if received the information intervention

and participated in the endline survey and zero if assigned to the control group and

participated in the endline survey) on a number of firm and firm owner character-

istics measured at baseline. We then run a simultaneous test of the null that these

variables (or subgroups of them) can be excluded to assess whether there is any sys-

tematic correlation with treatment status. According to the F-statistics in columns

(1)-(4), which correspond to simultaneous tests for firm characteristics, firm owner

characteristics, both and both conditional on firm type fixed effects, we fail to reject

the null that these variables can be excluded at the 10% level.

The main outcome of interest is a dummy variable indicating whether a firm

currently pays taxes. This variable tracks the extensive margin of tax compliance

since all firms in our survey are required to pay taxes.

The next set of outcome variables are used to assess the firms views on the
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legitimacy of state actors. They capture three dimensions of legitimacy: 1) Benefits

transfer: the state gains legitimacy as it delivers better public goods; 2) Procedural:

the state gains legitimacy as it governs in a fair manner. 3) Trust: the state gains

legitimacy as it builds trust. Government performance is assessed on a 5-point scale,

which we convert to an index between zero and one. Our measure of procedural

legitimacy is an indicator of whether firms perceive tax officials as abusive. And our

measure of trust in authorities is again assessed on a 5-point scale and converted to

an index.

3 Impact of Information

3.1 The impact of the treatment on firm’s information

We begin by examining whether the information treatment translated into better

information about taxation. We tested their knowledge of the tax system in two

different ways. The first question comes directly from the interviews with tax au-

thorities and was not asked at baseline. The authorities were concerned that firms

were confused about which taxes to pay to whom. Basically this boils down to a

distinction between which taxes are local and which are national.

In the endline survey, we asked which two (out of five options) of the following

taxes are collected by the Mayor’s office? In the treatment group, 29% of respondents

answered correctly and 97% had at least one correct response, compared to 7% correct

and 53% with at least one correct response in the control group. We asked the same

question for Revenue Authority taxes and observed similar results: in the treatment
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group, 26% answered correctly and 82% had at least one correct response, compared

to 3% correct and 22% with at least one correct response in the control group. These

differences are striking and evidence that the treatment was effective in transmitting

information that tax authorities themselves wanted firms to know.

To verify the quality of information also differed, we again asked which factors

were used to determine tax amounts. Unfortunately, not all respondents answered

this question, although one could view a nonresponse as indicating ignorance. The

share of affirming at least one factor, whether it mattered formally or not, was higher

in the treatment group (76% compared to 61% in the control group). One could argue

that less reluctance to answer in the treatment groups signals more confidence on

how taxation works. In table 3.1, we report the share affirming that a factor matters

for tax evaluation (can name multiple factors):

Revenue Profits Assets # of Firm Ethnicity Political
Apprentices Appearance Connections

Treatment 28% 25% 37% 40% 31% 4% 1%
Control 16% 9% 35% 34% 26% 0% 0%

At baseline 18% 17% 52% 45% 48% 3% <1%

Bold type indicates difference in means is statistically significant at 5% level.

We see that the treatment group is much closer to the formal obligation than

the control group. Thus, we conclude that the informational treatment did have an

impact on firms’ information sets. By taking advantage of the baseline survey, we

can code a variable to indicate changes in information. To do this, we create two

indicator variables, one that assigns a value of one to a firm if the firm gives the
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correct factors according to the tax law at baseline and zero otherwise and another

that assigns a one to those firms that had incorrect information at baseline but

correct information at endline. We use this variable in subsequent analysis to verify

that the treatment effect is operating through those that change their information.

3.2 The impact of information on tax compliance

We estimate the following regression to understand whether the informational treat-

ment affects tax compliance:

yi = α + πITT ∗ Treatmenti + εi

where y is an indicator that a firm currently pays taxes. Treatmenti is determined

by randomized assignment and hence π is an estimate of the intent-to-treat effect.

For the benchmark estimate, we use the difference in means. We also report the

ANCOVA estimator with baseline tax participation. To improve precision, we also

employ a set of control variables, which are a firm’s size and value of assets, whether

a firm has electricity, the an indicator of primary education, age and marital status

of the firm owner and firm-type fixed effects.

