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Preface and Acknowledgments

It was late October 2011. I was teaching at the European University Institute in
Florence, Italy, where I had been working for over three years. By now I had
become fairly well adjusted to many of the idiosyncrasies one confronts living
in this wonderful and frustrating country. Though I can’t say I was perfectly
comfortable driving in this country yet, I had learned many of the informal
driving rules here. I had also gotten used to waiting in long lines to fill out
bureaucratic forms—only to have the bureaucrat who was supposed to deal
with them tell me that I was at the wrong window. I had gotten used to the
fact that my Internet connection was sporadic at best and that buses follow a
schedule—but only most of the time. I also truly enjoyed the slower pace of
life, the longer conversations, and fabulous food that this country has to offer.

I was walking home from my office in the early evening and saw a car with a
young couple and two small children pull up next to the large garbage bins
parked on the side of the street near my apartment. I watched as a hand
reached out through the open window and the male driver dropped a plastic
bag full of garbage on the street. I couldn’t believe it. Not only was this man
throwing garbage on the street next to the garbage bin, he was also teaching
his small children that it was okay to behave this way.

While staring aghast as the car drove off, I began to think about whether
such behavior was imaginable in Scandinavia. As a Norwegian American who
has lived for a number of years in Sweden and Norway, I could scarcely
imagine a Scandinavian throwing a bag of garbage out of his car window
even in the middle of the night in a dark forest. Why, I kept wondering, do
people behave so differently in different countries?

As far as I know, no one likes to see the garbage strewn around on the streets.
So why do some people do it? In my experience Italians are genuinely lovely,
warm, and deeply friendly people. Their homes are incredibly clean and
orderly and despite the stories one hears about pickpockets in Rome and
house robberies in the hills above Florence, it has been my experience that
Italians are honest and remarkably trustworthy. When I ask my Italian friends
about the kind of socially inappropriate behavior I witnessed that evening,
they typically just shake their heads and say, “It’s Italian culture.” For the most
part, they are just embarrassed. “It’s like tax evasion,” one colleague suggested.
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“We all know it’s wrong, but lots of people do it just because they can get away
with it.”

My first reaction to my colleague’s comment was, “that makes sense.” Italy
has a serious tax evasion problem and it is a commonplace narrative that Italians
cheat on their taxes. In fact the former prime minister, Silvio Berlusconi, was
being tried for tax fraud at the time and no one doubted that he was guilty. As the
New York Times reported, “Italians have been accused by some of making tax
evasion a national sport.”!

Tax evasion seemed like just another example of the many socially dysfunc-
tional behaviors you witness living in Italy. Even a tourist will notice the
apparent absence of driving rules in this country...to say nothing of their
creative parking techniques. Living here you confront literally hundreds of
examples where people do not seem to have the same sense of civic respon-
sibility apparent in other countries. Tax evasion seemed to be just one more
example of how perfectly good people sometimes behave in socially
dysfunctional ways.

I wondered why.

After my experience at the garbage bin, I became increasingly fascinated
with the why question. As I thought about it, I was especially puzzled by my
untested assertion: that a Scandinavian would be much less likely to throw a
bag of garbage out of their car—even if they knew no one would see them—
than his Italian counterpart. I thought it was so, but the truth is I did
not know.

Having lived in Italy, Sweden, Norway, the UK, and Japan, I have often
noticed that not only do social behaviors differ across countries, but so do
each country’s public institutions and systems of enforcement. Perhaps the
real differences between Italian and Scandinavian behavior, I began to wonder,
is more a product of what people can get away with, rather than some deeply
internalized pro- or anti-social values. I also realized that seeing a guy drop
garbage out his window in public tells me very little about how most people
would behave. In short, I came to realize that I, like most people who notice
differences in different societies, extrapolate from specific personal experi-
ences and draw conclusions about whole societies.

Maybe, I began to suspect, the differences between Italian and Scandinavian
behavior is not a product of some deep-seated cultural variation. Maybe it is
simply because in Scandinavia rules (driving, littering, etc.) are enforced,
whereas in Italy they rarely are.

This puzzle stuck with me. This book is the product of a five-year-long
research project which examines this puzzle.”

I decided to study tax evasion. Tax evasion is illegal everywhere. For the
most part people believe that it is wrong to avoid taxes. But the actual practice
of tax evasion differs dramatically from one country to another. In Sweden, for
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example, the government estimates that it loses roughly 8 percent of potential
tax revenue through what is called the “tax gap.” The Bank of Italy estimates
that nearly 27 percent of public revenue is lost in its tax gap (Santoro 2010).
The tax gap in the US is estimated to be nearly 16 percent which is $450 billion
a year in lost revenue (IRS 2017).

In February 2012 I submitted a grant proposal to the European Research
Council (ERC) for a “Frontier Grant” in which I proposed to compare tax
compliance behavior in a small set of democratic nations. A key feature of
this proposal was that I would approach my puzzle through two quite differ-
ent methodologies—comparative historical analysis and laboratory experi-
ments. The idea was to examine the relationships between taxpayers and
their states in different countries over time and then use experimental/labora-
tory methods to see whether people in these countries today would respond
similarly or differently when faced with exactly the same institutions and
choices. I hoped to combine these approaches and methods to gain insights
into the fundamental question of whether outcomes and behavior are so
different in different countries because citizens confront diverse systems (tax
and otherwise), or whether the systems differ because they confront disparate
people.

At that point, there had already been a significant amount of work in
behavioral economics focusing on tax compliance behavior. I read the fascin-
ating studies by James Alm, Ernst Fehr, Simon Gachter, Benedikt Hermann,
Luigi Mittone, Benno Torgler, and many others.* I learned from these scholars
that it was already well understood that taxpayers did not behave as classical
economic theory would expect them to behave. Instead, there seem to be
other motivations for paying taxes driven by what the scholars titled “tax
morale.” In addition, it appeared that tax morale varies from country to
country. Several of the scholars explicitly argued that more studies should be
done using laboratory experiments to test for differences in tax compliance
behavior across countries.

This project attempted to do just this. But in addition to running experi-
ments in a number of countries* we attempted to build the experimental
protocols around questions of interest to country specialists and policy-
makers. In short, the experiments did not stand alone. The results from our
behavioral experiments are reported in a series of articles as well as in the
forthcoming book, Willing to Pay?® 1 cannot fully summarize the range of
findings uncovered in our experiments here, but I can at least report that the
behavioral work casts significant doubt on classical culturalist explanations. It
simply does not seem to be the case that Italians, for example, are much more
likely to cheat each other than most other Europeans—when they are given
transparent and consistent rules. Italians are more willing to cheat their state,
however. Why? Because Italians tend to believe that their state cheats them.
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In contrast, most Swedes cheat less on their taxes than do people in almost
any other country because they tend to believe that their government treats
them fairly and gives them value for their money (D’Attoma 2017; Pampel,
Andrighetto, and Steinmo forthcoming).

We also found that while some behavioral patterns do seem to vary from
country to country, the differences between individuals within countries are
often larger than the differences between countries. In every society, includ-
ing Sweden, there are some people who distrust other people as well as their
state and appear willing to cheat both their government and those around
them. At the same time, there are some who will pay taxes and/or sacrifice
their own short-term self-interest for the larger public good in every society.
Interestingly, the distribution of types of individuals (e.g. whether pro-social
or more self-centered, for example) does appear to differ across countries.

Finally, we find that the way people behave in the laboratory does not
necessarily reflect how they behave in the real world. Perhaps most surprisingly,
we found that Italians and Romanians in the laboratory were more likely to
contribute to a public good in our experiments (or less likely to cheat their
colleagues) than our British subjects (Andrighetto et al. 2016; Zhang et al. 2016).

None of these laboratory results suggests that there is no such thing as
“culture” or that there are no attitudinal or behavioral differences between
countries. On the contrary, there are important differences in the ways people
behave in different countries. These differences, however, are rooted in the
lived experiences that people find themselves confronted with. These lived
experiences affect attitudes towards the state, expectations about others’
behavior, social norms, and, perhaps ultimately, social values. Italians and
Romanians cheat more on their taxes than Swedes or Americans not because
they are more dishonest as a whole. Instead, compliance is lower in some
countries than in others because some states are less efficacious, efficient, and
trustworthy than others. In short, institutions matter.

In sum, our behavioral experiments do suggest that there are some differences
in behavior and attitudes across societies. But the experiments cannot tell
us why these differences exist. To understand the relationship between taxpayers
and their states, we obviously needed to examine the states as well as citizens.
You cannot simply study citizens’ attitudes and behavior in order to understand
what citizens and taxpayers believe about their state. Whether people pay their
taxes, abide by the rules and laws, or vote, is defined by this relationship. To
understand this relationship we need to examine both sides of the coin.

Having said this, I realize of course that I have just peeled another layer of
the onion. If it is the case that differences in citizens’ willingness to pay more
and/or cheat their states less is mostly driven by difference in the character of
the states themselves, then why are states so different? Specifically, how has
the relationship between the taxpayer and the tax collector evolved over time?
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This is the central focus of this book.

Each chapter in this book examines the fiscal history of one of the countries
in the “Willing to Pay?” project (Sweden, Italy, the United Kingdom, the USA,
and Romania). It is clear both from previous work and from the behavioral
experiments conducted for this study that institutions are fundamental for
explaining why people behave the ways they do in different societies. This
book, then, explores how and why different countries have developed such
different relationships between taxpayers and their states.

If one wants to understand how human beings generally behave when faced
with specific incentives and disincentives, then behavioral experiments can
and do offer significant insights. But if you want to understand why people
behave differently in different countries, you need to examine the social,
institutional, and historical context in which those decisions are made. That
is what this book attempts to do.

While I believe that we can learn a great deal from behavioral experiments,
I have learned that they also need to be interpreted and placed into context.
While the ambition of some experiments might be to isolate the decision
maker from the social or political context in which choices are usually
made, this has not been my goal. Instead, a central aim of this project has
been precisely to understand how broader social, political, and even cultural
contexts structure and inform individual decisions.

After the introduction, the central chapters in this book each examine a
particular epoch in the development of the relationship between taxpayers
and their particular state. In each case we explore the evolution of that
relationship focusing on when and why this relationship has been a positive
one or not. The concluding chapter, written with the Argentinian scholar and
student of tax evasion, Marcelo Bergman, attempts to draw specific lessons
from the case studies for developing countries today. This, to be sure, is an
unusual twist for a largely historical volume. But I believe that we study
history and compare countries’ pasts not just because the comparisons are
interesting. We study them precisely because we hope and believe that these
narratives have implications for today.

This book is also unusual in that it will be offered “open access.” The
European Research Council has pressed us to make all our publications open
access on the logic that taxpayers have paid for this research, and therefore all
taxpayers (and many beyond) should be able to easily reach this material and
its findings. I have to admit that this first seemed like an odd suggestion for a
comparative historical volume. After some consideration, though, I concluded
that this was a wonderful opportunity that would allow us to present our work
and findings far beyond a traditional academic readership. It seems to me that
there may be a number of policymakers, public officials, and policy activists
who might be interested in the lessons that can be drawn from these histories.
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What is it about the Swedish case that has made it so successful? Why, in
contrast, have the Italians and Romanians been so much less successful in
building a positive relationship between taxpayers and their states? Our
experimental work shows clearly that the main reason some countries have
very low levels of tax evasion while it is very high in other countries is not
because some people are more honest or willing to contribute to the public
good than others. It is instead because some governments are more effica-
cious, treat taxpayers more fairly, provide better services for the taxes col-
lected, and are generally more trustworthy than others. Having said this, it
is also clear that there are even more specific lessons one can draw from
the historical narratives presented in this book concerning types of tax and
revenue policies that have proven to be most effective, and types of policies
that appear to work or not work well from the citizen/taxpayer point of view.
The last chapter of this book is specifically devoted to these policy issues.

A large number of other scholars have been integral to this project at
different stages. My first and perhaps most important intellectual debt is to
Giulia Andrighetto. Giulia is one of the pre-eminent young scientists in Italy
today and it has been my pleasure to work with her and learn from her since
she first came to work with me as a Max Weber Fellow at the EUI back in 2011.
It is no exaggeration to say that this project would not have been possible
without her. A second person who deserves special recognition is John
D’Attoma who came to this project in 2015, first as a research assistant and
then as a postdoctoral fellow. He has been an integral part of both the
historical and behavioral analysis and has been essential to its success. James
Alm, Benedikt Hermann, Ryan Murphy, Stefania Ottone, Ferruccio Panzano,
and Nan Zhang contributed enormously to the design, development, and
interpretation of the experimental portion of this project.

For the current volume, I would also like to specifically acknowledge the
contributions of the scholars that have contributed directly: Marcelo Bergman,
Michelle D’Arcy, John D’Attoma, Martin Daunton, Joseph Hien, Romain
Huret, Jenny Jansson, Carolyn C. Jones, Marina Nistotskaya, Liam Stanley,
Arpad Todor, and Clara Volintiru. Their willingness to continually revise and
rethink their papers in light of the arguments and themes developed through-
out the project have made this what I think of as a “constructed volume” and
not just an edited book. This volume was also significantly advanced by
the cogent and thoughtful comments from a number of scholars and policy
experts who participated in one or several of the “Willing to Pay?” workshops
and conferences we held over the past five years. Their criticisms and sug-
gestions have significantly improved this volume in specific and the rese-
arch project as a whole: Cornel Ban, Pablo Beramendi, Mark Blyth,
Christiano Castelfranchi, John Cullis, Ray Duch, Jonas Edlund, Philipp Genschel,
Benedikt Hermann, Edgar Kiser, Isaac Martin, Matthias Matthijs, Monica Noll,
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Fred Pempel, Stefano Pisani, Alan Plumley, Bo Rothstein, Mario Scala, and
Lennart Wittberg. It has been an honor and inspiration to work with these
scholars, policymakers, and friends.

Finally, Julia Hiltrop, Daniel Schulz, and Martina Selmi have been funda-
mental to the success of this whole affair. Without their diligence, patience,
and attention to detail none of this would have been possible. I cannot thank
them or any of the people mentioned above enough.

