
Tax Year 2001 FEDERAL TAX GAP
(in Billions of Dollars)

Actual Amounts 

Updated Estimates

Dependent on Older Estimates

Status of the Estimates

Estimates in Bold Boxes 
Have Been Updated 
Based on Detailed
TY01 NRP Analysis

Nonfiling*
27

Underpayment
33

Gross Tax Gap: 345
(Noncompliance Rate:  NCR = 16.3%)

Underreporting
285

Individual
Income Tax

197

Non-Business
Income
$30.6

Underreported
Business
Income

109

Underreported
Non-Business

Income
56

Overstated
Adjustments,
Deductions,

Exemptions, and 
Credits

32

Employment
Tax
54

FICA & 
Unemployment

Taxes
15 

Self-Employment
Tax
39

Large 
Corporations

25

Estate & Excise
Taxes

4

Corporation
Income Tax

30

Small 
Corporations

5

*Updated using Census tabulations
Source: IRS



Individual Income Tax Underreporting Gap

Underreporting Tax Gap Net Misreporting Percentage

Little or no
information reporting

Some
information reporting

Substantial
information reporting

Substantial
information reporting

and withholding

20 10

10 5

0 0

30 15

40 20

50 25

60 30

70 35

80 40

90 45

100 50

110 55

120 60
$110 B 53.9%

$51 B

8.6%

$9 B 4.5%$11 B

1.2%

Source: IRS



Do Normative Appeals Affect Tax Compliance?

TABLE 2
CHANGE IN REPORTED EEDERAL TAXABLE INCOME AND MINNESOTA TAX LIABILITY

IN TREATMENT AND CONTROL GROUPS

1994
1993
1994-1993
% with 94-93

increase

n

1994
1993
1994-1993
% with 94-93

increase

n

1994
1993
1994-1993
% with 94-93

increase

n

Treated

$26,947
$26,236

$711

54.1

15,613

Treated

$26,906
$26,457

$449

54.6

15,536

Treated

$26,927
$26,346

$580

54.3

31,149

Letter 1

Federal Taxable Income

Control

$26,940
$26,449

$491

53.9

15,624

Treated-Control

$7
$-.213

$220(352)

0.2

Letter 2

Federal Taxable Income

Control

$26,940
$26,449

$491

53.9

15,624

Treated-Control

$-34
$8

$-42(299)

0.7

Either Letter

Federal Taxable Income

Control

$26,940
$26,449

$491

53.9

15,624

Treated-Control

$-14
$-103

$89(270)

0.4

Treated

$1,943
$1,907

$35

52.6

15,613

Treated

$1,949
$1,930

$19

53.1

15,536

Treated

$1,946
$1,919

$27

52.8

31,149

MN Tax Liability

Control

$1,954
$1,934

$20

52.3

15,624

Treated-Control

$-11
$-26

$15(29)

0.3

MN Tax Liability

Control

$1,954
$1,934

$20

52.3

15,624

Treated-Control

$-4
$-3

$-1(25)

0.8

MN Tax Liability

Control

$1,954
$1,934

$20

52.3

15,624

Treated-Control

$-8
$-15
$7(22)

0.5

Notes:
Number in parentheses is the standard error.
The mean of "Treated-Control" may differ from the mean of "Treated" minus the mean of "Control" due to
rounding error.

ceived either letter, and for those who
served as controls.'^ Consistent with the
random assignment of cases to experi-
mental groups and a lack of attrition bias,
the 1993 treated and control means are not
significantly different. For Letterl (Sup-
port Valuable Services), the mean differ-

ence-in-difference for FTP^ was $220, or
those receiving the letter increased their
report, on average, by $220 more than did
the controls. While the result suggests a
successful moral persuasion, equal to
about 0.8 percent of average income, it is
not statistically significant. For Minnesota

' We have excluded two Letterl recipients whose reported income and taxes over the period were inconsistent:
one reported 73 percent less FTI but only 35 percent less MnTx while the other reported 1.4 percent less FTI
but 25 percent less MnTx. The preliminary analysis which included them yielded regression coefficients for
the MnTx and FTI equations which were of widely varying proportions (i.e., the MnTx coefficients ranged
from -10 to 134 percent of the FTI coefficients, while the state marginal tax rate varied only between 6 and 8.5
percent). Excluding these two treated recipients, the two sets of coefficients are more uniformly proportional.
The data contain two sources of FTI observations, one from the Minnesota return and, in 1993 and 1994, one
from the federal return. In the analyses which follow, we use the Minnesota FTI data, except for those cases in
which it is missing on the state return but available from the federal return.

131

Source: Blumenthal et al. (2001), p. 131
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Table 4
Average reported federal taxable income: differences in differences for the whole sample and income and opportunity groups

Whole sample (weighted)

Treatment Control Difference

1994 23,781 23,202 579

1993 23,342 22,484 858

94293 439 717 2278

S.E. 464

%w/increase 54.4% 51.9% 2.5%***

n 1537 20,831

Low income

High opportunity Low opportunity

Treatment Control Difference Treatment Control Difference

1994 7473 3992 3481 2397 2432 235

1993 971 787 183 788 942 2154**

94293 6502 3204 3298 1609 1490 119

S.E. 2718 189

%w/increase 65.4% 51.2% 14.2%* 52.2% 50.2% 2.0%

n 52 123 381 4829Source: Slemrod et al. (2001), p.466



Self-Reported vs. Third-Party Reported Income

Pre-audit net income Under-reporting of incomePre audit net income Under reporting of income

Total Third-party Self- Total Third-party Self-Total Third party reported Total Third party reported

Amount 206,038 195,969 10,069 4,255 536 3,719

(2,159) (1,798) (1,380) (424) (80) (416)