Firms who received the treatment are 23% less likely to pay taxes than firms

who did not (statistically significantly different from zero at the 10% level), reported

in column (1) of table 2. Around 40% of firms in the control group pay taxes

at endline, suggesting that there is considerable scope for factors to influence the

extensive margin of tax compliance. Information is clearly one of these factors.6

6This sensitivity is especially important considering how expectations can give rise to Pareto-
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Thus, while this strong response is not surprising, the direction of the effect is.

In fact, conditional on paying taxes at baseline, treated firms are 35% less likely

to pay (statistically significantly different from zero at the 1% level), reported in

column (2). These are startling results and inconsistent with a number of theories

of tax compliance. In columns (3)-(5), we introduce control variables measured at

baseline, but most of which should not have changed much within a year. First, we

include owner characteristics (column 3), then firm characteristics (column 4) and

finally firm-type fixed effects (column 5). The relationship becomes more precisely

estimated. Conditional on the full set of controls and paying taxes at baseline, treated

firms are nearly 50% less likely to pay taxes at endline (statistically significant at

the 1% level).

Since we can not control the spread of information given to treatment firms after

the intervention, some control firms could have received this information. In order for

contamination to explain the results, the control group would have to have responded

more positively than the treatment group to the treatment, which could happen

if a treated firm provided information to a control group firm and was better at

communicating the information than the treatment intervention on its own. However,

this is unlikely since first we observe that firms in the control group roughly pay taxes

at a similar rate as the overall baseline rate of 41%. Second, given the setting, it is

unlikely that the treatment and control firms interacted very much. Firms who were

treated may have shared this information within their social network, but there are

no obvious connections between their social networks and firms in the control group,

ranked multiple equilibria in this setting, i.e. views about legitimacy affect tax compliance but tax
base affects views about legitimacy.
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besides geographic proximity which would have had considerable decay due to our

sampling strategy. The reason is that most social networks fall on family/village and

trade lines.

To verify that this effect operates through changes in information, we employ

the indicator variable described in the previous section describing whether a firm

had incorrect information at baseline but correct at endline and include a control

variable to indicate those firms that had correct information at baseline. The omitted

category then is incorrect at endline. Since a firm that demonstrates a change in

information is likely to differ systematically from firms that do not, we instrument for

the change in information with treatment assignment to get a local average treatment

effect. Thus, we estimate the following regression to understand whether changes in

information affect tax compliance:

yi = α2 + πLATE ∗ InfoChangei + ν2CorrectInfoPrei + η2PaysTaxPrei + ui

InfoChangei = α1 + ψTreatmenti + ν1CorrectInfoPrei + η1PaysTaxPrei + vi

where y is an indicator that a firm currently pays taxes. We report results with the

ANCOVA estimator with baseline tax participation. As before, to improve precision,

we also employ a set of control variables, which are a firm’s size and value of assets,

whether a firm has electricity, the years of education, age and marital status of the
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firm owner and firm-type fixed effects.

In table 3, we report these 2SLS estimates. First stage. Again, we see that

better information leads to less tax participation. The magnitude of the coefficient

is extremely large, suggesting that the tax participation decision, for those firms

whose information sets change due to our treatment, is fully accounted for by the

change in information.

3.3 Channels of influence

To explore channels of influence, we take a factor X, measured at baseline, and

interact it with the treatment variable to give the following specification:

yi = α + π ∗ Treatmenti +Xiβ + γ ∗ Treatmenti ∗Xi + εi

where the marginal effect of receiving the treatment is still the quantitative object

of interest. However, we are interested in how this effect varies at different values

of the factor X. We present the estimates in figures 2-5 below and include 95%

confidence intervals in bars.

We begin by looking at heterogeneity with respect to baseline tax participation.