Notes

1. Elisabetta Povoledo, New York Times, Aug. 8, 2011.

2. The research leading to these results/publication has received funding from the
European Research Council under the European Union’s Seventh Framework
Programme (FP7/2007-2013)/ERC Grant Agreement n. 295675. This publication
reflects only the authors’ views and the Union is not liable for any use that may be
made of the information contained therein.

3. Some of these works include: Alm, McClelland, and Schulze 1992; Alm and Torgler
2006, 2011; Bergman and Maicis forthcoming; Frey and Meier 2004; Gangl et al.
2013; Kallgren, Reno, and Cialdini 2000; Kastlunger etal. 2013; Kirchler,
Maciejovsky, and Schneider 2003; Nicolaides 2014; Smith and Kinsey 1987;
Torgler 2002, 2007; Torgler etal. 2008; Torgler and Schneider 2007; Traxler 2010;
Wenzel 2005.

4. We conducted laboratory experiment in multiple locations in all five countries with
more than 3,000 subjects.

5. Several articles reporting these research finding have recently been published, or are
forthcoming. These include: Andrighetto etal. forthcoming; Andrighetto etal.
2016; Bruner, D’Attoma, and Steinmo 2017; Colombo and Steinmo forthcoming;
D’Attoma 2017; D’Attoma, Volintiru, and Steinmo 2017; Pampel, Andrighetto, and
Steinmo forthcoming; Steinmo and D’Attoma 2017a, 2017b; Zhang et al. 2016.
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Introduction

The Leap of Faith

Sven H. Steinmo

Where would you rather live—Sweden or Sudan? To libertarians the choice is
obvious. Of course they would rather live in Sudan: there are no taxes, it is a
truly “free market” economy, government regulation is nonexistent, and every-
one is allowed to have a gun. Sweden, in contrast, has some of the highest
taxes in the world, a very large and extensive welfare system and virtually
everything—including guns—is highly regulated by a very strong state.

Most of us, however, would rather live in Sweden. The standard of living
and the quality of life is incomparably better in Sweden than it is in Sudan.
People have more personal freedom, poverty is almost nonexistent, and vio-
lence is rare. By any measure of health, happiness, and well-being, Sweden is a
far better country than Sudan. Why? The simple answer is that Sweden has
strong, stable, and efficient institutions and Sudan does not. Indeed, the
extensive and expensive Swedish state is at the foundation of the positive
outcomes that Swedish society enjoys. Sweden is not successful simply
because Swedes live there, but also because Swedish institutions regulate a
well-functioning society.

Surely states can also be too strong. A government that is too powerful
might be nearly as bad as having no government at all. Successful societies
are those that have built political institutions that are strong enough to act
effectively and at the same time responsive enough to act responsibly. Striking
a balance between having a strong, effective, and efficient state on the one
hand, and a responsive government on the other is both difficult and rare.
Only a few handfuls of societies in the history of the human race have been
able to strike this balance. They are mostly democratic capitalist regimes.’
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In this book we look at the history of fiscal policy in five different
democratic countries with an eye toward understanding how and why
some have been more successful than others in striking this balance. We
focus specifically on taxation. As Joseph Schumpeter once said, “Taxation is
the skeleton of the state.” Indeed, without taxes there can be no state. But,
perhaps more importantly, precisely because individuals have strong incen-
tives to avoid their taxes there is an inherent conflict between the first-order
preferences of citizens and the first-order preferences of the state. A success-
ful country must be able to collect revenues without oppressing its citizens.
Taxation, in short, lies at the heart of the balance between a strong state
and a successful society.

We will not compare Sweden with Sudan. But we do try to understand why
countries such as Sweden have become so successful in generating compli-
ance. The book focuses on how countries built or attempted to build the fiscal
capacity that could make them successful nation states. We then explore how
these countries further evolved in the twentieth century. Here we try to
understand the connection between the emergence of state capacity and the
foundations of consent. In short, this volume tries to connect two fundamen-
tally interrelated questions of concern to students of politics and history. How
do states build capacity to govern and collect revenue, and how do states
develop successful systems into which citizens are “willing to pay”?

As Marc Berenson puts it: “states cannot govern effectively if they cannot
collect revenue” (Barenson 2017: 3). This is not simply because you need
money to finance government, but as we shall see in the chapters that follow,
the act of building fiscal capacity is integral to the act of building a successful
state. Of course, just because a state is able to collect lots of tax revenue does
not necessarily mean that its citizens pay willingly. To be sure, some states can
extract extensive resources from hostile taxpayers. But they expend huge
resources in the extraction process. The problem with this method of self-
financing is that it is both very expensive and does not exactly endear subjects
to their state.

In recent history, however, a relatively small number of countries figured
out another means for self-financing that turns out to be hugely more effi-
cient: Get your subjects to pay taxes willingly. It is hard to overstate how rare
this is. Yet it can scarcely be denied that self-monitoring is much more
efficient than extortion.

Jean Baptist Colbert once famously argued: “The art of taxation consists in
so plucking the goose as to obtain the maximum amount of feathers with the
smallest possible amount of hissing.” In the most successful societies, the
geese pluck themselves.
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The Leap of Faith

No one likes to pay taxes. Some dislike it more than others. Most of us pay
taxes because we recognize that to get what we want from government, we
need to help pay for it. There is a kind of moral or social responsibility to pay
our taxes—even if it hurts. But of course not everyone feels this way. Many will
do whatever they can to avoid taxes even though this means that others will
have to pay more just to make up what they have avoided.

To willingly pay taxes requires a “leap of faith.” We have to believe that
we will get something in return for the money we shell out and that other
people will share the burden. It might seem reasonable that Swedes or Danes
are willing to pay for the high-quality public services they currently receive,
just as it might seem understandable that citizens in countries with less
efficient institutions are less willing to pay taxes for low-quality services. We
can also understand why people are more resistant to paying taxes when they
feel that the tax burden is unfair, or that many people get away without
paying their fair share. In short, if we take a static view, we may be able to
explain current attitudes and taxpayer behavior in different countries. But this
static view cannot help us understand how or why these different societies
have developed such different tax systems and, ultimately, different relation-
ships between citizens and their governments.

This book explores the evolution of this relationship in a set of widely
different democratic countries (Sweden, Italy, the United Kingdom, the
United States, and Romania). We examine how these relationships evolved
in each country and why they have come to differ so much. The book is
organized as case studies of each country. Each case is presented in two
chapters. In the first chapter for each country we examine the fiscal founda-
tion upon which “successful” societies have been built. The central question
these chapters address is: How did this country develop the capacity to tax and
monitor its citizens and its society? How was it possible for some early rulers to
build institutions that could effectively monitor, measure, and collect suffi-
cient revenue to build a modern state? In the second of the two chapters we
examine the relationship between citizens and their states in the twentieth
century. With the exception of Romania in this study, by the mid-twentieth
century most democratic and capitalist countries had surprisingly similar tax
laws. As we shall see, however, how well and efficiently they have imple-
mented these rules varies widely—as do the ways citizens perceive their states
and consequentially their “willingness to pay.”

As the reader will quickly see, this is not a typical edited volume. Instead, it
has been conceived and written as a constructed volume. This book has grown
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out of a five-year-long project called “Willing to Pay?” which focuses on
behavioral experiments conducted in these five countries. We began this
project with the desire to better understand the sources of national policy
variation. Our behavioral work uncovered a large set of fascinating and some-
times surprising results (see Andrighetto etal. 2016; D’Attoma etal. 2017;
Zhang etal. 2016; as well as Steinmo (forthcoming), Willing to Pay?). We
found that while there are significant differences in behavior between people
from different nations with respect to their willingness to contribute to a
public good in the laboratory setting, this variation is only loosely connected
to actual tax compliance behavior at the country or national level. Along with
the national and individual differences we discovered, however, the most
robust finding we have is that most people in all countries are far more
compliant and honest than standard economic theory predicts.”> When
faced with identical institutional choices most people, most of the time, are
willing to contribute to the public good. We were surprised to find, for
example, that Italians are more willing than British subjects to contribute to
a common fund if they believe that the institutions and rules are fair, efficient,
and reliable.

Our experimental methodology allowed us to test how people in different
societies behave when faced with identical choices. But, of course, citizens
and taxpayers in different countries are not faced with identical institutions or
choices. In the real world, tax and compliance decisions are motivated in the
context of hugely different institutions and incentives. As Marcelo Bergman
cogently argued,

People maximize utilities inasmuch as they pay as little taxes as they can. But the
environment in which people operate fundamentally shapes how they frame the
maximization benefits.... Tax evasion, then, [should be] understood as highly
sensitive to social, political, and cultural processes; any attempt to understand
variation in tax evasion across cases must incorporate social, political, cultural,
and economic perspectives on the problem. (2009: 10)

In other words, Willing to Pay? demonstrates that when Italians are presented
with the same institutions as Swedes, they make similar (but not identical)
choices to the Swedes. The implication is that if Italians were given the
opportunity to pay taxes in a system as efficient as Sweden'’s, they would
avoid far fewer taxes than they do today.

In sum, the “Willing to Pay?” experiments strongly support the institution-
alist theory that people respond to the political and social incentives they face
and that if we want to explain behavior in different countries we need to
examine the ways in which the social and political institutions governing that
society structure that behavior (Steinmo, Thelen, and Longstreth 1992). But as
interesting as this behavioral analysis and methodology is, it cannot help us to
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understand how and why different societies have developed such different
political and social institutions. This is the central question explored in this
volume.

The Co-Evolution of Political Culture and Political Institutions

It is rather obvious that a purely institutional analysis is insufficient to explain
how individual systems have evolved and changed in the ways they have over
the decades. Indeed, as any observer with international experience will notice,
there are real and substantive differences between countries in the ways in
which citizens interact with their states—and what they expect of them. These
broad attitudinal and even cultural differences must also matter for policy
outcomes. Americans, for example, do seem to be more committed to the
concept of individual freedom than most of their European counterparts.
Similarly, Swedes are far more tolerant of high levels of taxation and are far
more willing to cooperate with their government authorities than citizens in
most other countries.

In short, attitudes, beliefs, and even “political culture” do seem to matter in
politics. However, cultural analyses have rarely been taken seriously in mod-
ern political science.? The key reason for this is that political culture is (a) hard
to define and therefore test; (b) not fully consistent—or perhaps not even
coherent—across a polity; and (c) attitudes and beliefs (the building blocks of
culture) are dynamic and not static.

Importantly, the exact same criticisms can be leveled at institutional ana-
lysis. Political institutions are hard to define (especially when we consider
informal institutions), often remarkably inconsistent, and constantly evolv-
ing (Mahoney and Thelen 2009; Steinmo 2010; Thelen 2004). A plausible and
perhaps reasonable response to these truths is that we cannot or should not
study institutions, culture, or, for that matter, history. These subjects of
inquiry do not lend themselves to precise, falsifiable, and predictable scientific
inquiry. Perhaps we, as scientists, should restrict ourselves to the kind of
analysis presented in our forthcoming book Willing to Pay? in which we
conduct rigorous experiments and repeat these experiments over and over
in multiple locations with thousands of subjects. I, personally, am a strong
advocate of this kind of work and believe it is interesting and important.
But, if we want to understand why different societies have developed such
different institutions, incentives, and outcomes, I believe we need to under-
stand how and why the institutions have evolved in such different ways in
different societies.

In this volume we try to develop just such analyses by building a nuanced
understanding of the iterative relationship between citizens’ attitudes and
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beliefs about their states, the behavior and policies of those states, and the
institutions through which citizens’ preferences are transmitted. We believe
that the focus on fiscal history and tax compliance offers a particularly useful
window to view this relationship. No other policy is such a good test of the
relationship between citizens and their states. Most people want more from
their governments and at some level most people would prefer to pay less tax.
The dilemma is that unless everyone pays, no one is willing to pay. In other
words, this is a giant collective action dilemma in which the state and the
citizen are engaged in a kind of “ultimatum game.” Unlike the standard game
played in laboratories around the world, however, it is far from evident who
the first player is, in the real world. This is quite simply because this is a
repeated game with a history that is far longer than anyone can remember.

Following the insights offered by Marcelo Bergman in his excellent book,
Tax Evasion and the Rule of Law in Latin America, we argue that the different
levels of tax compliance observed in different countries can be understood as
different kinds of “compliance equilibria” in each of these different societies
(Bergman 2009). We build on this analysis, arguing that these equilibria are
dynamic. To be sure, there is a considerable amount of path dependency
(Pierson 2004) and historical legacy shaping these equilibria, but they are
not linear progressions. We will see multiple examples showing that what
the state can do is in large measure defined by what citizens believe about their
state. But what citizens believe about their state is in large measure defined by
what their state has done and how it has behaved toward them in the past.
Simply put, states that have low capacity to enforce their laws and rules tend
to have citizens who distrust that state. When citizens distrust their state it is
difficult for the state to collect the revenues that could make the citizen more
satisfied with their state.

Sweden is perhaps the premier example of a country that has developed a
high compliance equilibrium. We believe that we can understand this out-
come as a virtuous cycle in which the state has earned the trust and support of
its people and is thus able to lower monitoring costs at the same time that it
works to improve delivery of its services (see Jenny Jansson, Chapter 3 in this
volume). [taly and Romania, in contrast, find themselves stuck in much lower
compliance equilibria, which can be seen as vicious cycles. In each of these
countries the state so far has proven unable to develop the capacity to effect-
ively and efficiently collect taxes or deliver services to a nation. Consequen-
tially, citizens have not developed a sense of common purpose or trust in the
state. Instead, to deliver services and collect revenues these states have built a
sometimes quite burdensome and ultimately inefficient administrative appar-
atus that works to further undermine citizens’ willingness to pay (see, in this
volume, Josef Hien (Chapter 4), John D’Attoma (Chapter 5), Clara Volintiru
(Chapter 10), and Arpad Todor (Chapter 11)).

