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CAN AUDITS ENCOURAGE TAX EVASION?:
AN EXPERIMENTAL ASSESSMENT

by

Emily Satterthwaite*

Abstract

Governments and tax administrators around the world rely on the
premise that audits will deter tax evasion. This Article presents experimental
evidence that this premise may be, at least in part, misguided. 
Counterintuitively, I find that audits presented as random may induce
taxpayers to cheat more. Where audits were described as being conducted at 
random, participants increased their levels of evasion in the tax periods
immediately following the audit. This effect, however, did not plague
nonrandom audits. When a separate group of participants faced audits that
were presented as being nonrandom—participants were told that detected 
evasion would “flag” a participant for one or more future audits—
participants cheated less in the periods immediately following the audit.
Overall, average compliance in the nonrandom audit condition
systematically and significantly dominated average compliance in the
random audit condition. By revealing, under experimental conditions, strong
behavioral responses to the way tax audits are presented, this Article
highlights the potential enforcement benefits of being more transparent with 
taxpayers about the nature of audit selection.

* Assistant Professor, University of Toronto Faculty of Law. For helpful
comments, thank you to Benjamin Alarie, James Alm, Lisa Austin, Joseph
Bankman, Wei Cui, Yasmin Dawood, Angela Fernandez, Brian Galle, Andrew
Hayashi, Erich Kirchler, Jack Manhire, Susan Morse, Shuyi Oei, Jason Oh, Leigh
Osofsky, Mariana Mota Prado, Diane Ring, Ted Seto, Daniel Shaviro, Stephen Shay,
Michael Trebilcock, Albert Yoon, and workshop participants at the 2015 Law &
Society Association Annual Meeting, the 2015 Junior Tax Scholars’ Workshop, the
2015 Canadian Law & Economics Association Meetings, the National Tax
Association 108th Annual Conference, and the Tulane Tax Roundtable. Special
thanks to Leandra Lederman for feedback and questions. The author is grateful for
generous support from the University of Toronto’s 2015–16 Connaught New 
Researcher Award. Dennis (Zhenyu) Luo provided outstanding research assistance.
All errors and omissions are mine.
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