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ABSTRACT

STUDIES ON THE EFFECTS OF SYMPATHY AND RELIGIOUS EDUCATIONON
INCOMEREDISTRIBUTION PREFERENCES,CHARITABLE DONATIONS, AND
LAW-ABIDING BEHAVIOR

By
ROBERTA DA SILVA CALVET
August, 2011
Committee Chair: Dr. James R. Alm
Major Department: Economics
The purpose of this dissertation is to identify the impact of moral emotions

(sympathy and empathy) and religious education on individual behavior. This dissertation
is divided into three main chapters. The first chapter examines the effect of sympathy and
empathy on tax compliance. We run a series of experiments in which we employ methods
such as priming, the Davis Empathic Concern scale, and questions about frequency of
prosocial behaviors in the past year in order to promote and to identify empathy and
sympathy in subjects. We observe the subjects’ decisions in a series of one-shot tax
compliance game presented at once and with no immediate feedback. Our results suggest
that the presence and/or the promotion of sympathy in most cases encourage tax
compliance. The second chapter takes into consideration religious schooling as a way of
helping the development of religiosity or morality on individuals. Our intent is to
investigate the effect of religious education on charitable donations in adulthood. Our
empirical analysis is based on data from the Panel Study of Income Dynamics dataset.
Our estimation results indicate that there is a positive effect of religious education on

donations to secular and religious organizations. The third chapter explores the



hypothesis that sympathetic individuals are more likely to support income redistribution
because they believe that the poor may benefit from this policy. We use data from the
General Social Survey to estimate support for income distribution. Our results suggest
that some measures of sympathy have a positive effect on support for redistribution.
Across all three main chapters, we find that sympathy has mostly small and
positive effects on the types of behavior examined in this dissertation, although we are
not able to determine the impact of religious education on charitable donations. Despite
the sometimes weak results of this research caused by the limitations of the available data
and the complexity of the issues studied, we believe that the development of these moral

emotions is likely to generate benefits to society.

Xi



INTRODUCTION

Human beings have a system of personal norms in their consciousness giving
them ability to distinguish in many cases between the right and wrong behaviors for a
given course of action. This system is called morality. Economists are recognizing more
and more that an individual’s morality tends to influence an individual’s decisions. For
example, there are some individuals who return anonymously large amounts of money
lost by a stranger and others who spend more to buy green products. Even though there
could be other reasons motivating these behaviors, morality may be important in the

process of decision making for those behaviors.

The purpose of this dissertation is to identify the impact of morality on individual
behavior. We acknowledge that morality is a complex issue, and we are not able to cover
all of its aspects. Instead, we focus on three factors related to morality: empathy,
sympathy, and religious education. “Empathy” is an affective state of “putting yourself in
someone else’s shoes,” identifying what the other person is feeling and responding to it.
It can be to feel the same or a similar emotion as the other person. “Sympathy” is
considered an emotional response of sorrow or concern for another’s wellbeing caused by
the other’s emotional state, a response that is not identical to the other’s emotion. These
two moral emotions, empathy and sympathy, are believed to motivate moral behavior and
to play a role in moral character according to psychology literature (Eisenberg, 2000;
Hoffman, 1998). In addition, religious education may help to develop these moral
emotions, and may influence positively moral character regardless of the religious beliefs

held.



This dissertation is divided into three main chapters. These chapters analyze the
effects of the moral emotions of sympathy and empathy on tax compliance behavior, their
effects on preferences for income redistribution, and the relationship between religious

education and charitable donations.

The first chapter examines the effect of sympathy and empathy on tax
compliance. We run a series of experiments in which we employ methods such as
priming, the Davis Empathic Concern scale, and questions about frequency of prosocial
behaviors in the past year in order to promote and to identify empathy and sympathy on
subjects. We observe the subjects’ decisions in a series of one-shot tax compliance game
presented at once and with no immediate feedback. Our results suggest that the presence
and/or the promotion of sympathy in most cases encourage tax compliance. We also
investigate the priming effect of eliciting empathy on tax compliance. According to our
results, priming empathy has a positive impact on tax compliance under some
circumstances (e.g., if the individual is not Protestant, not a volunteer, or belongs to the
group of donors who have given money to the homeless in the past year). These results
reinforce the inclusion of noneconomic factors in the analysis of tax compliance
behavior, and, more broadly, they support the creation of a new education policy focusing

on the development of these types of moral emotions.