8
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Britain and the United States lie in between. These two cases are obviously
quite different from each other even while they share something of the middle
ground between Sweden and Italy. These states are relatively efficient and at
least at some point possessed relatively high levels of trust on the part of their
citizenry. But again, the relationship between citizens and their state is not
fixed. Instead, culture, attitudes toward the state, political institutions, and
public policies interact with one another over time. Moreover, the relation-
ship between the state and its citizens has not always been positive (see, in this
volume, Martin Daunton (Chapter 6), Liam Stanley (Chapter7), Romain
Huret (Chapter 8), and Carolyn C. Jones (Chapter 9)). Governments can get
things right and thereby increase trust and compliance, or they can pursue
policies that undermine their own legitimacy and thus undermine consent.
Looking at the history and evolution of these five different countries, the
chapters in this volume provide fascinating insights into how these cycles
became established, how they are nurtured, as well as how and why they can
be undermined.

Fiscal Capacity and the Evolution of Modern States

The current volume stands on the shoulders of some of the greatest works in
the history of political science and fiscal sociology. We owe great intellectual
debts to several of the foundational insights offered in the classic texts of, for
example, Charles Tilly’s The Formation of National States in Western Europe
(1975); Joel Migdal’s Strong Societies and Weak States (2009); Theda Skocpol’s
States and Social Revolutions (1979); Samuel Huntington'’s Political Order and
Changing Societies (1968); Rudolf Braun'’s Taxation, Sociopolitical Structure, and
State-Building (1975); and Peter Evans et al.’s Bringing the State Back In (1985).
Though taxation and fiscal policy have not exactly been at the center of
political science’s interest in recent years,* there have been a number of
more recent works that have also deeply informed our current work. Some
of the most important of these include: Margaret Levi’s On Rule and Revenue
(1988), Sven Steinmo’s Taxation and Democracy (1993), Peter Lindert’s Growing
Public (2004), and finally the insightful volume by Isaac Martin, Ajay Mehrota,
and Monica Prasad, The New Fiscal Sociology (2009)—these have been particu-
larly influential in our thinking and the development of this book.

We hope to add to these literatures in several ways. First, this book explicitly
compares five quite different regimes in both their early state-formation pro-
cesses and in the modern twentieth century. The majority of the great books
noted here and elsewhere tend to focus on the formation of states and state
capacity and leave it to the reader to draw conclusions about how these states
would manage in the modern era. In this volume we explicitly build on
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the analyses of state-building and try to show how these different emergent
states managed in the twentieth century. Secondly, by focusing on taxation
and compliance we drill down into one of the most difficult and important
points of contact between citizens and their states. Finally, we believe that
these analyses of tax capacity and tax compliance have broad implications for
developing societies and welfare states. In the last chapter of this volume,
Marcelo Bergman and Sven Steinmo explicitly lay out the policy implication
of these historical analyses for countries whose citizens are reticent to take the
“Leap of Faith.” No country can become Sweden. But learning how and why
Sweden developed such a positive relationship between taxpayers and their
government and comparing this history to countries that have been much less
successful in this regard, offers both general and specific insights into what
can build and what can undermine legitimacy.

Sweden

We begin our volume with the case of Sweden. This country is widely noted
for having one of the heaviest tax burdens in the world and at the same time
the highest level of tax compliance. It might be easy to say that today Swedes
understand that they get a lot for their tax money and/or that Swedes have
particularly high levels of trust in their public institutions, but this just raises
the question: How and why did this come about?

In their essay, “Getting to Sweden: The Origins of High Compliance in the
Swedish Tax State,” Marina Nistotskaya and Michelle D’Arcy open our volume
with a careful and fascinating analysis of the emergence of state capacity in
Sweden. They argue that as far back as the sixteenth and seventeenth centur-
ies, Sweden was already developing advanced methods for monitoring
society’s main economic assets for tax collection purposes. These early foun-
dations were enormously influential for subsequent developments in terms of
the tax net coverage, fairness of tax assessments, and also for the development
of a vertical fiscal contract directly between the king and his subjects.

Their explanation for this early and remarkably efficient system hinges on
the special role that the newly formed Lutheran church played in collecting
information and legitimizing state actions. Reliable and stable fiscal founda-
tions enhanced the state’s ambitions both domestically and internationally
and this created a virtuous cycle where citizens could enjoy direct benefits, in
terms of first-order public goods provision (peace, freedom from foreign rule,
law and order) in return for paying taxes. At the same time, these develop-
ments were facilitated by Sweden’s relatively unique social structure: a free
peasantry and weak nobility led the state into a direct fiscal contract with the
broad bulk of the peasantry rather than, as happened elsewhere, the land- and
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capital-owning nobility. Finally, they suggest that the structure of the Swedish

economy, particularly the late onset of industrialization, forced the state to

find innovative administrative technologies that produced a tax structure and

administration that could easily adapt to the collection of modern taxes.
Nistotskaya and D’Arcy tell us:

Between 1500 and 1750 Sweden transformed into a tax state with certain charac-
teristics that would become the hallmarks in later periods. The result of the
transformation was that the state had both the “hard” capacity needed to collect
taxes—such as digital information on the resource base and ability to monitor the
entire population—and “soft” capacity in the form of a meaningful fiscal contract
between the state and its subjects that supported quasi-voluntary compliance.

The keystones of the successful Swedish case were, first, that the state adopted
sophisticated methods for monitoring their citizens’ ability to pay. Second,
the Swedish Reformed Lutheran Church effectively acted as an agent of the
state both by helping to collect information on citizens and by legitimizing
state tax collection. Third, due to the unique features of the Swedish early
military conscription system in which communities contributed soldiers to
the King’s Army and then supported the soldier’s family while he was away,
these communities were keen to monitor each other to ensure that everyone
paid their fair share. The direct contribution of soldiers to the state reinforced a
type of horizontal contract in which citizens developed a sense that the state
owed them something in return. In short, the foundations of “quasi-voluntary
compliance” were built even before Sweden became a modern democratic
society (Levi 1988).

Jenny Jansson’s chapter, “Creating Tax-Compliant Citizens in Sweden: The
Role of Social Democracy,” builds on Nistotskaya and D’Arcy’s argument, but
brings it forward into the twentieth century. In her chapter we learn that the
Social Democrats built on the strong administrative traditions present in this
country and explicitly and intentionally propagandized their voters to accept
the idea that if they paid high taxes, they would get better services. Socialism,
they argued, did not mean taking money or wealth from the rich or the
corporations, but, instead, meant that everyone had to share the burden.

Certainly, having developed efficient monitoring institutions as described
by Nistotskaya and D’Arcy, this country was able to develop more efficient
and effective governance institutions. But this was far from an over-determ-
ined outcome. Looking back upon history, the path taken seems like it was
obvious. Standing at the other point in history and looking forward, however,
it seems highly unlikely you would take such a view. At the end of the
nineteenth century Sweden was a poor country, peripheral to the main devel-
opments in Europe. It had no colonies (except, perhaps, Norway) and was late
to develop an industrial sector. Early in the twentieth century it was rife with
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labor unrest and social conflict. Democracy had yet to be extended to the
working classes. It seems unlikely that anyone would have looked at this little
country at the dawn of the century and said: “Sweden will become one of the
richest countries in the world in sixty years.”

But it did become rich. How did this happen? First, Sweden’s electoral and
political institutions were captured by a Social Democratic party that then
decided to compromise with its political adversaries and build a Social Demo-
cratic identity, convincing its own members they should pay for their own welfare
state. Jansson shows us how the Social Democrats convinced these workers
that they lived in “the good society” (Folke Hemet, “The People’s Home”) and
that their common identity gave them solidarity with not just other members
of their class but with society as a whole. The new Social Democratic leaders
first had to come to an agreement with the other parties and interests outside
the party, but once they did, the relatively efficient administrative apparatus
they inherited made it possible to implement their main goals. The fact that
they could execute their goals enabled a new kind of virtuous cycle in which
the government could provide good services to both the working class and the
capitalist elite. These positive outcomes in the end encouraged them toward
ever broader goals. Still, the policy history that Jenny Jansson describes was
not one of continual success. Instead, there were moments in their own
history where the very foundations of the social democratic idea seemed to
be at risk.

Jansson'’s chapter explains how the Social Democratic Party created the high
tax morale for which Sweden is so famous. In her argument it was the inten-
tional propagandizing of the Social Democratic Party in favor of taxes for
everyone that helped build a system in which everyone felt that they must
contribute and therefore had a right to benefit. Whereas the politics of tax-
ation in the twentieth century in many countries has been a politics of trying
to displace the burden onto someone else, the Social Democrats understood
quite early that if they were going to have a successful welfare state they
needed to have everyone in.

In her analysis it was both the perception that the state had the capacity to
collect taxes and the state’s emphasis on fairness across society that are key to
the high levels of “quasi-voluntary compliance” we see in Sweden today.
Jansson points to the fact that simply having state capacity does not neces-
sarily imply that citizens will comply. Instead citizens need to believe that
taxes are distributed fairly and that they will benefit from those taxes. Sweden
benefited from high state capacity but this in itself was not enough to create
the kind of tax-compliant citizen that we now see in this country.

An especially important part of Jansson’s chapter shows how even in
Sweden, tax compliance was hardly a foregone conclusion. In the 1970s
and 1980s Swedish leaders were genuinely concerned that the tax system
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itself was creating “a people of cheats.” The increasingly burdensome and
complicated tax system was encouraging more and more people to complain
about not just their taxes, but the way in which the state functioned. As we
will see in several of the upcoming chapters in this volume, Jansson'’s case
study shows how if people do not feel that the system is “fair” they will be
unwilling to pay taxes. This apparently applied even to “honest” Swedes.

Fortunately for the Swedes and their welfare state, Sweden was able to
reform its tax system. Ironically, these reforms were very similar to the types
of tax reform pushed for by neoliberals in the United States and Britain.
However, while the American neoliberals pressed for flat taxes and cutting
back on tax expenditure in order to reduce the role of the state, in Sweden the
Social Democratic elite came to believe these reforms would support Social
Democracy because they would reaffirm citizens’ belief in the fairness of the
system. Social Democracy was about fairness, they argued, not about creating
divisions within society (Steinmo 2003).

In the end, the dominant theme of Jansson’s chapter is that the success of
the modern Swedish tax system is that it is fundamentally based on the
concept of fairness. Whereas Nistotskaya and D’Arcy emphasize state capacity
and explain how Sweden could achieve it, this chapter explains how that
capacity was used to build a fair and equitable system into which the Swedish
are willing to pay.

Italy

We next look at a very different case: Italy. Whereas the Church worked with
the state in Sweden, the Catholic Church did the opposite in Italy. As Josef
Hien shows in “Tax Evasion in Italy: A God-Given Right?” the Catholic
Church saw the modernizing Italian state as a competitor. Rather than working
to build the fiscal foundations for a successful social welfare state, Catholics
were threatened by the prospect that the government might provide the kinds
of services that had up to that point been their domain. Instead of legitimizing
state activity and tax authority, church officials in Italy actively undermined
the state and even at times encouraged citizens to evade their taxes as a
moral duty.

Hien’s analysis of the nineteenth-century state formation argues that the
high levels of tax evasion in Italy—for which this country has become so
infamous—have their foundations in the conflict between the Church and
the new “liberal” state during Italian unification in the nineteenth century. To
the Vatican, the territorial integration of the Italian nation state posed an
existential threat both on the political (loss of territory) and spiritual (diffu-
sion of liberalism) levels. The chapter shows that after unification the
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Vatican took strides to undermine the legitimacy of the Italian state and even
specifically worked against Italians’ willingness to pay.

The Italian case shows the contrast with the Swedish case in deep relief.
Italians, it appears, were unwilling early on to take the “leap of faith” in large
measure because the Catholic Church warned them not to. What this dem-
onstrates is perhaps less about the specific institution of the Church and more
about the difficulty any state has in generating the levels of trust and compe-
tence needed for the “leap.” Swedish elites were quite simply more successful
in their ability to eliminate the alternative sources of power than Italian elites.

In Italy’s case, however, these factors worked against the state’s ability to
exercise effective control over the country. Hien’s fascinating account of the
Italian case aligns nicely with Joel Migdal, who argues, “in societies with weak
states the continuing environment of conflict—the vast, but fragmented
social control embedded in non-state organizations the society—has dictated
a particular, pathological set of relationships within the state organization itself,
between the top state leadership and its agencies” (1988: 207).

As Migdal later argued, “local and regional strongmen, politicians, and
implementers accommodate one another in a web of political, economic,
and social exchanges. [And therefore] the strongmen end up with an
enhanced bargaining position or with posts in the state itself that influence
important decisions about the allocation of resources in the application of
policy rules” (Migdal 2001: 92). In short, “a society fragmented in social
control affects the character of the state, which, in turn reinforces the frag-
mentation of society” (Weiner and Huntington 1987: 429).

There can be no gainsaying that Italians are far less “willing to pay” than
Swedes. Indeed, in many ways Italy provides the opposite story to the Swedish
case. To be sure it is a complicated story (everything about Italian history is
complicated) but the overwhelming theme that comes through—especially in
comparison with the Swedish case—is the fact that the Italian state was never
able to take control over its citizens’ hearts or pocketbooks. This case reminds
us of how unique and precious the Swedish case is. Hien reminds us that the
experiments in our “Willing to Pay?” project demonstrated that contrary to
many people’s expectations, Italians on average are not a great deal less willing
to pay when the monies will be shared or distributed in a system that could be
considered fair. Hien also argues that the Church’s role in Italy was a double-
edged sword: at the root of much Catholic teaching were the ideas of forgive-
ness, indulgence, and repentance, which could be used to justify evading the
state’s taxes. As a consequence, [talians appear more willing to “fudge,” mean-
ing that they might cheat a little.> But of course if everyone cheats a little, or
even if a lot of people cheat a little, the perception is that there is a lot of
cheating. If the perception is that there is a lot of cheating then it may become
an accepted norm and more and more people will do it when they have the
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opportunity. That does not mean, however, that they are necessarily willing to
cheat or even steal from their neighbors. Italians may pay less in taxes, but
that does not mean that they are more dishonest than Swedes.