Percent 98.38 98.57 38.18 8.39 1.72 7.28

(0.09) (0.08) (0.35) (0.20) (0.09) (0.19)

Source: Kleven et al. (2010)



Determinants of the Probability of Audit Adjustment:
Social, Economic, and Information Factors

Social factors 
Socio-

economic 
factors

Information 
factors All factors

Constant 14.42 (0.64) 11.92 (0.66) 1.44 (0.25) 3.98 (0.62)
Female -5.76 (0.43) -4.45 (0.45) -2.05 (0.41)
Married 1.55 (0.46) -0.36 (0.48) -1.64 (0.44)
M b f h h 1 98 (0 59) 2 67 (0 58) 1 19 (0 54)Member of church -1.98 (0.59) -2.67 (0.58) -1.19 (0.54)
Copenhagen -0.29 (0.67) 1.20 (0.67) 1.00 (0.62)
Age above 45 -0.37 (0.45) -0.35 (0.45) 0.10 (0.42)
Home owner 5.96 (0.48) -0.35 (0.46)Home owner 5.96 (0.48) 0.35 (0.46)
Firm size below 10 4.43 (0.82) 2.97 (0.76)
Informal sector 3.25 (0.86) -0.99 (0.79)
Self-Reported Income 9.47 (0.53) 9.72 (0.54)
Self-Reported Income > 20K 17.46 (0.91) 17.08 (0.92)
Self-Reported < -10K 14.63 (0.72) 14.53 (0.72)
Audit Flag 15.48 (0.59) 15.32 (0.60)

R-square 1.1% 2.1% 17.1% 17.4%
Adjusted R-square 1.0% 2.1% 17.1% 17.4%

Source: Kleven et al. (2010)



Bunching at the Top Kink in the Income Tax
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Bunching at the Kink in the Stock Income Tax
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Effect of Audits on Subsequent Reporting

Amount of income change from 2006 to 2007
Baseline audit 

adjustment 
amount

Difference: 100% vs. 0% audit group

Total income Total income Self-reported Third-party Total income Total income income income

Net income 5629 2554 2322 232

(497) (787) (658) (691)

Total tax 2510 1377

(165) (464)

Source: Kleven et al. (2010)



Effect of Audit Threats on Subsequent Reporting

Probability of adjusting reported income (in percent)

Both 0% and 100% audit groupsBoth 0% and 100% audit groups

No-letter 
group

Difference:
letter group vs. no-letter groupg p g p g p

Baseline Any
adjustment

Upward
adjustment

Downward
adjustment

Net income 13.37 1.65 1.51 0.13

(0.35) (0.47) (0.28) (0.40)

Total tax 13.67 1.56 1.54 0.01

(0.35) (0.48) (0.28) (0.40)

Source: Kleven et al. (2010)



Effect of Audit Threats on Subsequent Reporting

Probability of upward adjustment in reported income (in percent)

Both 0% and 100% audit groups

Letter 50% Letter 100% LetterLetter –
No Letter

50% Letter –
No Letter

100% Letter –
50% Letter

Net income 1.51 1.04 0.95

(0.28) (0.33) (0.33)

Total tax 1.54 0.99 1.10

(0.28) (0.33) (0.33)

Source: Kleven et al. (2010)
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Figure 1: Probability of Detection under Third-Party Reporting
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2A. Tax revenue/GDP in the US, UK, and Sweden
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2B. US Tax Composition, 1902-2008
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Figure 3. Anatomy of Tax Evasion 
Panel A displays the density of the ratio of evaded income to self-reported income (after audit adjustment) 
among those with a positive tax evasion, using the 100% audit group and population weights. Income is 
defined as the sum of all positive items (so that self-reported income is always positive). Panel A shows 
that, among evaders, the most common is to evade all self-reported income. About 70% of taxpayers with 
positive self-reported income do not have any adjustment and are not represented on panel A. 
Panel B displays the fraction evading and the fraction evaded (conditional on evading) by deciles of 
fraction of income self-reported (after audit adjustment and adding as one category those with no self-
reported income). Panel B also displays the fraction of third-party income evaded (unconditional). Income 
is defined as positive income.  
In both panels, the sample is limited to those with positive income above 38,500 kroner, the tax liability 
threshold (see Table 1). 
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Figure 3. Anatomy of Tax Evasion 
Panel A displays the density of the ratio of evaded income to self-reported income (after audit adjustment) 
among those with a positive tax evasion, using the 100% audit group and population weights. Income is 
defined as the sum of all positive items (so that self-reported income is always positive). Panel A shows 
that, among evaders, the most common is to evade all self-reported income. About 70% of taxpayers with 
positive self-reported income do not have any adjustment and are not represented on panel A. 
Panel B displays the fraction evading and the fraction evaded (conditional on evading) by deciles of 
fraction of income self-reported (after audit adjustment and adding as one category those with no self-
reported income). Panel B also displays the fraction of third-party income evaded (unconditional). Income 
is defined as positive income.  
In both panels, the sample is limited to those with positive income above 38,500 kroner, the tax liability 
threshold (see Table 1). 



C Second Wave of Mailing
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Figure A5: Impact of Deterrence Letter: Second Wave of Mailing

Notes: This figure plots the monthly percent difference between the medians of the treatment and
the control group of the deterrence letter for the second wave of mailing: (median VAT treatment
group - median VAT control group) / (median VAT control group), normalizing pre-treatment
percent difference to zero. The y-axis indicates time, with monthly observations, and zero indicates
the last month before the mailing of the letters. The vertical line marks mailing of the letters. The
figure shows the first wave of mailing. Since the second wave of mailing is much smaller than the
first, these figures show a much more noisy pattern.
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Source: Pomeranz '11
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Source: Kleven and Waseem '11
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