As the reader may have noticed in the previous tables, there is persistence in tax

behavior. However, it is precisely those firms that pay taxes at baseline that are

most negatively affected by the treatment (statistically significant at the 5% level),

as shown in figure 2. Interestingly, for those firms that didn’t have the experience

of paying taxes at baseline, the treatment group is statistically indistinguishable

from the control group in terms of tax participation at endline. This last result
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also provides a silver lining to these negative findings since behavioral persistence

is disrupted by this simple information intervention. More broadly, if firm behavior

is sensitive to information, then there is scope for a low cost policy to have large

positive impacts. More importantly for our analysis, though, is the fact that the

negative treatment effect is driven by those who are dropping out of the tax system,

which is consistent with firms updating their views on the legitimacy of the state

with new information.

Since the legitimacy of taxation is an important factor in voluntary compliance,

firms may choose not to participate if they view the manner in which they are or

supposed to be taxed as illegitimate. For instance, under a poor information regime,

the firm may have attributed illegitimacy to tax official’s behavior independent of

the tax code. Better information would lead to a realization that tax officials are

merely trying to ensure tax compliance. Firms could respond either by viewing

tax officials’ behavior as legitimate or instead ascribe it to the tax code or state

itself. If legitimacy explains the results, then we would expect the treatment effect

to be sensitive to previous experiences paying taxes and with tax officials. For tax

experiences, we focus on two factors, how unpredictable a firm perceives taxes to be

(pre-treatment) and an index of (negative) tax experiences at baseline. In Figure 3,

we see that those firms that found taxes unpredictable at baseline are more likely to

dropout (statistically significant at the 5% level). These firms are very likely to have

experienced the wedge between formal obligations and informal practices since the

tax code is fairly straightforward and predictable for this group of firms. In Figure 4,

we see that those firms that had better tax experiences at baseline are more likely to
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dropout (statistically significant at the 5% level), suggesting that informal practices

may have been viewed as legitimate while formal ones were not.

3.4 Information and legitimacy

If the cause of the negative response is changes in views about the legitimacy of the

state, then we should find evidence of treated firms perceiving the state to be less

legitimate. In the endline survey, we asked several questions regarding the legitimacy

of the state and coded up these variables as discussed in the data section.

In table 4, we report the results of looking at the index of government performance

as an outcome variable. We look at both local government performance (columns

1-3) and national government performance (columns 4-6). In columns (2) and (4),

we control for baseline value of the index of government performance and, in columns

(3) and (6), we add firm owner controls. Across all specifications, we see statistically

significant at the 10% level or higher and negative treatment effect on assessments of

government performance at both the local and national level. Firms in the treatment

group have roughly 20% worse assessments at the local level and about 33% at the

national level.

Next, we ask whether the treatment affected firms’ views on tax officials being

abusive in the manner they ask for taxes and report the results in 5. The control

group perceives tax officials as abusive at a high level (close to three-fourths), but the

treatment group is still more likely to report this view. In column (2), we control for

tax participation at baseline, in column (3) we add firm owner controls, in column

(4) we add firm level controls and column (5) adds firm-type fixed effects. In all
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specifications, the coefficient on treatment assignment is positive and statistically

significant at the 10% level or higher.

Finally, in table 6, we investigate the impact of information on trust in various

arms of the government. In column (1), we look at local government, column (2)

at the tax system, column (3) at national government, column (4) at the police

and column (5) at schools. This last column represents a kind of placebo test in

which the informational treatment should not impact views on the legitimacy of

schools in contrast to the previous four which all may be involved in tax collection

and enforcement. We see that the treatment group has less trust in the local and

national government, the tax system and the police (all statistically significantly

different from zero at the 1% level), but has similar levels of trust in schools.

3.5 Alternative explanations

What else might explain these results? First, corrupt practices could explain the neg-

ative relationship between the informational treatment and tax participation. Tax

officials may be purposively failing to implement the tax code for the betterment of

themselves and the treatment could expose this behavior. Obtaining better informa-

tion about one’s tax obligations and what tax officials’ were supposed to be doing

should empower firms to not comply with tax officials’ illegitimate requests. If tax

officials are behaving in a predatory manner, then the firm may simply keep out of

view or ignore the tax officials’ demands. Since corruption is persistent, we could

investigate how the treatment effect varies by baseline assessments of corruption at

the local level. In Figure 5, we see that those firms that had higher assessment of

21



local corruption at baseline are less likely to dropout (relative to a mean response

that is stable for the control group across different levels of perceived corruption).