John D’Attoma’s chapter picks up on this theme with his opening quote
from former Prime Minister Silvio Berlusconi: “evasion of high taxes is a God-
given right.” Of course, Mr. Berlusconi was famous for his own tax evasion
and indeed for illegal behavior more generally, but one cannot fail to notice
how remarkable it is that a leader of a country would invoke God in a
justification for not paying taxes. Not even Donald Trump would suggest
that God gave him the right to evade his taxes.

D’Attoma’s chapter begins with a focus on the differences in tax payment in
the North and the South of Italy. Picking up on the theme of “The Southern
Question,” D’Attoma shows us that rates of tax evasion vary enormously
across the country, being as high as 80 percent in the far South and as low
as 2 percent in the North.

Many (including Putnam and Banfield) have argued that these differences
can be explained by differences in “civic virtue” between the North and the
South (Banfield 1958; Putnam, Leonardi, and Nanetti 1993). D’Attoma dis-
agrees, arguing instead that tax evasion in the South is especially high because
of the low efficiency/low trust equilibrium that has been struck in this part of
the country. A better explanation for the low compliance in the South is that
institutions are less efficient and equitable than in the North. Echoing the
themes that we see over and over again in this book, D’Attoma’s thesis is that
people are willing to pay when they believe they get something in return for
their payments. When citizens believe that the state does not reciprocate,
then evading tax is not theft, it can be justice. In his words, “Taxation
mobilizes citizens to demand accountability from their government, but...a
lack of government accountability can actually have the opposite effect,
motivating individuals to evade their responsibilities.”

Picking up on one of the main themes in Hien’s chapter, the Catholic
Church plays a large role in modern Italy as well. But for D’Attoma it is the
difference in relationship between the Church and state in the North and
South that is critical. It is not just the Church and its teachings that matter,
but the Catholic Church as a political party has been especially significant.
The particular structure of Italian electoral institutions and the presence of the
powerful Christian Democratic Party enabled the two other largest parties
(the Liberals and Socialists) to essentially divide the country into their own
domains. The result was that high taxes were extracted from the South to
finance the economic development of the North, facilitating the development
of a more or less successful modern state. In the South, on the other hand,
politics continued to be ruled by a traditional elite that did not offer services
and thereby further alienated the Southern Italian citizen.
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D’Attoma elaborates the ways in which Italy’s incomplete unification has
worked to further undermine the legitimacy of the Italian state. Early in the
Republican period, there was a massive redistribution of wealth from South to
North. Today, however, the politics of redistribution work in the opposite
direction. Citizens on both sides of the regional divide tend to view the national
government as ladri (thieves) who take too much from us and give too much
to the other. These regional conflicts also contributed to vote buying and
neo-corporatist administrative arrangements that further undermine the effi-
ciency and legitimacy of the national state.

D’Attoma’s analysis of twentieth-century Italian tax administration pro-
vides powerful examples of how government policies affect citizens’ attitudes
toward government and eventually even political culture. Certainly, Italy did
not begin the twentieth century advantaged. As Joseph Hien'’s analysis dem-
onstrates, the construction of the modern Italian state was problematic from
the beginning. Surely, other caveats are in order as well—not the least of
which was the fascist interlude and war. But despite the disadvantages, Italy
did build a large and extensive state apparatus and does tax its subjects quite
heavily. What the Italian state does not seem to be able to do, however, is tax
its subjects or deliver its services efficiently and effectively.

D’Attoma’s examination of the “sector analysis” method of tax collection
from small- and medium-sized businesses provides remarkable insights into
how the system was constructed and how it works today. The story here is of
how and why a political regime that was as fragmented as Italy’s could not
make coherent tax law in the first place. Consequentially, they legislated a
tax administrative/collection system that in some fundamental ways seems
designed to fail. Today, small businesses and their employees are enormously
frustrated by the very system that was supposedly more effective and efficient
than the one it replaced. Not only does this system collect very low revenues,
it also deeply angers the very people who are supposed to find it easier to use.
And because everyone knows that small businesses pay so little in taxes it
encourages others to avoid as much as they can and distrust their government.

Finally, the repeated amnesties for tax evaders introduced by several Italian
governments have worked to further exacerbate the problems of Italian tax
collection precisely because they convince citizens that the system will never
be fair. When asked about their opinions on tax amnesties, over 50 percent of
respondents thought that they were unfair. Once again we see that tax com-
pliance is deeply affected by people’s perceptions of equity and justice.

Remember, “Getting to Sweden” is hard. Even Sweden barely got to Sweden.
Our analysis of the Italian case is one of an ineffective state implementing
inefficient policies. Certainly Italy did not start with a strong sense of identity
and common purpose. The structure of the state institutions and the fragmen-
tation of the polity have worked to further exacerbate these problems. When
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we look more carefully and closely at the actual implementation of tax
policies, it becomes more and more obvious why Italians disparage and try
to ignore their state. It simply does not work very well.

Britain

Martin Daunton’s analysis of the history of British fiscal capacity provides a
fascinating case that lies between the Swedish and the Italian. Daunton
focuses precisely on the question of how the emerging British nation built
the kind of institutions that subsequent generations of British citizens could
trust. In “Creating Consent: Taxation, War, and Good Government in Britain,
1688-1914,” he begins with the observation that Britain was one of the first
countries to become a tax state in the eighteenth century, and was marked by
its ability to extract a higher proportion of national income at a very low level
of resistance. This outcome is explained, he argues, by the transparent nego-
tiation of taxation by Parliament, the creation of a bureaucratic excise service
with low levels of corruption, and the incorporation of taxpayers themselves
into the administration and collection of taxes. Whereas many other emer-
ging states relied more heavily on tax framing and indirect levies, British rulers
felt it important to build consent. Interestingly, Daunton also shows that
these early successes did not determine the final outcomes. Instead, he
shows that both state legitimacy and tax compliance were threatened after
1815 by the perception of the inequity of taxation that fell on productive
capital and labor rather than rentiers and land. Further, the franchise and
representation lost legitimacy. The task from the second quarter of the nine-
teenth century was to recreate legitimacy and consent. This was done with
remarkable success so that Britain avoided tax revolts and resistance from
1848 until after World War L.

The key, he demonstrates, was the articulation of a rhetoric of neutrality;
the creation of strict rules for parliamentary scrutiny of spending; and the
continued reliance on incorporating taxpayers into administration. The
resulting high levels of legitimacy and consent survived the challenges of
the two world wars and rising levels of extraction, but then faced new chal-
lenges after about 1970. The rhetoric changed to one of choice, stressing the
need to return decisions on spending from the state to individuals. The
relation between paying income tax and voting changed; as more voters
came to pay tax and at higher levels, the relationship between taxpayers and
tax administration shifted.

Daunton’s chapter suggests quite clearly that strong fiscal foundations must
be based on consent, but that consent is contingent upon taxpayers believing
the system is “fair.” Daunton’s story is one of how British fiscal officials
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fundamentally understood the need to negotiate taxes with the taxpayers.
Contingent consent, in the British case at least, depended on (a) the taxes
being “negotiated rather than imposed” and (b) the ability of taxpayers’
representatives to monitor spending, which in turn rested on the fact that
the state could and did provide reasonably accurate accounts. This enabled
taxpayers to challenge waste and thereby constrain the autocratic power of
the state.

Though the specifics of the British case in the seventeenth and eighteenth
centuries were different from the Swedish case, a common feature was that the
method of collecting taxes was considered equitable and legitimate. In Britain,
taxation and tax assessment was done by taxpayers themselves. Whereas in
Sweden the local church authorities played a critical role, in Britain the local
parish performed this function. The small size of the local parish facilitated
the monitoring capacity of the authorities, much as in Sweden. Moreover,
since the parish was the local source of what we might call “welfare” (espe-
cially the care of the elderly), there was a sense that taxpayers received some-
thing in return for the taxes that they had paid in.

But Daunton’s chapter also shows that, even once established, contin-
gent consent is not guaranteed. Daunton’s narrative demonstrates how
under the pressures of demographic change, the need to repay debt after the
Napoleonic Wars and the growing perception that the distribution of the tax
burden was no longer fair, the legitimacy of the British tax state was under-
mined. Indeed, it would have been quite possible to imagine that mid-
nineteenth-century Britain could have turned itself into a battleground of
some taxpayers versus others. Consent was restored, however, in part due to
the leadership of Robert Peel and then William Gladstone, who both under-
stood that consent depended upon fairness and transparency. “By constrain-
ing state expenditure and as far as possible excluding the state from
involvement with economic interests, it was hoped to protect the political
elite from challenge and to define the state as a neutral arbitrator,” Daunton
reports. “Politicians must rise above personal greed and self-interest; they
must also rise above any temptation to use the state to favor one interest
against another, whether a trade group in search of protection or a social
group seeking tax breaks. This rhetoric of disinterestedness, of being even-
handed between all types of property and the propertied and non-propertied,
was central to Gladstone’s budget...”

In sum, as we saw in the Swedish case, public legitimacy was based on the
idea of a level playing field between those of property and those with incomes.
Fairness and even-handedness went together. Thus, by the mid-twentieth
century “the income tax, despite its problems, was embedded within civil
society, which helped to create a high level of compliance, trust in the fairness
of the tax and the widespread acceptance of the legitimacy of the state.” It was
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not until the last third of the century that the evenhandedness of the state
came under serious threat once again. But this is the story that we learn in the
next chapter by Liam Stanley.

One of the most surprising experimental results uncovered in our “Willing
to Pay?” study, however, was the fact that our British subjects were more likely
to cheat each other than our subjects in the other countries we studied in
Europe or America (Zhang etal. 2016). Though tax collection rates are rela-
tively high in Britain, it does not appear that this is because Brits (or at least
young Brits) are necessarily cooperative or willing to share with each other. It
seems instead that British citizens today trust their public institutions more
than they trust their neighbors. Daunton’s overview of the early foundations
of British tax administration demonstrates precisely that even back in
the eighteenth century, “good government” was paramount for British tax
authorities. Even governments who aimed to cut back on their role in society
and the economy focused explicitly on making their administrations some-
thing that citizens could trust.

Clearly the United Kingdom at the beginning of the twentieth century was
one of the most successful states in the world. Not only was the country rich,
but it had also clearly developed the political and administrative institutions
that would make it a strong and successful state. After all, by the beginning of
the twentieth century the sun never set on the Union Jack. A little more than a
hundred years later, however, Great Britain looks quite different. Indeed, as
the recent Brexit vote demonstrates, British citizens are far from confident in
their political institutions and the choices made by their leaders. Rather than
leading the world and exporting its version of democracy and capitalism,
Britain appears to be retreating into a self-centered and increasingly frustrated
society. The results from our experiments in Britain surprised us precisely
because the British subjects were significantly more selfish and willing to
free-ride than any of the other groups that we examined in the study. How
did this happen?

Daunton demonstrates that British fiscal history was one of competence
and relatively high compliance, but he suggests toward the end of his chapter
that this may no longer be true. The chapter by Liam Stanley goes further
into this and also helps us to make sense of the really quite remarkable finding
that the British subjects in our experiments were so unwilling to contribute
to the public good and/or share with their colleagues. Certainly, part of
this unusual finding could have been a product of the fact that our subjects
were mostly young people. And indeed, our evidence suggests that British
young people are different from their elders.® But it also makes sense to argue
that had we done these experiments twenty years ago we would have obtained
quite different results. Unfortunately, we cannot go back in history and run
these experiments all over again.
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We suggest that, in Britain’s case at least, there may have been the
willingness to pay in decades past, but today that willingness is in decline.
Just as in the United States where we see that reaction to the state in the
election of Donald Trump, in Britain we see it in our results and in Brexit.

British citizens have long been noted for their “stiff upper lip” and their
enormous sacrifice during the wars. But certainly things have changed. Many
believe that Margaret Thatcher was a significant instrument in this change.
“There is no such thing as society” was only one expression she employed
while starting to tear down the social foundations of the British welfare state.
But Thatcher clearly did not do this alone—New Labour and the Blair govern-
ment made significant contributions. At the core of New Labour’s idea was the
attempt to individualize the welfare state and move away from class politics.
Blair’s welfare state would free the individual to pursue their own success. The
result was hardly the new dawn they had promised. Instead, inequality grew,
the rich got ever richer, and perhaps even more people started to take advan-
tage of the welfare state because it was in their self-interest.

Liam Stanley’s analysis focusing on the attitudes of British citizens gives us
significant insights into this puzzle. Stanley’s story is one of how a once great
nation (one that could honestly tell itself that its people had beaten back the
Germans twice through collective sacrifice for the common good) could
become so self-centered. Stanley’s analysis points to the legacy of Margaret
Thatcher as well as the structure of the British welfare state and tax system
itself. Combined with the decline in industrial production and jobs Britain’s
policies specifically worked to undermine their citizens’ trust in one another
and in their political institutions precisely because it felt “unfair.” British tax
and means-tested welfare policies worked together to create huge disincen-
tives for the unemployed to look for and find work. Going on the “dole” was
not admired or desired, but the strange mix of tax and spending policies oft-
times worked to present low income families with 100+ percent tax rates. In
other words, for someone on benefits, every pound earned could mean more
than a pound lost in benefits and/or increased taxes (Kay and King 1983;
Steinmo 1993). Stanley’s focus groups demonstrate the long-term effects of
these policies on citizens’ attitudes toward each other. The dysfunctional
result has been that many people in full-time work believe that they have
lower disposable income than those who live on the dole. Even welfare recipi-
ents themselves believe that everyone else is taking advantage of the system.

Our studies were conducted before the now historic “Brexit” decision, but in
many ways we could say that the writing was already on the wall. Sadly, it is
the young that were most damaged by this historic vote. But, as our data show,
the young are hardly the most willing to contribute or cooperate. Clearly the
Brits built a great country and were once “willing to pay.” Both our experi-
ments and recent events suggest that this may no longer be true. Stanley
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shows that British citizens increasingly believe that the state may be efficient
but they are also increasingly skeptical of the very aims of the social welfare
state (at least in its British form).