The second chapter takes into consideration religious schooling as a way of
helping the development of religiosity or morality on individuals. Some studies on
charitable giving show evidence that religious individuals are more likely to donate more
time and money compared to a nonreligious group (Brooks, 2004; Wuthnow, 1991) when

religiosity is measured based on religious beliefs and church attendance. As Hand (2004)



states, however, religious teachings can provide moral education to children regardless of
religious beliefs they may hold. Our intent is to investigate the effect of religious
education on charitable donations in adulthood, using data from the publicly available
Panel Study of Income Dynamics. Our estimation results indicate that there is a positive
effect of religious education on donations to secular and religious organizations. We also
find that attending Catholic schools is more likely to increase secular donations, while
attending other religious schools tends to raise religious donations. Another important
result is that individuals with religious education are more sensitive to the price of giving,
thus income tax policies can have an impact on their giving behavior. Unfortunately,
these estimation results are unable to control for any potential selection bias that may be
present in our model. Even so, this chapter provides some evidence to support a new

policy to increase voluntary contributions based on moral education.

Sympathy can influence individuals to help other people in distress as well as to
inhibit behavior that could hurt others since sympathy implies caring about another
person’s welfare. The third chapter explores the hypothesis that sympathetic individuals
are more likely to support income redistribution because they believe that the poor may
benefit from this policy. In this chapter, we acknowledge that there is a problem of self-
selection (since there could be intrinsic values or characteristics that are related to more
sympathy and to more support for income redistribution) and that we are not able to
correct this problem due to limitations of the dataset and the complexity of the issue. We
use data from the General Social Survey to estimate support for income redistribution,
using as measures of sympathy: the Davis Empathic Concern Scale (Davis, 1980); the

importance that they give to personally assisting someone in need; the frequency with



which they feel a selfless caring for others; and some prosocial behaviors as proxies for
sympathy. We observe that some measures of sympathy have a positive effect on support
for redistribution. As with our estimation results in Chapter two, we are unable to control
for any potential selection bias that may exist. Given our restricted analysis, we cannot
definitively support the importance of including this noneconomic factor in the analysis

of redistribution preferences.

We conclude that promoting empathy does not seem to affect tax compliance
behavior overall. One possible reason for this outcome is that the method used in our
experiment may not be effective in changing taxpayers’ attitudes. Another factor may be
that our priming method may affect attitudes but that the change in attitudes is too small.
Finally, these attitudes may not be related to compliance behavior. With respect to
sympathy, there are inconsistent results for the effect of this moral emotion on tax
compliance and on income redistribution. These results may occur because our sympathy
measures may be imperfect proxies for this moral emotion, although it is difficult to
identify which sympathy measure is not adequate. Religious education seems to be
positively related to money and time donations. Nevertheless, perhaps due to our inability
to address the potential selection issue, the effect of religious education could not be

separated from other effects.

In sum, across all three main chapters we find that sympathy has mostly small and
positive effects on the types of behavior examined in this dissertation. We are not able,
however, to determine the impact of religious education on charitable donations. Despite

the sometimes weak results of this research caused by the limitations of the available data



and the complexity of the issues studied, we believe that the development of these moral

emotions is likely to generate benefits to society.



ESSAY 1: THE ROLE OF EMPATHY AND SYMPATHY IN TAX
COMPLIANCE: AN EXPERIMENTAL INVESTIGATION

Introduction

One intriguing issue about tax compliance is why there seems to be so much
compliance. Even though there are very strong incentives to evade in most countries due
to low probabilities of audit and small penalties, taxpayer compliance is higher than
standard economic theory predicts (Webley et al., 1991; Alm, McClelland & Schulze,
1992; Alm, Sanchez & De Juan, 1995). The standard economic model of tax compliance
developed by Allingham and Sandmo (1972) does not seem to provide an answer for this
high rate of honesty since the model suggests that self-interested individuals would
choose to evade when the probability of audit and the fine rate are small.