That is, the relationship is exactly opposite as the one that would explain the nega-

tive response, i.e. those who faced higher levels of corruption are more likely to drop

out. However, only one of the conditional treatment effects is statistically significant,

suggesting that corruption is not a major channel of influence. We also ran results

looking at how the treatment affected endline assessments of corruption and there

are no statistically significant differences.

Second, the particular way that information was delivered may be responsible.

For example, information may be counterproductive if given by outsiders. In our

setting, barbers have the most active trade associations and these associations are

important arenas for information transmission. If the delivery of information explains

the negative result, we might expect barbers to not comply the most. The results

for information transmission are less conclusive. Allowing for a different treatment

effect for barbers does not give statistically precise results and we do not present the

results. If we allow for a separate treatment effect for each firm type, none of the

effects are precisely estimated.

Third, the informational treatment could have revised firms’ assessment of the

benefits of taxation downwards. However, since this effect simply operates on the

benefit side of the cost-benefit calculus, it is still related to the negative relationship

between better information and political legitimacy. The policy implications are

different in this case, however. Our survey asks questions about how satisfied the

firm is with various public services. Since the information about the benefits of
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taxation primarily focused on public goods, we can test whether there is a treatment

effect on firms’ assessments of the quality of public goods. Table 7 presents the

results from running a regression of firms’ satisfaction with public goods on treatment

status. We find that treated firms are between 11-21% less satisfied with trash

services, public electrification, and road maintenance, all of which we emphasized in

our informational intervention. Firms could have been surprised by the cost of public

services relative to the perceived quality and then revised downward their assessment

accordingly. While we can not rule out that information about the costs of these

services led to less satisfaction with these services and, as a result, a lower likelihood

of paying taxes, there are two reasons to think that this does not explain the whole

story. First, the elasticity of the likelihood of paying taxes with respect to public

goods satisfaction would need to be greater than one (our benchmark treatment effect

on tax participation is -25%). In the baseline, this elasticity is precisely estimated

to be less than one half; of course, this value is confounded by endogeneity bias

and signing this bias is difficult. Second, treated firms were also less satisfied with

public health services, administrative services and maintenance of law and order,

services we emphasized less or not at all in the information intervention. Hence, an

alternative explanation of this treatment effect on public goods satisfaction is that

changes in views on political legitimacy also impacted satisfaction with any factor

associated with the tax system, such as public services funded by these taxes.

Finally, our informational intervention could have revealed how to better evade

taxes. Again, since this relates to a cost-benefit calculation of paying taxes, this

explanation would still involve a negative relationship between information and the
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political legitimacy of taxation.

Of course, we can not rule out that there may be other specific details of the

intervention that drive the results, but we feel these are the main criticisms.

4 Conclusion

Increasing institutional transparency should increase political legitimacy and volun-

tary compliance. For taxation of SMEs in Togo, we find this not to be the case. While

firm owners react strongly to an intervention that revealed the tax rules, firms in the

treatment group are less likely to pay taxes and have worse views of state actors.

This sensitivity heightens the possibility of a vicious or virtuous cycle, depending on

whether the firms view the formal apparatus of the state as legitimate.

Would these firms ever view taxation as legitimate? Importantly, nearly all of

the firms in our sample think that SMEs should pay taxes. We asked our firms how

they should be taxed and a number for firms responded that there should be a fixed

payment. A fixed payment would remove the agency costs involved in discerning

revenue among firms without formal accounting methods. It is also easy to under-

stand, simple to implement and gives credibility to the state by placing a reasonable

obligation upon firms and tax collectors. The drawback of fixed payment is of course

that firms bear the full risk when revenue streams are uncertain and it is regressive

in revenue.

