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Abstract 
 
Individual’s tax behaviours and preferences towards contributing to public goods cannot lie 
exclusively on appropriate formal institutions. Particularly in countries under institutional and 
economic transition. We embrace the recent perspective arguing that higher quality of life 
conditions makes people better citizens, more civically committed and more willing to contribute 
to a better social and institutional environment. Accordingly, looking at the transition economies 
of Central and Eastern Europe (CEE) and the Former Soviet Union (FSU), we analyse the role of 
life satisfaction in the willingness of an individual to pay more taxes with the aim of improving 
public good provision relating to education, health, and support of people in need, as well as to 
combat climate change. We exploit data from the third wave of the Life in Transition Survey 
(2015-2016). Empirical evidence suggests that individuals reporting higher scores of life 
satisfaction are more willing to contribute to different types of public and common goods. These 
results are robust to a series of sensitivity analyses. Interestingly, our results are complementary 
to both trust-based political exchange approach (Gërxhani and Wintrobe, 2021) and to the social 
capital approach (Rothstein 2005).    
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1. Introduction 
 
We study the role that individuals’ cognitive evaluation of her live condition, i.e. life satisfaction, 

has on their attitude towards the contribution to the public good. More specifically, we investigate 

the role of life satisfaction on citizens’ tax behaviour in the transitions economies of Central and 

Eastern Europe (CEE) and the Former Soviet Union (FSU). These countries represent an ideal 

context of analysis. Since the early 1990s, they have undergone major institutional reforms, 

including reforms to move away from the direct appropriation of resources implicit in central 

planning and towards creating market-type public finance institutions with explicit tax collection 

policies (Tanzi and Tsibouris, 2000). However, this transformation has led to markedly different 

outcomes across the region. In some cases, persistently high levels of undeclared activities and a 

pronounced shadow economy are reflected in relatively high rates of tax evasion (Gërxhani and 

Wintrobe, 2020). In other cases, a drastic reduction in the size of the shadow economy has been 

observed, and shown to be associated with restored budget balance and the development of direct 

taxation (Cichocki, 2009). 

The standard economic approach to explaining individuals’ tax behaviour relies upon designing 

effective punishment mechanisms to reduce the taxpayer’s incentive to engage in rent-seeking 

behaviour (Allingham and Sandmo 1972; Slemrod 2007). Criticisms to this approach from 

institutional studies embrace the tax morale perspective arguing that enforcement mechanisms 

alone are not enough to explain individual’s preferences. Instead, individuals’ tax behaviours and 

preferences are also influenced by their trust towards the public authority (trust-based theory), their 

perception that other citizens will comply with taxes too (conditional cooperation theory) (Torgler 

2005; Gërxhani and Wintrobe, 2020), and cultural norms, shared values and beliefs transmitted, 

recognised and accepted via a process of normative and moral contemplation (Andriani et al. 2022, 

Andriani and Bruno 2022, Hodgson 2022, Mokyr 2016). This, of course, requires a cognitive 

reflection that goes beyond the classical zero-sum game. 

The willingness to contribute to the public good in view of higher collective benefit is a form of 

prosocial behaviour and public spirit. This is the result of individual’s choice of whether to 

cooperate according to prosocial values. Therefore, studying individuals’ conditions and factors 

that help sustain this cooperative behaviour increases our understanding of individuals’ 

preferences and their relationship with their public institutions. To this purpose, and added with 

the aforementioned literature, we consider life satisfaction the cognitive dimension reflecting the 
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individual’s overall satisfaction with her life (Esaiasson et al. 2019; Maccagnam et al. 2019; 

Nikolova and Graham 2020). We claim that individuals that are more satisfied with their life are 

also more willing to contribute to the collective benefit.     

Our claim lays upon an emerging literature arguing that life satisfaction is conducive to desirable 

outcomes at the individual and societal levels (Guven 2011). People more satisfied with their life 

tend to pursue a more virtuous life by engaging in actions that contribute to a better social and 

institutional environment (Peterson et al. 2005). Individuals more satisfied with their life tend to 

be more civically committed (Flavin and Keane 2012), and supportive of public authorities than 

their unhappy co-citizens through the compliance with formal rules and laws (Sulemana et al. 

2017). On the contrary, individuals in poverty, adverse life conditions and unsatisfied with their 

life, tend to engage more with corrupt exchange (Hunt 2007), withhold their support (Esaiasson et 

al. 2019) and adopt more risk-taking and illegal behaviour than who are satisfied with their life 

(Goudie 2014).  