The USA

The United States of America provides us with a case that many might have
expected to be quite like that of the British. But, when compared to Swedish or
British state institutions, the fragmentation of authority in America’s federal
system in combination with Madisonian divided government would lead one
to expect that the USA could scarcely develop the kind of tax state we find in
these other successful societies. Add to this, of course, that there does seem to
be a consistent anti-taxation ideology that runs through much of American
history. Romain Huret argues in his chapter, “The Not-So-Infernal Revenue
Service? Tax Collection, Citizens and Compliance in the United States in the
Eighteenth to the Twentieth Centuries,” however, that Americans may not
deserve this reputation as being so “anti-state.” He suggests that US history is
instead marked by relatively high levels of tax compliance.

His essay examines the tax compliance process in the United States from the
Early Republic to the start of the twenty-first century and proposes what he
calls a “common ground model” based upon three elements that explain why
Americans accepted in the past and, generally speaking, still accept the expan-
sion of fiscal power: social legitimacy of the state, a consensus on the meas-
urement of income and wealth, and room for negotiation.

Given the anti-tax politics that have become the hallmark of American
politics in recent years, one might expect that this country would have an
enormous amount of tax evasion and non-compliance. While the nearly half-
trillion dollars lost each year to tax evasion does indeed seem like an enormous
sum, the fact is that tax morale is actually quite high in this country and
85 percent of taxes are actually paid correctly and honestly. The puzzle for us is
not why tax evasion is so high in the USA, but instead, why is it so low? Many
would suggest that the answer here is clearly in the draconian powers of the
Internal Revenue Service (IRS), but, as Romain Huret demonstrates, coercion is
not the key. Instead, the USA has developed a relatively efficient model
(despite the rhetoric often heard lately).

Americans in many ways are an enigma. This author (Steinmo) has spent
much of his personal and academic life trying to better understand this
strange country and its people. As almost any outside observer readily notices,
Americans are generous, open, and profoundly egalitarian. The average Ameri-
can is not the selfish, narrow-minded Homo economicus that American policies
seem to suggest. At the same time, the USA is the richest country in the world,
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has the smallest welfare state, the highest levels of inequality, and lowest taxes
of any modern democracy. While Americans could afford to share their wealth
more than any other country, they apparently have chosen not to. But when
we look at their tax compliance behavior we find that both in our experiments
and in the real world Americans do appear willing to pay. Or at least, they are
willing to follow the rules. Their rules. The enigma is that Americans appar-
ently do not want a state, but still do what the state tells them to do.

There can be no gainsaying that the politics of distrust and the fragmenta-
tion of the American polity have increased enormously in recent years. But the
foundation upon which this politics has emerged was remarkably strong.
Carolyn C. Jones’s analysis of the relationship between Americans and their
tax collector authorities is one of both patriotism and fear. Americans do not
love their state but they love their country. Americans may not want taxes, but
when they are asked to pay, they pay. The contrast to the Italians is remark-
able. Italians want the state to do things for them, but then cheat the state.
Americans say they do not want the state to do things for them, but pay for it
anyway. Why?

Here we turn to the relationship between identity and compliance. As we
shall see, societies that have a stronger sense of self, a stronger identity, are
easier for the state to manage effectively. To put this in reverse, in more
fragmented societies it is more difficult for the state to impose its will, in
part because it has to compete with other sources of legitimacy. The Swedish
state, probably the most effective in this regard, essentially co-opted the
Church, the capitalist elite, and the labor unions. The Italian state, perhaps
the least effective in this regard, continuously suffered from the fact that the
Catholic Church opposed the implementation of state authority. The result,
as we shall see, was that the Italian state never developed a sense of coherence,
just as the Italian society never developed a common sense of identity.

But what of the United States? Certainly, the Church could not be used as a
source of legitimacy by the state. Thomas Jefferson’s dictates against a state
Church and indeed the constitutional prohibition against Church-state
cooperation made this impossible. One could look at this huge continent-
sized country and the way in which many peoples who arrived here expanded
across the country as evidence of a lack of common identity. But as all students
of American politics and history from Alex de Tocqueville to Gunnar Myrdal
have long noted, Americans are unique precisely because of their common
identity. That identity is that of “Americanism.” America is an “ism.” It is
impossible to imagine “Britishism” or “Swedishism.”

At the time of the Civil War, America was obviously a very fragmented
country. But Carolyn C. Jones argues that World War I and World War II helped
build a more common sense of identity, much as Charles Tilly would have
argued. Remarkably, it was at least in part the act of collecting taxes to finance
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these wars that proved critical for advancing a common sense of “us”
(Americans) versus “them.” Indeed, the IRS very effectively used publicity
and marketing strategies to help build a sense of common identity, arguing
that the USA needed “Taxes to Beat the Axis.” Her story is thus not just one
of publicity campaigns; it is also about building a common sense of Americanism
and the role taxes played in this social construction.

Jones shows how the IRS and its propaganda instruments successfully
convinced citizens—especially during World War II—that it was their civic
responsibility to pay their taxes. But the tax authorities were also very suc-
cessful at publicizing high-visibility tax fraud cases and thereby making aver-
age people believe that they, the authorities, were far more efficient than they
in fact were. The irony may be, however, that in doing so, revenue collectors
generate more fear than trust. In doing so, they play into the anti-state beliefs
that have become so apparent in this country. Today even the president is
proud to have avoided the taxman.

Romania

Our final case, Romania, provides a very different story. Romania has the
lowest tax burden, a “flat” income tax, and the highest level of tax evasion
in Europe. Here we see the difficulty of building confidence on the heels of an
illegitimate regime. Both Clara Volintiru’s and Arpad Todor’s chapters show
how difficult it is to get citizens to take the “leap of faith” when their rulers are
corrupt and their institutions are inefficient. These chapters build a bridge to
an understanding of the dilemmas developing countries are facing more
generally. Importantly, our experimental studies offer some hope, as Roma-
nians do appear to be willing to pay—if they can believe that their money is
collected and redistributed fairly.

Volintiru’s essay, “Tax Collection without Consent: State-Building in
Romania,” specifically explores the fiscal history of what is most certainly
the least successful state in our set of countries. She shows how the evolution
of Romanian fiscal institutions was fundamentally shaped by the fact that the
state itself was foreign. Whereas we saw in the Swedish, British, and American
cases that a common sense of identity and belonging was critical for the
building of fiscal capacity, in Romania’s case there could be almost no norma-
tive connection between the citizens and the state precisely because “the
state” belonged to someone else. Consent, at least of the kind that Daunton
emphasizes, was clearly impossible in this context. But, as both Volintiru and
Todor argue, compliance does not necessarily mean consent.

Romania is perhaps the most different case in this analysis. Volintiru’s
chapter reveals how the Romanian state was for centuries the possession of
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foreign powers. In a very real sense, the Romanian state was even further
disadvantaged than the Italian state at the beginning of the twentieth century.
We do not examine the Communist interlude here but as Todor shows, the
years of Communist dictatorship and especially Ceausescu’s leadership did
nothing to tie the citizens to their state. Moreover, the longstanding linguistic
and cultural divisions between the Transylvanians and Romanians continue
to hinder any sense of common identity.

Volintiru focuses her chapter on the evolution of the relationship between
the state and the Orthodox Church, as well as the traditionally loose coupling
between formal and informal institutions in Romania. One of the main
propositions of this chapter is that the absence of a consolidated social con-
tract between citizens and authority has led to remarkably divergent fiscal
capacities of local and central structures of power.

Italy and Romania thus both provide examples of the consequences of a
state not being able to fully dominate its own country. As Hien reminds us,
“modern” Italy as a unified nation is scarcely 150 years old. But of course, just
being a new nation does not itself prohibit unity. One need only look to
Germany to find a country that is roughly the same age, but that managed
to become a far more efficient and indeed coherent nation state. Romania
shows how difficult it can be to develop both a sense of identity as well as
administrative capacities for governance when your country has scarcely had
any experience in collecting its own taxes or for that matter measuring its own
resources.

At the time of the communist collapse, income taxes did not exist in
Romania. This could have advantaged the national leadership for it could
have built a tax system on a relatively blank slate. However, as Arpad Todor
shows, both the enormous levels of corruption and public sector inefficiency
undermined the nation’s ambitious goals. Todor argues that the structure of
incentives created in the new tax system failed to convince citizens that the
system was fair and failed to motivate state actors to treat taxpayers fairly. The
structure of incentives created for both those paying the personal income tax
and those paying corporate taxes made it very rational to simply avoid the
burden. Remember, nobody likes to be a sucker. Thus the instability and low
quality of the Romanian legal framework in combination with the absence of
serious political attention paid to fiscal issues helped to facilitate, if not
downright encourage, tax evasion. Certainly, the fact that Romania still
remains a poor and largely agricultural nation is a large part of the explanation
for the nearly 40 percent tax gap. But even those individuals who pay taxes,
pay less than they might in other countries precisely because the system itself
is so poorly organized and poorly administered. Sadly, corruption is rampant
in Romania. State spending is often used to benefit the most corrupt and most
influential, public infrastructure in much of the country is in disrepair, and
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public services are minimal and largely financed by European instead of
Romanian institutions. Finally, public expenditure on social welfare and pen-
sions is among the lowest in the modern world. There is what Todor calls “a
broken connection between contribution and benefits,” which, as he says,
“gives the impression that average citizens do not receive much from the state
in exchange for paying their taxes.”

Another of the most surprising results drawn from our experimental work is
that Romanians—or at least young Romanians—appear at least as likely to
contribute to a public good as those in Sweden or the United States. In other
words, when Romanians are given the same institutional choices as citizens
in other countries they appear to be just as willing to pay. But of course, they
are not given the same choices or institutions in the real world. Thus, as Arpad
concludes, “given the constant failure to create an adequate legitimacy for the
tax system, the capacity to directly tax citizens and companies has slowly
decreased.” The result is that the state relies ever more on indirect taxes
precisely because they are less felt by the citizens. The result is that the “fiscal
exchange” simply does not take place. Romanians do not expect much from
their state, nor are they willing to pay for it.

At the time of writing, Romania is going through a massive political crisis
over exactly these issues. Perhaps the best demonstration of the argument we
keep returning to in this book was captured by the Financial Times in their
coverage of this story on February 3, 2017, when they quoted a young man
who was demonstrating against the government in Bucharest: “Why should
we act like honest citizens, paying taxes and being good people if they can get
away with this?”

Conclusion: The State as Predator?

Early models of tax evasion were built on the neoclassical economic assump-
tion that human beings are essentially selfish (Allingham and Sandmo 1972).
In this view, the only reason someone would pay taxes is that they fear being
caught and punished for tax evasion. Today, however, there is a huge body
of evidence demonstrating that tax compliance behavior cannot be explained
by a simple model (Alm and Torgler 2006; Cummings et al. 2009; Frey and
Torgler 2007; Sandmo 2005; Torgler etal. 2008). While most of us can be
strongly influenced by incentives and punishments, it is also clear that human
beings are not simply the rationally selfish decision makers once imagined in
classical economics. The behavioral revolution that has swept much of the
social sciences in recent years shows quite clearly that human beings are social
creatures who are as interested in their place in society and following social
norms as they are in maximizing individual self-interest. Of course this is not
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to suggest that human beings are not self-interested. They are. But to under-
stand how they define their self-interest we must understand them as “reason-
ing” social creatures. As Douglas North writes, “human behavior appears to be
more complex than that embodied in the individual utility functions of econo-
mists’ models ... People decipher the environment by processing information
through pre-existing mental constructs through which they understand the
environment and solve the problems they confront” (North 1990: 20).

The perspective we offer here builds on this line of research and echoes
Margaret Levi’s notion of “quasi-voluntary compliance” (1988: 52). Fach of
the chapters in this book demonstrates the point that tax compliance is a type
of “fiscal exchange” in which citizens are more willing to put money into the
pot when they feel they have a good chance to win something back from that
pot. But also, as implied by Levi, taxpayers are especially resistant to paying
taxes if they feel that they are being asked to bear an unfair share of the
burden. “Taxpayers are strategic actors who will cooperate only when they
can expect others to cooperate as well. Compliance of each depends on the
compliance of others. No one prefers to be a sucker” (1988: 53).

States that developed the administrative capacities to enforce laws, protect
property rights, and even accurately measure their lands early in their histories
were clearly advantaged. At the same time, we know that collecting taxes
is not as simple as building technical capacity to enforce tax laws. When
the state has the ability to enforce its laws, a positive social equilibrium is
possible. .. but it is far from guaranteed in any particular country. As Bergman
(2009: 16) says,

Enforcement is at the heart of the tax compliance game because it elicits—or
inhibits—the conditions for cooperation. It is the subjectively perceived credibil-
ity of effective enforcement that compels citizens to abide by the rules. The threat
of credible sanctions creates a virtuous circle because it both develops social and
human capital and economizes on individual cost-driven decisions. The percep-
tion that rules are being enforced effectively reduces free riding and optimizes
resource allocation, and more widespread tax compliance raises revenues and
improves the quality of public goods.

How does this rare event come about? First, the state, or rulers, must establish
a fairly high degree of state capacity. State capacity is defined simply as “the
ability to perform appropriate tasks, effectively, efficiently and sustainably”
(Grindle and Hilderbrand 1997: 34). States with high levels of capacity are not
simply strong authoritarian states, though. Having a big military or police
force does not mean you have developed strong capacity. In our view, effective
state capacity depends on three variables: under these conditions, a state
may develop capacity that can lead to social and political legitimacy that is
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foundational to becoming a successful state. However, having gotten this
far is no guarantee. On the contrary, successful states require a further set of
conditions:

¢ Successful states deliver value for the tax money they collect.

* Successful states have relatively efficient administrative and monitoring
systems.

¢ Successful states practice procedural fairness.

Under these conditions citizens will willingly pay taxes and even monitor
themselves. Under these conditions revenue collection becomes radically
more efficient than it is for a predator state.

In sum the successful state is not simply a predator who must concede some
things in order to get what it wants. Instead, we believe that it is more useful to
think of a successful state as one that treats people fairly and gives them things
that they want. Being legitimate is not just about extraction or resources.

We will return to these themes in our last chapter where we explore the
implications of this study for tax policy in both the developed and the
developing world. As we better understand how and why some countries
have been more successful building higher tax compliance, perhaps we can
better understand what other countries can do (or avoid) to encourage their
citizens to take the “leap of faith.”