Our experiment is limited in what it can tell us about the actual causal mecha-

nisms at work. For example, were firms reacting to new knowledge about the rule
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itself or the new perceptions of the behavior of those trying to implement the rule or

those who were behaving contra to the rule? While our findings point to the impor-

tance of political legitimacy for tax mobilization, we have not established a causal

effect of legitimacy on voluntary compliance nor have we properly determined how

important voluntary compliance is for state capacity or tax mobilization. Future re-

search could investigate in more detail how citizens’ or firms’ perceptions of the state

affect economic behavior and to what degree these interactions place constraints on

the state.
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Etude des petites entreprises du secteur privé 

I.   Message aux entreprises sur la taxation 

1.   Taxes municipales 

La Mairie de Lomé est habileté à prélever auprès de tout acteur économique qui opère dans ses limites des 
taxes dites municipales. En tant que [insérer le type de métier], deux types de taxes municipales vous concernent : 

-   La taxe sur la publicité :  
i.   Plaques directionnelles :  

2500 F par face et par an dans la limite de 1m2. La plaque peut ne pas contenir une flèche indicatrice. Ce qui 
est nécessaire c’est l’information qui est inscrite sur la plaque pour situer l’entreprise. Si la surface de la 
plaque directionnelle dépasse 1 m2, ce qui voudrait dire qu’elle contient des informations qui vont au-delà de 
la simple situation géographique. En ce moment il revient aux agents techniques de la Mairie d’apprécier 
pour voir si cette plaque doit passer dans la catégorie des panneaux réclames ou pas.  

 

 
 

Par exemple l’une des plaques ci-dessus contient non seulement des informations sur la propriétaire du salon 
de coiffure, mais aussi des informations sur les différents services qui sont offerts dans ce salon. Une telle 
plaque peut être jugée comme faisant partie de la catégorie des panneaux. Très souvent les gens utilisent trop 
de plaques qu’il n’en faut et par la suite ils se rendent compte qu’ils ne peuvent pas supporter les coûts. Dans 
ce cas, ils peuvent retourner vers les services compétents de la Mairie ; qui à leur tour dépêchent leurs agents 
sur le terrain  pour enlever les plaques qu’ils jugent inutiles. Cette modification fera l’objet d’une actualisation 
de la base de données au niveau de la Mairie. 
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II.   Message aux entreprises sur l’usage des recettes fiscales 

1.   Gestion des recettes municipales par la Mairie de Lomé 

Les recettes municipales de la Mairie de Lomé contribuent à la provision de toute une panoplie de services de 
la Mairie aux habitants de la ville de Lomé. Parmi ces services, l’on peut citer :  

i)   l’éclairage public,  
ii)   le ramassage et la gestion des ordures ménagères,  
iii)   le balayage des voies publiques,  
iv)   le maintien de la propreté de la ville,  
v)   l’assistance aux personnes nécessiteuses telles que les orphelins et les malades,  
vi)   l’entretien, la surveillance et l’exploitation des cimetières,  
vii)  l’inhumation des morts délaissés à la morgue du CHU Sylvanus Olympio de Tokoin. 
viii)   Etc. 

En 2014, les dépenses faites par la Mairie pour faire face aux services susmentionnés sont : 

•   Éclairage public, feux tricolores 1.007.405.865 F 
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Figure 1: The timeline of the study
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Figure 2: Information and persistence in tax behavior
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Figure 3: Heterogeneous treatment effects: Tax unpredictability
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Figure 4: Heterogeneous treatment effects: Tax experiences
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Table 1: Covariate balance

Dep. Var. = Treatment status (1) (2) (3) (4)

Pays taxes at baseline 0.081 0.060 0.049
(0.056) (0.061) (0.063)

Firm’s assets 0.013 0.012 0.002
(0.027) (0.028) (0.032)

Firm has electricity 0.058 0.070 0.064
(0.064) (0.069) (0.092)

Firm size 0.034 0.050 0.049
(0.039) (0.040) (0.057)

Firm has signage -0.056 -0.052 -0.035
(0.055) (0.061) (0.069)

No. of apprentices -0.006 -0.009 -0.009
(0.015) (0.015) (0.019)

Firm has a license -0.064 -0.110 -0.125
(0.102) (0.105) (0.108)