Some researchers have given noneconomic arguments for this compliance
behavior. One is related to the fact that individuals tend to overestimate the probability of
being detected and the penalty amount. Indeed, there is some evidence in experiments
that some individuals perceive probabilities higher than they actually are (Alm,
McClelland & Schulze, 1992). Another important noneconomic explanation is tax
morale. Tax morale is usually defined as “an individual’s intrinsic willingness to pay
taxes” (Alm & Torgler, 2006, p. 224). Feld and Frey (2007) describe a more complex
meaning for tax morale, as part of a psychological contract between taxpayers and the
government. In their words, the core of tax morale consists of “loyalties and emotional
ties that go well beyond transaction exchanges” (p. 103) between taxpayers and the
government, and hence positively influence tax compliance.

Another important issue is that tax morale and tax compliance seem to be affected

by morality. As Alm and Torgler (2011) argue, it is crucial to consider ethical aspects of



individuals in order to understand tax compliance. There are many ways of incorporating
ethics or morality in a tax compliance decision. For example, Gordon (1989) adds an
individual’s “honesty characteristic”” which acts as a private psychic cost and which
affects evasion negatively; however, some small evaders belonging to the honest group
may evade more if tax rates increase. Erard and Feinstein (1994) offer a model with one’s
moral sentiments of guilt and shame when evasion happens. They find that, when they
use their more realistically constrained models, the effects of guilt and shame diminish
the extent of tax evasion.

Guilt is the most common moral emotion used in research, and is always
considered a psychic cost in the mathematical formulations. Indeed, if an individual
evades taxes, she may feel guilty for betraying the psychological tax contract —assuming
she values tax morale —or for free-riding on public services. Nevertheless, this emotion
may be a result of not behaving according to one’s own ideal behavior. In other words, an
individual may have an ideal behavior that she praises, and, when her actual behavior
deviates from this ideal, she feels guilty. In our analysis, we take into account this
presence of an ideal behavior influencing decision making, more specifically tax
compliance decisions.

According to Akerlof and Kranton (2000), one’s ideal behavior is associated with
the social category to which an individual belongs." Individuals in different social
categories “should” behave differently because they follow mostly different norms or
prescriptions in order to preserve their self-image or identity. For instance, using gender

as a social category, individuals are classified as either a “man” or a “woman.” A simple

! Our definition of “ideal behavior” is the same as Akerlof and Kranton (2010): “exemplary characteristics
and behavior associated with a social category” (p. 11).



example of behavior is to wear a dress. Since a dress is a sign of femininity, women
wearing dresses are happy for doing it; however, men in dresses may feel discomfort or
anxiety for violating the norm of masculinity. Hence, men have an incentive to choose
actions that are in accordance with their ideal behavior based on their identity.

In this chapter, we use the idea of a moral identity framework in order to
determine its effects on tax compliance. We separate individuals into two groups: moral
and amoral. As suggested by Alm and Torgler (2011), we view a moral individual as
someone who considers paying taxes as the ethical norm.? If she behaves differently, then
she may incur a psychic cost. Moreover, she may feel pleased if there is full compliance
for doing “the right thing.” On the other hand, an amoral individual has an ideal behavior
that may not be to comply fully with taxes. As stated in the case of a moral individual, an
amoral individual may feel happy (anxious) if she follows (does not follow) her
prescribed behavior.

We acknowledge that morality is a complex issue, and that we do not intend to
cover all of its aspects. Instead, we focus on two moral emotions that have not been
explored in Economics: sympathy and empathy. Many psychologists argue that sympathy
and empathy motivate moral behavior and play an important part in morality (Eisenberg,
2000). “Empathy” is an affective state of “putting yourself in someone else’s shoes,”
identifying what the other person is feeling and responding to it. It can be to feel the same
or a similar emotion as the other person. “Sympathy” is considered an emotional response
of sorrow or concern for another’s wellbeing caused by the other’s emotional state, a

99 ¢¢

response that is not identical to the other’s emotion. Usually “altruism,” “empathy” and

2 We acknowledge that there are other issues such as satisfaction with the government that we do not
consider.



“sympathy” are considered overlapping terms across different disciplines. In economics,
“altruism” is interpreted as a concern for other that would be included in an altruistic
individual’s utility as other agents’ wellbeing or monetary payoffs. Thus, it is a type of
preference, indicating that a selfish individual would never act altruistically unless she
changes her preference type over time. We define “altruism” as any generous behavior
towards others, unconditional on rewards or punishments, that can be motivated by social
norms or by moral emotions such as empathy or sympathy.®