Notes

1. Interestingly, however, simply having democratic institutions—the right to vote,
free elections, even a free press—is clearly not enough. Sadly, there are many
countries that have those institutional features and yet are quite dysfunctional
societies. Consider Jamaica compared to Singapore. Indeed, as Bo Rothstein has
argued in many publications, the quality of government is not the same thing as
democratic institutions (Rothstein 2011; Rothstein and Teorell 2012).

2. There are also a host of other fascinating findings discussed in Willing to Pay?, both
national differences in behavior as well as at the individual level. We show, for
example, that women in all countries and all situations are more honest than men,
that people are more responsive to what they get from the public pot rather than
how much they put into it, and that economists are more selfish than any other
group we studied.

3. Political culture arguments were much more common in classical political science.
Political science literature generally argued that political outcomes differ in different
countries quite simply because their citizens want different things. See Almond and
Verba (1963); King (1974); Lipset (1996); and Shafer (1991). See also Alesina and
Glaeser (2004).
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4. In The Formation of National States in Western Europe, Tilly (1975: 50) bemoans,
“taxation, for example, ordinarily shows up in European histories (not to mention
theories of political development) as an epiphenomenon—and a rather uninterest-
ing one at that.”

5. See Andrighetto etal. (2016) for an elaboration of this argument and evidence for
the Swedish and Italian cases.

6. We subsequently tested an adult group of British subjects and found them to be
substantially more compliant than their younger counterparts. See the forthcoming
volume: Steinmo, Willing to Pay? (Oxford University Press).
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Getting to Sweden

The Origins of High Compliance
in the Swedish Tax State

Marina Nistotskaya and Michelle D’Arcy

Introduction

Sweden is one of the strongest, most stable and high-compliance tax states in
the world. As Steinmo (1993: 41) notes, “the hallmarks of the Swedish tax
system have been its broad base, its stability, and its high revenue yield.” Tax
revenue as a percentage of GDP was at least 25 percent above the OECD
average from 1965 to 2013, putting Sweden in the top five tax-yield countries
for nearly the entire period (OECD 2014). Since the 1980s, collection losses
(taxes levied but not paid) have been less than 1 percent of total tax receipts,
standing at the level of between 0.3 and 0.5 percent for most of the period
(STA 2013: 20). By comparison, in the UK a similar measure, known as the tax
gap, was between 6 and 8 percent of total tax receipts in the period 2005-13
(HM Revenue & Customs 2014: 4; authors’ calculations). Experimental data
from the “Willing to Pay?” project show that the Swedes are the most compliant
taxpayers in the sample of five countries reference to Steinmo et al “Willing
to Pay?” is here. It should also feature in the reference list.

Why is this the case? How did Sweden become one of the most successtul
states in terms of tax yield and compliance levels? While most of the classic
works on the Swedish tax state have emphasized the constitutional structure
of the state that emerged in the twentieth century (Steinmo 1993) and social
democratic politics in the twentieth century (Jansson, Chapter 3 in this vol-
ume), we look at earlier periods, tracing the roots of Swedish exceptionalism as
far back as the sixteenth century.
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Although regular taxation in Sweden dates back to the thirteenth century,
for most of the medieval period Sweden was essentially a domain state,
dependent on income from crown lands, rather than a tax state, supporting
itself through taxes collected from subjects (Dovring 1951; Poulsen 1995;
Rets6 and Soderberg 2015). Between 1500 and 1750, Sweden transformed
into a tax state with certain characteristics that would become hallmarks in
later periods. The result of the transformation was that the state had both the
“hard” capacity needed to collect taxes—such as detailed information on the
resource base and ability to monitor the entire population—and “soft” cap-
acity in the form of a meaningful fiscal contract between the state and its
subjects that supported quasi-voluntary compliance.

We draw on the rich existing literature and add to it in a number of ways to
make five key arguments as to how Sweden became Sweden and why it is such
an exceptional case. First, we argue that the Swedish state adopted advanced
methods for monitoring the availability, quality, and use of the main eco-
nomic assets for tax collection purposes at a very early stage, leading to both
the creation of institutional capacity and the development much earlier than
in most other European states of a direct vertical fiscal contract between the
king, the embodiment of the state in the early modern period, and his sub-
jects. Second, we show how the development of both the capacity to raise
taxes and the fiscal contract were assisted by the use of the newly reformed
Church of Sweden, which both collected population information for the state
and legitimized its actions. Third, we argue that the fiscal contract was par-
ticularly strong because the extensive, accurate data available to the state
allowed for fairness in the distribution of the tax and conscription burdens,
and the military successes of the Swedish state in the early period of state-
building delivered benefits to the population: peace within its borders, free-
dom from foreign rule, and law and order. Furthermore, the military allotment
system—an organizational innovation, stimulated by war, for extracting tax
in kind from a peasant economy—created conditions that could foster a
horizontal contract between subjects. Fourth, we emphasize that these devel-
opments were aided by Sweden's relatively unique social structure. Having a
large free peasantry and a small weak nobility led the state into a direct fiscal
contract with the broad bulk of the peasantry rather than, as happened
elsewhere, through the land- and capital-owning nobility. Fifth, we show
how the structure of the Swedish economy, particularly the late onset of
industrialization, forced the state to find innovative administrative technolo-
gies, producing a tax structure and administration that could easily adapt to
the collection of modern taxes. Taken together, these factors explain how
Sweden, over the course of 400 years, cultivated its fiscal capacity and
strengthened the fiscal contract between ordinary taxpayers and the state.
Its contemporary exceptionalism was set in motion centuries ago.
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Three overarching themes emerge from our analysis. The first is the
importance of the early modern period as a critical juncture in the history of
European states in general and Sweden in particular. Although a rich general
literature has addressed this (Ertman 1997; Glete 2002; Tilly 1992), not all
recognize this period as the starting point of Sweden’s transition to modern-
ity, instead arguing that the nineteenth century was the critical period of
transformation (Rothstein and Teorell 2015; Teorell and Rothstein 2015).
The second is the contrast between Sweden and other European countries
during this period. Sweden was markedly superior in international compari-
son in terms of the organization of the state in relation to taxation, particu-
larly the degree to which the information-gathering activities of the state
penetrated society. Finally, the continuity between the aspects of the contem-
porary tax state that make it effective and the tax state that emerged in the
early modern period suggests that the virtuous circle persisted over time. For
example, there is remarkable continuity in key areas such as the amount of
information the state collects on the population. These insights together
suggest that to understand divergent performances in tax compliance today
we need to take a considerably longer-term historical perspective.

Monitoring Capacity

Monitoring capacity is a critical but often overlooked aspect of fiscal capacity.
Taxation has been increasingly understood as a collective action problem
(CAP) whereby rational individuals have strong incentives to free-ride because
they cannot be excluded from the benefits of the collective goods that taxes
provide (Levi 1988). In a small group it is more straightforward to solve CAPs,
as it is easier to monitor and enforce compliance (Ostrom 1990). Because of
the high degree of visibility in a small group, everyone can directly observe
individual contributions by other members and sanction those not cooperat-
ing. In large groups, such as states, CAPs can only be solved by an external
agent with the capacity to monitor individual contributions, find the free-
riders, and punish them (Olson 1965). A state with these capacities reduces the
likelihood that individuals will choose a free-riding strategy both because they
believe there is a high likelihood they themselves will be caught if they evade,
and because they believe this power will ensure others also comply. Monitor-
ing capacity, in particular the gathering of information needed to assess
individual behavior in collective endeavors, is thus critical to curb fiscal free-
riding (D’Arcy and Nistotskaya 2017).

Swedish kings were among the first European rulers to systematically gather
information on the main productive assets for taxation purposes. Sweden’s
early modern experience of gathering data on land and its users was a critical
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component in making it one of the most effective tax states from a historical
perspective. It has also left a legacy of exhaustive information-gathering that
persists into the contemporary period.

Although attempts to draw a comprehensive list of taxpayers were made
by the Crown as early as 1413 (Dovring 1951: 417), the crucial steps in
developing monitoring capacity in Sweden were undertaken by Gustav Vasa
(1523-1560). The newly elected monarch, faced with competition for power
from the Catholic Church and the nobility, had no choice, but “to start
building a new organization for mobilizing economic resources and political
support” (Hallenberg, Holm, and Johansson 2008: 251; see also Ertman 1997:
311-14; Glete 2002; Hallenberg 2012; Roberts 1958: 77; Tilly 1992: 25, 135).
First, Gustav Vasa appointed trusted local representatives, who held office in
return for direct payment rather than as a personal fief. Research suggests that
during the reign of Gustav Vasa the number of these salaried royal officials
increased fourfold, reaching a total of about 200 by 1560 (Glete 2002: 189;
Hallenberg 2012: 563). Second, with a view to extracting resources, these royal
bailiffs started collecting and recording information about the local peasant
economy. Specifically, around the 1530s, information about individual land
parcels began to be gathered and methodically recorded in special registers—
jordebicker (Dovring 1951; Hallenberg 2012: 563-5; Lindkvist 1987: 61-2;
Osterberg 1977). Royal bailiffs also maintained lists of taxpayers and men
eligible for conscription, and account books where the principles of tax assess-
ments, arrears, and other issues related to the tax collection were recorded.
Third, the Crown changed the basic principle of tax assessment: from collect-
ive appropriations from groups of people with the tax amounts or quantities
in kind being determined somewhat arbitrarily to individual assessments,
based on surveys of individual land parcels and valuations of land (Dovring
1951: 13-139; Lindkvist 1987).

These developments had several important consequences that arguably set
the virtuous circle of the Swedish political economy in motion. First of all, the
Swedish state developed a competence to monitor the peasant economy down
to the level of “every single farm” (Lindkvist 1987: 62), which, as we argued
earlier, is a key condition for curbing fiscal free-riding. Secondly, the principle
of individual assessments made an individual peasant a “direct subject of
the king, personally responsible for sustaining the crown by his yearly
contributions” (Hallenberg 2012: 564). Furthermore, the introduction of
the institution of royal bailiffs, who dealt with tax assessment and collection
on a day-to-day basis, “opened up direct communication lines between the
King and his subjects” (Hallenberg, Holm, and Johansson 2008: 254). Thus,
the foundations of both effective monitoring and a vertical fiscal contract
between the king and his subjects were laid down during the reign of Gustav
Vasa. This is in stark contrast to England, for example, where even in the
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implementation of personal income tax in the nineteenth century, the state
explicitly aimed to “minimize the direct contact between the central
bureaucracy and the individual citizens” to secure consent (see Daunton,
Chapter 6 in this volume; Kiser and Kane 2001). Third, reliable information
about key economic assets and other local conditions made it possible for the
state to tax “according to the economic capacities of the individual households”
(Lindkvist 1987: 62) and to distribute the tax and conscriptions burdens between
communities in a manner “that could be regarded as fair” (Glete 2002: 189),
which is an important constituent of a robust fiscal contract (see “Fiscal
Contract” below).

The monitoring capacity of the state was further strengthened in the seven-
teenth century. In 1628, Sweden launched a comprehensive program of sur-
veying and mapping of individual land parcels of all settlements of the realm.
The resultant cadastral maps (geometriska jordebicker) were state-administered,
methodically arranged records that identified individual land holdings in
terms of their location, dimensions, and features, and were presented as
drawings or sketches. One of the essential features of cadastral maps is that
they securely link properties on a map to a register, containing information
about the landowner or occupier (Kain and Baigent 1992: xviii). Cartographic
cadasters are based on systematic observations, such as instrumental land
measurement, providing accurate information on land resources. Further-
more, through cartographic representation of land geometriska jordebdcker
standardized diverse local economic practices, making “the resource base
visible and accessible to the central state” (Glete 2006: 7). For these reasons
the cadastral map is considered an effective instrument of control of the
governed (Buisseret 1992; Scott 1998).

Geometriska jordebicker, which were produced by royal surveyors from a
newly established government office (Landmiiteriet), are “without contempor-
ary European equals” because of their comprehensiveness in terms of both
territorial coverage and the recorded information (Baigent 1990: 62). By the
end of the seventeenth century most of the parishes in Sweden proper (except
Skdne and Gotland), Finland (then part of the Swedish realm), and also in
Sweden’s Baltic (modern Estonia and Latvia) and German provinces had been
mapped (Baigent 1990: 67; Kain and Baigent 1992: 57, 70-5). There are about
12,000 large-scaled (1: 5,000 to 1: 4,000) cadastral maps relating to the period,
which include a great degree of detail, such as ownership/tenure, quality of
land, field systems, types of crop, yields, and valuation (Figures 2.1 and 2.2).
Taxes were assessed “almost annually” (Skold 2004: 6), implying that the
underlying observational data was also regularly updated (Baigent 1990, 63).
The Swedish cartographic cadaster was an innovation that greatly enhanced
the state’s capacity to monitor the availability, quality, and use of the main
economic asset of the time—land—and to calculate taxes based on the land’s
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Figure 2.1. Cadastral map (geometrisk jordebok) of a Royal Domain in Danmarks Parish,
Uppsala County, 1635

Source: The Swedish National Land Survey (Lantmateriet), Gavle, Sweden.

size and productivity and to extract taxes from the de facto users (not de jure
owners). In comparison, in other countries under consideration in this vol-
ume, analogous measures were initiated considerably later: in the USA the
Federal Land Survey began in 1785 and its primary purpose was not fiscal; the
Ordnance Survey Act of 1841 laid the foundation for cadastral surveying in
England with its application to land valuation and inland revenue purposes
beginning in the early twentieth century; and national cadasters in Italy and
Romania commenced in 1897 and 1997 respectively.

The cadastral records were augmented by extensive population statistics
collected by the state directly or with the help of the Church (see the following
section, “The Role of the Reformed Church”). From around the second half of
the sixteenth century the Church of Sweden kept parish catechetical registers
(husforshorslingder), containing a wealth of information related to the
Church’s efforts to enforce adherence to Lutheran doctrine (for instance levels
of the parishioners’ catechetical knowledge and attendance), but also names
of residents, relationships within the household, information on births,
migration in and out of the parish, and marriages and deaths (Gille 1949;
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Figure 2.2. Enlarged elements of the same cadastral map
Source: The Swedish National Land Survey (Lantmateriet), Gavle, Sweden.