Firm owner completed primary school -0.089 -0.110 -0.086
(0.055) (0.057)* (0.059)

Firm owner is female 0.013 0.050 -0.023
(0.056) (0.063) (0.089)

Firm owner is married 0.021 0.021 0.008
(0.059) (0.060) (0.062)

Firm owner’s dependents 0.004 0.002 0.005
(0.009) (0.009) (0.010)

Firm owner’s age 0.003 0.002 0.001
(0.003) (0.003) (0.004)

Firm owner is poor (self-assessed) -0.091 -0.070 -0.062
(0.061) (0.064) (0.066)

Intercept 0.246 0.452 0.250 -0.168
(0.337) (0.116)*** (0.356) (0.405)

Firm-type fixed effects No No No Yes
F test statistic 0.86 1.24 0.86 0.60
p-value 0.54 0.29 0.59 0.86

R2 0.02 0.02 0.03 0.06
N 378 360 354 354

* p < 0.1; ** p < 0.05; *** p < 0.01

Notes: The dependent variable is an indicator of whether the firm was assigned
treatment. Standard errors are robust to arbitrary forms of heteroskedasticity. The
F test statistic is for the null that the covariates are jointly excludable.
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Table 2: Information and tax participation

Dep. Var.= Pays taxes at endline

Treatment=1 -0.092 -0.127 -0.131 -0.141 -0.141
(0.049)* (0.045)*** (0.046)*** (0.046)*** (0.048)***

Pays taxes 0.367 0.390 0.341 0.311
at baseline (0.047)*** (0.050)*** (0.053)*** (0.056)***

Intercept 0.406 0.274 0.316 -0.135 -0.192
(0.036)*** (0.036)*** (0.076)*** (0.270) (0.300)

Owner controls No No Yes Yes Yes
Firm controls No No No Yes Yes
Firm type FE No No No No Yes

R2 0.01 0.15 0.16 0.21 0.23
N 383 383 373 367 367

* p < 0.1; ** p < 0.05; *** p < 0.01

Notes: The dependent variable is an indicator of whether the firm currently pays
any taxes (for the fiscal year). Owner controls are marital status, primary education,
gender, age, number of dependents and self-reported as poor. Firm controls are value
of assets, electricity hook-up, firm size, number of apprentices and whether firm has
signage. Standard errors are robust to arbitrary forms of heteroskedasticity.
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Table 3: Changes in information and tax participation

First-stage Dep. Var.= Pays taxes at endline

Treatment=1 0.121
(0.041)***

Info. change -1.062 -0.964 -1.094 -0.950
(0.546)* (0.505)* (0.548)** (0.441)**

Correct info. -0.323 -0.395 -0.357 -0.432 -0.370
at baseline (0.030)*** (0.178)** (0.176)** (0.194)** (0.153)**

Pays taxes 0.034 0.414 0.413 0.350 0.326
at baseline (0.042) (0.070)*** (0.068)*** (0.075)*** (0.071)***

Intercept 0.238 0.538 0.102 -0.327 0.031
(0.032)*** (0.162)*** (0.150) (0.416) (0.528)

Owner controls No No Yes Yes Yes
Firm controls No No No Yes Yes
Firm type FE No No No No Yes
F-stat 8.15 8.73 7.85 10.23
N 385 383 360 354 354

* p < 0.1; ** p < 0.05; *** p < 0.01

Notes: The dependent variable is an indicator of whether the firm currently pays
any taxes (for the fiscal year). Owner controls are marital status, primary education,
gender, age, number of dependents and self-reported as poor. Firm controls are value
of assets, electricity hook-up, firm size, number of apprentices and whether firm has
signage. Standard errors are robust to arbitrary forms of heteroskedasticity.
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Table 4: On a 5-point scale, how would you rate the performance of the ...?