Eisenberg and Miller (1987) demonstrate that there seems to be a positive
relationship between some measurements of empathy and prosocial behavior, defined as
voluntary behavior that benefits another.” In another study, Miller and Eisenberg (1988)
also argue that empathic and sympathetic responding are moderately and negatively
associated with aggressive and antisocial behavior depending on the method used to
measure empathy. These findings in psychology literature are reasonable if we consider
that one’s empathy can produce either personal distress, i.e., “self-oriented feelings such
as anxiety and worry regarding one’s own welfare” (Eisenberg & Miller, 1987, p. 92), or
sympathy for the other person’s emotional state (Batson & Coke, 1981). In both cases, an
individual with empathy may be inclined to help another person in distress either because
she wants to get away as quickly as possible from the uncomfortable situation due to the
personal distress she is experiencing or because she is concerned about the other’s
welfare due to the feeling of sympathy. Similarly, by empathizing, an individual may

choose to not commit an aggressive or an antisocial behavior because it would not cause

# According to our theory, these moral emotions influence decisions by changing the importance someone
gives to her moral identity; however, she does not gain utility for feeling empathy or sympathy and her
utility does not depend on other individuals’ utility or payoffs. Rather, utility depends on her actual
behavior compared to her morally ideal behavior.

* Altruistic behavior is a type of prosocial behavior when there is no expectation of personal gains.
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negative emotional arousal if she is concerned about her own welfare or because she is
concerned about the other person’s wellbeing.

In sum, we expect that empathy and sympathy will encourage positive behavior
and will inhibit negative conduct. More specifically in the context of this chapter (i.e., a
tax setting), we expect that paying taxes can increase the welfare of others by increasing
public services or government transfers, whereas evading taxes may have the opposite
results. Therefore, we expect that individuals influenced by these moral emotions will
have a higher rate of tax compliance than others.

More specifically, we include the concepts of sympathy and empathy as tools to
identify and to increase the importance of an individual’s moral identity. An important
characteristic of the identity utility model is that preferences can be changed or
manipulated by modifying identities (or their norms) through advertisement or education,
for example (Akerlof & Kranton, 2000). We apply this idea to our model, using the same
definitions of empathy and sympathy presented by Eisenberg and Miller (1987). In this
chapter, we have different methods to elicit empathy or sympathy. Our goal is to
investigate whether the presence of these moral emotions has any influence on tax
compliance.

For this, we create a theoretical model including a moral self-perception
component that is affected by those two moral emotions, and we analyze theoretically
how these influence individual behavior in paying taxes. In order to test the main
hypothesis from our theory, we then run a series of experiments in which we use methods
such as priming, the Davis Empathic Concern scale, and questions about the frequency of

prosocial behaviors in the past year, in order to promote and to identify empathy and
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sympathy on subjects. All subjects play a tax compliance game that consists of six
independent one-shot decisions without immediate feedback from other players’
responses. We believe that those moral emotions may affect individual behavior in a tax
setting.
Theoretical Background

First, we present the standard expected utility model and its predictions about the
behavior of taxpayers. Second, we introduce a model that includes sympathy and
empathy in an individual’s decision making process. In both sections, we separate the
model analyses into two parts, according to the absence or presence of a public good.

The Standard Expected Utility Model

We consider the model created by Yitzhaki (1974), which was based on
Allingham and Sandmo’s (1972) work. An individual taxpayer receives an income I; that
is known to him or her but not to the Tax Authority. The taxpayer chooses an income
amount to declare to the Tax Authority, D;. He faces a tax rate, t, and a probability of
being audited, p. If evasion is detected, a fine, f, based on the evaded tax has to be paid.
The taxpayer chooses D; so as to maximize a von Neumann-Morgernstern utility function
defined as:

maxpyE[U] = (1—=p)U(; — tDy) + pU(l; — tD; — f[tU; — DY) 1)

wheref [t(I; — D;)] is the total penalty paid when evasion is detected. For convenience,
we define Inc (after-tax income if not caught) and I¢ (after-tax income if cheating is
discovered), or: Iyc = I; — tD;, andl, = I; — tD; — f[t(I; — D;)].