The transition economies of the former socialist countries in Eastern Europe and Central Asia 

represent a non-trivial context of analysis. Particularly, given the persistent so called “Eastern 

European Happiness Gap”. This refers to the individuals of the former Soviet bloc being less 

satisfied with their life than their neighbours of the Western Europe even after the end of the Cold 

War (Guriev and Zhuravskaya 2009).  

Our analysis is developed by using the third wave of the Life in Transition Survey, which is jointly 

conducted in 2015-2016 by the European Bank for Reconstruction and Development (EBRD) and 

World Bank (WB). Survey is administered in 28 former socialist countries from Central and 

Eastern Europe and Central Asian countries (except Turkmenistan). We construct four binary 

measures of tax behaviour from survey questions relating to respondents’ willingness to give part 

of their income or to pay more taxes with the aim to improve (i) public education, (ii) the health 

system, (iii) to help people in need, and (iv) to fight climate change. 

These questions properly reflect individual’s preferences on whether to contribute to the public 

good, by explicitly considering a variety of services. Respondents’ views will reflect their 

willingness to support improvement in the services already provided particularly in the sectors of 

education and public health, or to pursue greater social justice, by supporting people in need, and 

a more sustainable society, particularly under the major aspect of climate change. 



 4 

Using logistic regression estimations, our analyses reveal that respondents’ willingness to 

contribute to different types of public and common goods by sharing their income or paying more 

taxes is positively associated with citizens’ life satisfaction. Our results remained the same after 

applying several sensitive tests and robustness checks such as considering different levels of 

institutional quality, specific sub-samples of respondents to mitigate respondents-biases and 

country specific effects. 

The motivations and the importance of this research focus rely upon different instances and 

contributions that this work may provide.   

First of all, in the last decades, life satisfaction has been consistently inserted on the left and side 

of the equation as the literature has been predominantly focusing on studying the socio-economic 

determinants of life satisfaction and subjective well-being. In this work we reverse the direction 

of the relational dynamic and we investigate the role that life satisfaction may have on individuals’ 

attitude and preferences towards public good provision. Only recently, a reverse causal direction 

has been adopted. For instance, O’Connor (2020) reverses the functional form by analysing the 

impact of subjective well-being on unemployment, while Andriani and Ashyrov (forthcoming) use 

life satisfaction as a key determinant of individuals’ corruption aversion.  

Secondly, this line of research is also of paramount importance both in terms of research 

perspectives and policy recommendations, beyond the specific geopolitical context of post-

communist countries. Individuals’ attitudes might not be limited to the outcome of a pure 

calculative approach. However, the perception of an unfair socio-economic condition could 

provide incentive to rationalise cheating (Torgler 2005). For instance, it has been argued that the 

legacy of the communism and the process of transition has increased citizens’ expectations on the 

responsibilities of the public institutions. These include the guarantee of a better quality of life, 

social security and lower income inequality (Hadarics 2016). In fact, empirical evidence suggests 

stronger individuals’ preferences towards low-income inequality and measures of welfare 

redistribution more among citizens of the former socialist countries than among citizens of the 

Western European neighbours (Alesina & Fuchs-Schündeln, 2007). Citizens’ support towards 

public institutions might increase when citizens perceive that these preferences have been fulfilled 

(Hadarics 2016).  

In view of more effective policy interventions, our results suggest that policy decisions improving 

citizens’ life conditions might increase their loyalty towards the public authority and their 
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compliance with legal rules and laws. This shows that quality of life is a key channel through 

which boosting institutional compliance and conformity. For instance, recent studies stress on the 

effect that political decentralisation and regional autonomy may have on citizens subjective well-

being and citizens’ satisfaction (Diaz-Serrano and Rodriguez-Pose 2012; Filippetti 2020).  

Linked with the above point, we believe that our work advocates the need to conduct further 

research that considers the economic value of quality-of-life measures such as happiness and life 

satisfaction. Anti-social and illegal behaviours represent increasing monetary costs for the entire 

society. Life satisfaction, happiness and subjective well-being can be used to estimate the 

economic effect of non-market policies like those aiming to increase citizens’ life condition. In 

this respect, there is a growing consensus that income-based measures are not enough to study 

individual’s revealed choices. Particularly in contexts such as Central East European and the 

Former Soviet Union countries where the socio-economic, political and institutional changes of 

the last decades have been accompanied with a diffused self-reported un-happiness regardless the 

increasing income (Nikolova 2016; Nikolova and Graham 2015). Shedding further light on the 

role that life satisfaction can have as determinant of citizens’ choice is of paramount importance 

within an institutional and socio-economic transition process (Nikolova and Nikolaev, 2017).    