Skold 2004; Willigan and Lynch 1982; Wisselgren et al. 2014). In the middle
of the eighteenth century, the Swedish state established Tabellverket—the
world’s oldest continuous national population statistics. The information for
Tabellverket was drawn from parish registers. At the government’s request,
clergy had to collect information on a set of predefined items, including, for
example, occupation and social status, and compile the data as summary
statistics every three to five years (Gille 1949; Oden 1972; Skold 2004;
Willigan and Lynch 1982). These summary statistics served as the basis for
drawing up the censuses, a method that distinguished Sweden from most
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Western countries that practiced field survey-based censuses (Axelsson and
Wisselgren 2016: 63). Another distinctive feature of the Swedish population
statistics is that since information was collected in a number of different lists
and registers that were ultimately centralized, it allowed the state to cross-
check the information (Oden 1972: 269).

Cumulatively these innovations meant that in the early modern period
the Swedish state acquired formidable monitoring capacity. Cadastral records
and population registers made both the economic resources and economic
activities of the population “visible and accessible to the central state” (Glete
2006: 7) so that it could collect taxes, both in cash and in kind, to the extent
needed to support one of the largest standing armies in Europe. As Tilly (1992: 79)
notes, between 1600 and 1700 the number of troops under arms in Sweden
increased from 1.5 percent to 7.1 percent of the population, more than in
England, France, Spain, or Russia.

Sweden’s experience contrasts with that of other European states, most
of which did not develop strong monitoring capacity. Most European states
“had neither the administrative tools nor the information” to penetrate to the
level of individual households (Scott 1998: 38). For example, although it had
one of the earliest narrative cadasters in the Domesday Book, the British state
never utilized it to the same extent as Sweden did. Neither did it produce
a genuine cartographic cadaster, instead appropriating Ordnance Survey
maps for the purpose (Kain and Baigent 1992: 260). In England the first
national census was not conducted until 1801 and civil registration of vital
events began in 1837. Between 1801 and 1840 censuses were “merely head-
counts,” and although names and addresses were included after 1841, there is
little evidence that the state used this information for monitoring purposes
(Higgs 2001: 179)."

Just as the early modern Swedish tax state was remarkable in terms of the
amount of information it collected compared to its European counterparts, so
too the contemporary Swedish state can be seen to hold more detailed infor-
mation, in a more integrated way than many other governments. Indeed,
some scholars see this early Swedish history of information-gathering as a
critical predecessor to the personnummer—a unique identifier, introduced in
1946, used in all interactions between the state and citizens (Riches 2005:
357). Personnummer is central to the effective functioning of the Swedish tax
state from tax collection to welfare provision as it is a crucial piece of infor-
mation, present in all data on individuals officially collected, that connects
these numerous datasets together, allowing for cross-referencing.

Thus, in the early modern period Sweden had established itself as excep-
tional in terms of its monitoring capacity. This capacity both set it apart from
other European states and has remained a key element of the fiscal strength of
the Swedish state.
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Role of the Reformed Church

A second rather unique characteristic of the Swedish fiscal state in the early
modern period was the extent to which and success with which the state used
the clergy to provide copious and detailed information on the state’s subjects
and to legitimize state activities.

The seizure of ecclesiastic lands in 1527 and subsequent displacement of the
Roman Catholic Church, which with its own laws and taxes was offering “an
alternative framework of political and military power” (Glete 2002: 183),
eliminated a serious rival and a source of continuous resistance to the Vasas’
attempts to consolidate and expand state power. Furthermore, the newly
established Church of Sweden, whose creed and organization were officially
supported by the state until the year 2000, in effect became a part of the state’s
administrative apparatus.

By the mid-sixteenth century when Gustav Vasa’s bailiffs undertook the
task of assessing resources and levying and collecting taxes, local clergymen
were assisting in their enumeration efforts by cross-checking the accuracy of
the information provided by peasants and the bailiffs’ own observations
(Oden 1972: 267; Roberts 1953: 414). At about the same time, although the
precise date has been difficult to establish (Gille 1949: 4; Skold 2004: 8), the
Church began collecting extensive information on the members of their
parishes in parish catechetical registers (husforhorslingder). Although scholars
noted the connection between the tax and church registers due to the timing
of their commencement, but also with regard to their monitoring intentions
(Nilsson 1982), it is not entirely evident that the Swedish state stood behind
either the initiation of the parish registers or making them compulsory in
1686 in all 2,500 parishes (Gille 1949: 5; Oden 1972: 269; Skold 2004: 8).
What is clear, however, is that when Tabellverket were put into practice in
1749, it made controlling the population through list-taking as one of the
legal duties of Swedish clergymen. Until very late in the twentieth century, the
vicar of each parish served as the chief of the local civic registration office and
the census officer (Nilsson 1979: 1). It was only in 1991 that the population
registration task was fully transferred from the Church to the state bureaucracy.

Since nearly all inhabitants belonged to the Church of Sweden, the use of
the clergy to collect population data meant that these records were compre-
hensive. They also contained a wealth of continuous and high-quality data
(Gille 1949; Wisselgren etal. 2014) on demography and social welfare that
became part and parcel of Sweden’s formidable fiscal monitoring capacity.
Parish records were often kept earlier in other European states (Skold 2004: 8),
yet they were not incorporated into state administration to the same degree as
in Sweden.
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Although it has frequently been noted in the literature that over the course
of the early modern period the Swedish clergy were often caught in “an
awkward position between their parishioners, who hoped to escape the
worst of taxation, and the government and its representatives, whom they
were expected to serve loyally” (Skold 2004: 7; see also Lext 1968; Roberts
1953: 415), the clergy’s direct involvement in tax and military registration
lasted at least until the second half of the seventeenth century, when the
Church was “eventually relieved” of this duty (Skold 2004: 16). The clergymen
remained involved in keeping records of harvests and livestock (boskapslingder),
from which a tithe (tiondelingder) was levied (Figure2.3%), and they also
attended tax collection meetings at least until the beginning of the eighteenth
century (Skold 2004: 7). The Scandinavian Lutheran clergy is seen to be “more
committed to state administration than was the case in most European coun-
tries” (Bregnsbo and Ihalainen 2011: 108).

The Swedish kings successfully employed the ecclesiastical organization and
the social power of the Church to legitimize their authority (Forssberg 2014;
Hallenberg, Holm, and Johansson 2008; Nordin 2011; Roberts 1953: 413-14).
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Figure 2.3. A page from the tithe register for a farm in Hjarnarp Parish, Skdnia, Sweden,
1766-83

Source: SEDD: the Scanian Economic Demographic Database (Lund University).
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The clergy disseminated, often under direct instruction from state officials,
information and propaganda about wars and royal policy. Attendance at
Sunday service was mandatory and royal proclamations were made from the
pulpit. This meant that the king’s edicts and letters were read out on the same
day, in a uniform message by clergymen who had moral standing in their
communities (Nordin 2011). The clergy were pressed to add the weight of
their moral authority to these decrees, and there are records of speeches by
priests to their congregations exhorting their parishioners to “faithfulness to
our all-gracious king” (Forssberg 2014: 178-9). In an era of illiteracy before
mass communications, this was a very effective tool for the state to legitimize
its actions (Roberts 1953: 413-14). Although the clergy at times resisted
the state’s attempts to harness them for its own purposes, in general the
message they relayed from their pulpits was “a political ideology of deference
and unconditional loyalty to the ruler” (Munck 2011: xx).

Fiscal Contract

The Swedish case illustrates the well-established link between war and
taxation (Downing 1992; Ertman 1997; Tilly 1992). The development of
information-gathering and other administrative capacities in Sweden in the
early modern period was driven by the needs of war (Glete 2002). However, in
addition to stimulating the expansion of the state’s fiscal capacities, described
earlier, war was important to the development of the fiscal state in another
way: out of the interaction between the state and society over taxation, the
conditions were created for a vertical fiscal contract—between subjects and
state—and also for a horizontal contract between subjects. The fiscal contract,
understood as an exchange of goods in return for taxes, has been seen as the
foundation for quasi-voluntary tax compliance (D’Arcy 2011; Levi 1988S;
Moore 1978; Spicer and Lundstedt 1976). When people get the promised
goods they are more likely to honor their tax obligations without the ruler
having to resort to coercion.® This literature has also shown that fair
exchange—the perception that the tax burden is shared between the individ-
ual and other taxpayers in a fair manner—matters for compliance (Bordignon
1993; Spicer and Becker 1980). From this viewpoint, unfair distribution of
the tax burden and insufficient levels of public goods’ provision are seen to be
the main factors that might undermine consent to pay.

When conceived of in these terms it is clear that at an early stage a virtuous
circle emerged in the fiscal contract between the Swedish crown and its
subjects. In exchange for taxes, the state provided a bundle of public goods
that were of the highest priority in the early modern context (Forssberg 2014;
Glete 2002: 194-5; Neveux and Osterberg 1997): security, freedom from
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foreign rule, and internal law and order. Indeed, there is evidence that the rise
of the Swedish tax state was accompanied by the rhetoric of fiscal contract
(Forssberg 2014; Glete 2002; Hallenberg, Holm, and Johansson 2008). Thus,
in the very first year of his reign, Gustav Vasa told the Estates gathered in
Strangas that he hired mercenaries “so that the native peasantry may sit at
home, tend their fields and meadows, feed their wives and children, and no
longer go out to get themselves killed” (Hallenberg, Holm, and Johansson
2003: 27). As “warfare marked everyday life both mentally—with widespread
fears...—and economically” (Forssberg 2014: 171), it is plausible to argue that
the subjects were rather receptive to the idea of paying taxes in exchange for
the military protection of their homes and families (Glete 2002: 194-5).
Sweden’s multiple military successes in the second half of the sixteenth and
seventeenth centuries presented the Crown with a powerful argument that it
had fulfilled its promise to provide security. That this translated into compli-
ance is suggested by a remarkably low number of tax revolts in Sweden after the
Great Dacke Rising of 1542-3 (Burg 2004; Glete 2002: 194; Osterberg 1990).

Second, the information the state had gathered made it possible to distrib-
ute the tax burden in a non-arbitrary way. On the one hand, information
about local conditions enabled the state to tax according to the capacities of
individual households (Lindkvist 1987: 62). In international comparison,
“this was distinctively ‘modern’. Similar systems in other countries have
usually been created only in the nineteenth century” (Glete 2002: 189). For
example, in England before the 1800s “taxes never adequately tapped subject
wealth” (Kiser and Kane 2001: 200). On the other hand, tax registers and
cadastral records gave subjects the means to question tax assessments and
demand more equitable distribution of the burden (Forssberg 2014; Glete
2002; Hallenberg, Holm, and Johansson 2008; Lindkvist 1987; Osterberg
1990). As empirical evidence suggests, peasants routinely bargained with
central and local agents of the state over taxes and “quite often had their
way” (Hallenberg, Holm, and Johansson 2008: 256), which arguably encour-
aged compliance.

A key institution in terms of the organizational infrastructure through
which this direct vertical fiscal contract could evolve was the innovative
system of indelningsverket—an allotment system that enabled the Crown to
effectively extract resources in kind from an economy with comparatively low
levels of monetization (Carruthers 1996: 94-5). One of the central challenges
for all early modern rulers was to extract resources to support an army. In
earlier periods the Swedish army had been supported through a rotating
conscription system (utskrivning) based on lists compiled by the local clergy
and officials and supported by contributions from non-selected enlisted men
(Riches 2005: 356). This system evolved in the seventeenth century with
soldiers in certain parts of the country being billeted on farms whose owners
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or tenants supported them directly. In the 1680s under Karl XI the system was
implemented countrywide. Every province concluded agreements with the
Crown as to how many regiments it would support. Within each province
several farms were grouped into “files” responsible for one person, who volun-
teered to become a soldier (Aberg 1973: 269; Riches 2005). The extent to
which this system was successful is evidenced by the fact that over the early
modern period Sweden had one of the largest standing armies in Europe (Glete
2002; Tilly 1992: 79).

In addition to being a constitutive part of a vertical fiscal contract, indel-
ningsverket arguably created the conditions for the emergence of a robust
horizontal fiscal contract. The literature has emphasized that when people
believe that others are paying their taxes they are more likely to do so them-
selves (Bordignon 1993; D’Arcy 2011; Spicer and Lundstedt 1976). For almost
300 years (until indelningsverket was phased out at the beginning of the twen-
tieth century) most of the Swedish population was involved in extensive
horizontal monitoring of fellow taxpayers. Through indelningsverket the col-
lective action problem associated with taxation was transformed into multiple
collective action problems, operating at a scale where this problem could
be solved more efficiently by means of peer-to-peer monitoring. Each “file”
had incentives and opportunities to ensure each individual household was
contributing.

Sweden was not exceptional in terms of what stimulated the development
of fiscal capacity, but was in terms of the forms, extent, and consequences of
these processes. Cadasters, population registers, indelningsverket, and the tax
bureaucracy were part of the new complex organization of the Swedish state,
geared to effective resource extraction. The ability to curb individual incen-
tives to free-ride was one of the direct consequences of Swedish monitoring
institutions. Another was what in modern parlance can be called a system of
evidence-based tax assessment and redress procedure, which laid the founda-
tions for a robust fiscal contract between the state and taxpayers. Tax compli-
ance was furthered by the state’s ability to fulfill its “contractual obligations”:
the state delivered security both in practice and in the form of official rhetoric,
promulgated by subordinated clergy. Furthermore, the introduction of yet
another organization innovation—indelningsverket—was arguably conducive
to the emergence of a strong horizontal fiscal contract between subjects
themselves.