Local authorities National authorities

Treatment=1 -0.053 -0.051 -0.062 -0.061 -0.053 -0.072
(0.025)** (0.025)** (0.026)** (0.028)** (0.028)* (0.029)**

Performance 0.048 0.029 0.148 0.154
at baseline (0.045) (0.049) (0.047)*** (0.050)***

Intercept 0.336 0.315 0.316 0.352 0.275 0.234
(0.019)*** (0.027)*** (0.069)*** (0.021)*** (0.031)*** (0.074)***

Owner controls No No Yes No No Yes

R2 0.01 0.01 0.05 0.01 0.04 0.08
N 363 361 343 362 360 342

* p < 0.1; ** p < 0.05; *** p < 0.01

Notes: The dependent variable is an index of firm owner’s assessment of government
performance (higher is better). Owner controls are marital status, primary education,
gender, age, number of dependents and self-reported as poor. Firm controls are value
of assets, electricity hook-up, firm size, number of apprentices and whether firm has
signage. Standard errors are robust to arbitrary forms of heteroskedasticity.
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Table 5: The Effect of Information on Perceptions of Extractive Behavior (measured
at endline) Are local officials abusive in that they ask for too much tax?

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

Treatment=1 0.095 0.095 0.117 0.105 0.109
(0.052)* (0.052)* (0.055)** (0.054)* (0.055)**

Paid taxes 0.007 0.041 0.054 0.045
at baseline (0.050) (0.053) (0.056) (0.057)

Intercept 0.734 0.731 0.774 0.420 0.316
(0.042)*** (0.051)*** (0.128)*** (0.361) (0.465)

Owner controls No No Yes Yes Yes
Firm controls No No No Yes Yes
Firm type FE No No No No Yes

R2 0.01 0.01 0.07 0.08 0.11
N 267 267 255 251 251

* p < 0.1; ** p < 0.05; *** p < 0.01

Notes: The dependent variable is an indicator of firm owner’s assessment of tax
officials as abusive. Owner controls are marital status, primary education, gender,
age, number of dependents and self-reported as poor. Firm controls are value of
assets, electricity hook-up, firm size, number of apprentices and whether firm has
signage. Standard errors are robust to arbitrary forms of heteroskedasticity.
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Table 6: The Effect of Information on Trust in the Government (measured at endline)
On a 5-point scale, how much do you trust the ...?

Local Tax National Police Schools

govt. system govt.

Treatment=1 -0.081 -0.121 -0.098 -0.169 0.004
(0.025)*** (0.027)*** (0.027)*** (0.028)*** (0.026)

Intercept 0.315 0.357 0.329 0.425 0.637
(0.018)*** (0.020)*** (0.020)*** (0.020)*** (0.016)***

R2 0.03 0.05 0.04 0.09 0.00
N 361 350 355 366 371

* p < 0.1; ** p < 0.05; *** p < 0.01

Notes: The dependent variable is an index of firm owner’s trust in state actors (higher
is more). Owner controls are marital status, primary education, gender, age, number
of dependents and self-reported as poor. Firm controls are value of assets, electricity
hook-up, firm size, number of apprentices and whether firm has signage. Standard
errors are robust to arbitrary forms of heteroskedasticity.
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Table 7: The Effect of Information on Satisfaction with Public Goods (measured at
endline) On a 5-point scale, how much satisfied are you with the following public
services...?

Trash Electricity Roads Order Labor Health Administrative

Treatment=1 -0.104 -0.076 -0.054 -0.120 -0.029 -0.054 -0.117
(0.032)*** (0.031)** (0.029)* (0.029)*** (0.033) (0.029)* (0.029)***

Intercept 0.489 0.467 0.483 0.405 0.478 0.440 0.400
(0.022)*** (0.023)*** (0.021)*** (0.021)*** (0.022)*** (0.020)*** (0.022)***

R2 0.03 0.02 0.01 0.05 0.00 0.01 0.05
N 339 288 364 361 304 354 314

* p < 0.1; ** p < 0.05; *** p < 0.01

Notes: The dependent variable is an index of firm owner’s satisfaction with public
goods (higher is better). Owner controls are marital status, primary education,
gender, age, number of dependents and self-reported as poor. Firm controls are
value of assets, electricity hook-up, firm size, number of apprentices and whether
firm has signage. Standard errors are robust to arbitrary forms of heteroskedasticity.
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