The first-order condition from this maximization (1) is given by:

—t{(1 =p)U'Iyc) = p(f =D U'U)} =0 ()
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Assuming that the utility function is concave, we have as a second-order condition (S)
that:

S=t*{(1—p)U"Unc) + p(f —D?U"U)} <0, ®3)
In order to have an interior solution, the marginal expected utility has to be positive when
the declared income is equal to zero (D; = 0), and negative when the amount declared is

equal to true income (D; = I;). These conditions are respectively:

ur(l)
pf>r+ A -Pyim (4)

and
pf < 1. (5)

If the conditions (4) and (5) hold, then there is a positive amount of evasion. In
the first condition, the right-hand side of the inequality is positive and less than one. The
second condition indicates that evasion will occur when the product of the audit
probability and the fine rate is less than one. Thus, these conditions indicate some
required restrictions on the parameters for cheating on taxes.

The main analysis of this model is to observe the effects of changes of some
parameters on declared income. We focus on two important ones: the fine rate and the

probability of getting caught. These effects are given by:

oD* _ t[u (INC)+ (f—l)U (IC)] >0 (6)
dp S

and
oD* - _ tp[U'Uo)- t(F—1)U-D)U" (I)]

T - > 0 @)
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These comparative statistics results indicate that the effects of the penalty rate and the
audit probability on the level of declared income are the same: if either one increases, a
taxpayer’s amount of income declared to the Tax Authority also increases.

When we introduce a public good, a taxpayer’s expected utility incorporates the
amount received from tax payments of all taxpayers. We assume that a taxpayer takes the
actions of others as given (Cournot-Nash behavior), and that there is only one period
(thus, no reason for positive or negative reciprocity). Expected utility becomes:
max;pyE[U] = (1 = p)U(l; — tD; +=(G + D)) + pU(l; — tD; — flt(l; —
Di+rnG+tDr) (8)
where n is the number of members in the group, k is the public good multiplier®, and G is
the part of the public good originating from taxes paid by all other members of the group
to which individual i belongs.

With the presence of a public good, the first- and second-order conditions of

equation (8) become respectively:
~H{A=p) (1) UUne) + P (1~ — ) U'U} = 0 ©)
and

s=e2((1-p) (1-5) 0" Uyo) + p(1-7 - %) "G} < 0. (10

In addition, the required conditions to have an interior solution in a public good case are:

vr(1+:6) p(1-r—%)
< ———1 (11)
UI(I—ftI+£G) (1—p)(1—5)

and

® The multiplier is a feature regularly used in the analysis of public goods. In the context of taxes, after
original tax payments are collected, they are summed up, multiplied by this number, and then returned to
taxpayers.
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of + % <1 (12)
Therefore, in the conditions (11) and (12), the public good multiplier and the
number of individuals in the group are important factors affecting a taxpayer’s decision
on the amount of income declared.
The effects of changes of the main parameters (the audit probability, the fine rate

and the number of taxpayers in a group) for our analysis are:

ap* _ (v uno—(1-r—)u'Go)] -0 13

op S

op* _ _ tp[U'Go)+ (1-r—3)U-DIu " 1o)] =0 ”

of S
aD*
on

{0 =p)[(1-2) 6 + D" Une) = U Une) | +p [(1 = £ = %) (6 + DIU" U = 07U
T S
<0

(15)

where the denominator S is defined via the modified maximization that includes the
public good.

We can observe that the fine rate and the audit probability have a positive effect
on the declared level of income, which increasing the number of taxpayers in a group
decreases the amount of declared income. These are important results for our analysis.

Our Model

Our theory is based on the idea that every individual has two different
components to consider in her utility when making a decision about taxes. The first part
is the concern about her own monetary payoff. The second part is called the “identity

utility” (Akerlof & Kranton, 2000), which is the gains or losses in utility from
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conforming or not to her ideal behavior. This ideal behavior is based on the category that
the individual belongs to: either moral or amoral.

Our model is a convex combination of the basic model of tax compliance by
Yitzhaki (1974) and the identity utility by Akerlof and Kranton (2000). We assume that
these two parts are separable in the utility. The individual is assumed to maximize the
following function:

Ul = U;(I;) = 6:(D — D)) (16)
where U;' is the total utility of individual i, U; is the utility she gets from her own i