It is important to emphasize that Sweden’s development as a fiscal state in
response to the constant threat of war was not inevitable, linear, or immune
from reversals and missteps. In common with other European states at the
time, Sweden learned by doing, and by making mistakes, sometimes in the
same moment as they were making advances in other areas (Hoffman 2015).
The infamous Vasa ship, built with the wrong proportions, sank just 1,000
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meters into her maiden voyage in 1628, the same year that cadastral mapping
was initiated. The development of the fiscal state was subject to experimenta-
tion and evolution. For example, the state switched the mode of taxation
entirely in 1621 to tax farming, only to abandon this due to resistance, as
discussed further in the next section, several decades later (Hallenberg 2012:
565-8). The institution of indelningsverket took a century to evolve, and
was the outcome of bargaining between the state and society rather than a
state-engineered project imposed from the top down. Sweden’s exceptional
fiscal state arose in very particular social conditions, as outlined in the next
section.

Unique Social Structure

The fiscal contract that emerged between the Crown and taxpayers in Sweden
in conjunction with the emergence of a new complex organization of the state
was direct and deep in part because Sweden had a unique social structure. In
contrast to most European states in the early modern period, Sweden had a
free peasantry and a small, weak nobility (Glete 2002: 174-5, 182; Lindkvist
1987; Myrdal 2011; Neveux and Osterberg 1997). In the sixteenth and seven-
teenth centuries the Swedish hereditary aristocracy numbered about 500
adults (Liliequist 2015: 229; Retsd and Soderberg 2015: 11), and in the
1520s, before Gustav Vasa's initiatives, the nobility owned 25 percent of the
land, compared to the 45 percent that belonged to freehold peasants (Myrdal
2011: 91). The Swedish nobility’s low level of economic strength is mainly
explained by the fact that compared to other European states there was no
inheritable possession of the land (Lindkvist 1987: 61). The Crown could
withdraw the right to land relatively easily, as demonstrated by the massive
alienation of noble lands to the state at the end of the seventeenth century
(reduktion). Economic weakness translated into low political power for the
aristocracy, as evidenced by, for example, the absence of manorial courts in
Sweden, in contrast with profound seigneurialism elsewhere in Europe (Glete
2002; Neveux and Osterberg 1997; Ogborn 1998). Their political power was
further weakened by the fact that, unlike in England, for example, the parlia-
ment was not a vehicle for the exclusive defense of aristocratic interests, as the
freehold peasantry was also represented in the national Diet as the fourth
estate (Glete 2002). Without security of tenure and a monopoly in parliament,
the strength of noble resistance was weaker than in the rest of Europe.

This is not to say that the nobility did not try to resist state-building
activities, nor that its relative weakness was uniform across the early mod-
ern period. In 1529, only a year after Gustav Vasa was crowned King of
Sweden, the lords and the clergymen in Vistergttland rose against him
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(under Ture Jonsson). In 1567 Gustav Vasa’s son Erik XIV had to resort to
murder as a preventive move against the influential aristocratic Sture family
(Roberts 1968). His successor John III faced a “well organized aristocratic
opposition...who demanded a larger say in the ruling of the dynastic state”
(Hallenberg, Holm, and Johansson 2008: 254). Although the early Vasa kings
did manage to consolidate the state’s power, the end of the sixteenth to the
first half of the seventeenth century was a period when the nobility controlled
about two-thirds of income from the land (Myrdal 2011: 115) and had a major
say in political affairs (Glete 2002; Hallenberg, Holm, and Johansson 2008).
However, the return to the Crown of the land that had been granted to
the nobility (reduktion) in 1655 and 1680 illustrates that aristocratic power
was not enduring, in part because it lacked a strong institutional basis. When
after reduktion members of the nobility became a central part of the state’s
apparatus, they joined the state’s organization and benefited from it from
within, rather than resisting it from outside. By that point they did not have
an independent source of power outside the state in the way that the nobility
in other countries did.

This social structure had a number of direct implications for how the
Swedish tax state evolved. In other parts of Europe the strength of the nobility
was a major constraint on the state’s expansion in areas such as monitoring
capacity. For example, due to the high strength of the resistance of the
nobility, the English state never managed to introduce a genuine cartographic
cadaster (Kain and Baigent 1992: 343). In France, it was only in the Napo-
leonic period that state-administered cadastral mapping was expanded to
cover the entire country. In Sweden’s Baltic territories the strength of the
local nobility led to less effective mapping than in the metropole (Kain and
Baigent 1992: 72).

Without a strong nobility able to effectively resist, the Swedish state was able
to make numerous detailed registers of economic resources and their users
(discussed in the first section, “Monitoring Capacity”) and also to enter into a
direct fiscal contract with the peasantry. Peasants were in contact with state
officials and negotiated this relationship at both local level and in the national
Diet (Hallenberg 2012). Sweden’s remarkable record of a very low number of
tax revolts suggests that regular interaction between crown officials, rather
than leading to animosity and resistance, developed tolerable administration
and a situation where the state was seen as a suitable medium for problem
solving. Indeed, “the last major rebellion, in Smaland 1542-3, was. .. directed
at the new and ever stronger state. After this, peasant protest in Sweden in-
creasingly went through more peaceful channels” (Myrdal 2011: 99). This is
further demonstrated by the fact that the failure of the tax farming experiment
from 1621 to 1635 was partly due to resistance from peasants, who preferred
taxes to be collected by royal bailiffs rather than by private tax farmers

47



Marina Nistotskaya and Michelle D’Arcy

(Hallenberg 2012: 556-7). Thus the Crown was exceptionally successful in
integrating the peasantry as the organization of the state evolved.

The strength of the relationship between the state and the peasantry also
derived from the fact that they constituted an important ally for the Crown
against the nobility at certain moments. Thus, the support of the peasants was
key in Charles XI's successful creation of absolute rule after 1680. In return he
committed not to conscript peasants as soldiers. Instead, they contributed
through indelningsverket. Although this could constitute a heavy economic
burden, “the fact that future soldiers would be volunteers was regarded as an
important gain for peasant society” (Glete 2002: 195). At this and at other
moments, the peasantry could exercise more agency and extract some degree
of political demands in a way that their contemporaries in other European
states often could not. This was enabled by both the new organization of the
Swedish state and the unique structure of its society.

A direct relationship between the peasantry and the state that developed
in early modern Sweden contrasted with most other parts of Europe where
resources were extracted from the peasantry by the local nobility and clergy,
but not directly by state officials, meaning that the nobility mediated
the relationship between ordinary people and the state. As Tilly observed,
Sweden’s exceptional social structure “left its impact on the very organization
of the state” (1992: 27) and meant that it was perhaps the only European
country that had instituted “direct rule from top to bottom” before the
nineteenth century (1992: 25). The fiscal contract in Sweden was arguably
deeper and stronger than in other states because the social structure facilitated
the state’s direct engagement with the majority of the population. In what
became a self-reinforcing cycle, the weakness of the nobility enabled the
Swedish monarchs to effectively organize resource extraction in the ways
discussed, leading to less reliance on the nobility’s local organization and
further weakening their position vis-a-vis the Crown.

Late Industrial Development and the Structure of Taxation

In the 1870s, 72 percent of the population was still employed in agriculture in
Sweden: “Industrialization in Sweden began in earnest during the last third
of the nineteenth century, a hundred years later than in England and roughly
a generation later than in Germany” (Berman 1998: 42). The late onset of
industrialization is one of the explanations for the relatively late adoption of
local income tax in 1862 and state income (and wealth) tax in 1903 (Du Rietz,
Johansson, and Stenkula 2015: 41-4), and the fact that the Swedish tax to
GDP ratio was one of the lowest in the world at the beginning of the twentieth
century (Rodriguez 1981). However, while the late onset of industrialization
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delayed the introduction of modern forms of taxation it also stimulated the
state to perfect the art of extracting tax in kind from an agriculturally based
economy. The set of administrative innovations, discussed earlier, embedded
state power into localities, and brought the state into a relationship with the
peasantry in a way that did not happen in other countries. It also led to a tax
structure that set Sweden apart from its European counterparts. Although later
than most states in experiencing industrialization and introducing modern
taxes, the cumulative effect of centuries of experience taxing the broad base of
the population enabled the state to make this transition more rapidly and
comprehensively than other states who lacked this experience.

Until the latter half of the nineteenth century, the main source of tax
revenue in Sweden came from a variety of direct taxes that had been in
place in some cases for centuries (Schon 2010: 162; Stenkula 2015: 305).
These non-modern direct taxes included: the grundskatter (“basic tax”)—
based on land, the oldest existing tax at the time; the bevillning, originally
an extraordinary surtax that was assessed and raised heterogeneously across
the provinces and only in 1862 had become based on appropriations of either
land or income; and the mantalspenning, a poll tax “introduced in 1625 during
a period of intense warfare, and it was not abolished until 1938” (Stenkula
2015: 306). The indelningsverket was also still operating, only being abolished
in 1904, just after the introduction of compulsory military service. Thus, until
the mid-nineteenth century Sweden was collecting most of its revenue from
the same taxes that had been established for centuries, and which were forms
of direct tax that fell mostly on the broad bulk of the population.

This reliance on pre-modern direct taxes became increasingly unsustainable
during the nineteenth century, especially after industrialization eventually
arrived in Sweden. Between 1800 and 1860 a large deficit emerged, with the
existing taxes diminishing in yield but political resistance to tax reforms
coming from landowning peasants (Neal 2010: 295). During the latter half
of the nineteenth century the introduction of modern taxes was stalled due to
political considerations rather than administrative incapacity, resulting in
indirect taxes for the first time becoming the greater proportion of revenue
(Stenkula 2014: 16). It was only in 1903, after political reform of parliament
and decades of official investigations and political debate that a new system of
progressive taxation of aggregated net income based on an annual personal
declaration of income was introduced. Less than ten years later direct taxes
were again the greatest proportion of revenue (Stenkula 2014: 16).

The speed with which the Swedish state was able to successfully transition
from early modern to modern forms of direct taxes reflects the hard and soft
capacity it had acquired for direct tax collection from a broad base of the
population over the preceding centuries, and is in marked contrast to the
experience of other European states. Other states whose predominant tax
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structure had been reliant on indirect taxes took longer to build up the
capacity to collect direct taxes. For example, the English state was one of the
first to start modernizing taxation early in the nineteenth century, introdu-
cing income tax temporarily for the first time in 1799 and permanently in
1842. However, by the end of the nineteenth century indirect taxes were still
the greatest proportion of revenue (Daunton 2010: 30). By 1925 the figure for
the number of tax units registered with the British tax authorities (Inland
Revenue) as a percentage of the economically active population was 23 percent,
while the figure for Sweden was 80 percent (Flora and Heidenheimer 1981: 193).
In Britain, historically very dependent on indirect taxes, especially customs and
excise, the modes of collecting direct taxes, especially the land tax, had relied
on local commissioners, rather than central bureaucrats (Daunton 2007 and
Chapter 6 in this volume). In England there was not the same level of direct state
penetration of the locality, and it took a number of decades for this to develop.
In Sweden, where the state had been collecting taxes directly from the peasants
for centuries, this capacity was already in place.

In the twentieth century Sweden adapted and updated its fiscal capacity to
correspond to the new structure of the economy, becoming one of the most
effective modern tax states. [t modernized its existing strength in monitoring
capacity, deploying some new technologies and innovations such as unique
identifiers (personnummer). There was also extensive fiscal policy experimentation
based on the ideas of social and economic engineering, public sector expansion
and distributional ambitions, and reform of the tax authority to instill an ethos
of facilitating tax returns (Jansson, Chapter 3 in this volume; Stenkula 2014).
The corporatist model of government served to deepen the vertical fiscal
contract observable in previous periods through the creation of the welfare state.

Conclusion

Sweden became a strong tax state not because it had greater economic
resources relative to other states—it did not—but by finding, through a pro-
cess of experimentation and adaptation, innovative means of resource extrac-
tion from society. Cadasters, population registers, the institution of salaried
royal bailiffs and indelningsverket formed the foundations of Sweden’s formid-
able monitoring capacity that has contained fiscal free-riding. Several conse-
quences of the new complex organization of the state, such as non-arbitrary
ways of tax assessment and direct interaction between state agents and the
peasantry, also contributed to the development of a strong tax state, by setting
in motion a robust fiscal contract between taxpayers and the state. The emer-
ging virtuous circle was facilitated by the absence of strong resistance from
the Church and nobility, resulting from both the structure of the Swedish
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economy and society, but also from proactive policies of the Crown either to
eliminate or to co-opt opposition.

The developments of the twentieth century reinforced rather than created the
underlying strengths of the Swedish fiscal state. The improvements in monitor-
ing capacity were the latest in a long history of innovation to provide the state
with the information it needed to solve the collective action problem of tax-
ation. The welfare state that was built to provide services in return for high taxes
continued the tradition of a robust vertical fiscal contract between state and
subjects, now that they had become citizens. The egalitarian emphasis in social
democratic politics resonated with the long history of a strong peasantry who
negotiated their relationship with the state directly.

The modern Swedish tax state has proven itself to be as exceptional as the
early modern tax state, and in the same ways. The modern tax state has
maintained high fiscal monitoring capacity and strong vertical and horizontal
fiscal contracts. While it is no longer driven primarily by war, the modern tax
state has benefited from and continued the legacy of its early fiscal exception-
alism. “Getting to Sweden” was a four-hundred-year process.

Notes

1. A key moment of tax state formation in Britain was the late seventeenth-century
development of the administration of excise taxation—taxes on the producers of
commodities, especially beer—which would generate the revenue necessary to
transform Britain into an imperial power in the eighteenth century (Ogborn 1998).

2. Figure 2.3 depicts a page from the tithe register from Hjdrnarp parish in Skédne,
southern Sweden, for the years 1766-83. It contains information on the farm
(name and size) and the farmer (Pahl Rasmusson, replaced by his son Rasmus
Pahlsson in 1779), the harvest (in sheaves for summer-rye, winter-rye, spring-rye,
barley, oats, wheat, buckwheat, and beans). The columns to the very right contain
information on the number of foals, calves, lambs, and geese born cumulatively.

3. The existence of a fiscal bargain at the heart of the relationship between citizens and
rulers has been demonstrated in contemporary settings using a variety of methods:
cross-country regression analysis (Ross 2004), citizen surveys (Fjeldstad 2004), and
experimental methods (Cummings et al. 2009).
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