The paper is structured as follows. Section 2 presents the conceptual framework; Section 3 

discusses the contextual framework; Section 4 presents the data and the methodology; Section 5 

discusses the empirical results; Section 6 presents model extensions and robustness checks; 

Section 7 concludes.        

 
 

2. Relevant Literature  
 
2.1 Contribution to the Public Good  

Individuals’ contribution to the public good is at the core of the relationship between citizens and 

their public institutions responsible to govern the social and economic resources (Bowles 1998; 

Gërxhani and Wintrobe, 2021). The production and, hence, management of the public good are 

societal characteristics whose roots are far earlier than modern states. This is because humans have 

always organised themselves in some form of collective and set a minimal endowment of common 

resources for the provision of food, security measures and some forms of infrastructures 

(Fukuyama 2011). In a modern state, the public good principle, as defined by Rothstein (2021), 
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requires two parties, citizens and public institutions, engaging in some form of social contract 

based on behaviour of reciprocity. Accordingly, citizens pay taxes to contribute towards improving 

the provision of public good, and public institutions, in exchange, should be credibly committed 

to managing and distributing this common resource according to society’s needs.  

Mainstream economics often explains this cooperative behaviour through an incentive-based 

approach. If we look at the classical set up of the public good game framework, for instance, 

cooperation among members to contribute towards the community resources is predicted to persist 

in a context where formal institutions, i.e. punishment and enforcement mechanisms, are more 

effective (Fehr and Gachter 2000). 

However, beyond the opportunity-cost perspective, formal institutions may also work as 

transmission mechanisms able to internalise cultural values and norms as “moral imperative” 

(Brennan and Buchanan 1985). In a complex society, the punishment is not simply gauged against 

a simple “prize” for pursuing a collaborative strategy and refraining from crime or illegal, 

“collectively” unacceptable, act. It is also a symbol bridging the illegal behaviour with the moral 

dimension as it distinguishes the “wrong” from the “right” (Brennan and Buchanan 1985). This 

makes individual’s preferences on whether to contribute towards the public good a matter of 

quality of government institutions as well as a matter of values and morals followed by the 

individual of interest. As stated in Koldko (2005), while the rules of the economic game do matter, 

“the ability of all agents involved to understand, follow and comply with these rules” matters too 

(page 276). For example, individuals’ intrinsic non-pecuniary motivations to contribute to the 

public good play an important role that cannot be ignored (Alm and Torgler 2006; Gërxhani and 

Scharm 2006; Alm 2019).    

The literature of quality of government institutions stresses on two key aspects: trust-based theory 

and conditional cooperation theory. Firstly, citizens are more willing to contribute to the public 

good if they have trust in the quality of government institutions and they perceive that the 

government is able to manage the public good resources and to deliver public services effectively 

and in a more transparent way (Broms 2015; Umar et al. 2017). Secondly, people are more willing 

to contribute to the public good if they perceive that all the other fellow citizens assume the same 

cooperative behaviour (Andriani 2016; Torgler 2005). This reflect the perspective that the 

contribution towards the public good is an issue of collective action. Accordingly, the majority of 

the citizens perceive they might benefit from this social protection as long as fellow citizens can 
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be trusted and that they will not rent-seek. If trust towards fellow citizens as well as towards the 

credible commitment of the government to comply with the rules of the social contract are missing, 

individual’s support towards the public good might be negatively affected (Rothstein 2005).  

A complementary line of argument focuses on the role of social norms and values have in driving 

individuals’ preferences and attitudes towards the public good and tax choices (Frey and Torgler 

2007; Gërxhani 2004). This has been echoed in a broader recent debate among institutionalists 

advocating more consistent studies and conceptual reflections on the synergies between cultural 

and institutional aspects in understanding human development (Andriani and Bruno 2022; 

Hodgson 2022). According to this critical perspective, the interplay between culture and 

institutions is essential to better understand individuals’ preferences and their relationship with 

their public institutions (Mokyr and Silvestri 2021). Cultural traits provide a sort of attitudinal and 

behavioural road map through which individuals evaluate events, other people’s actions and ways 

organizations and institutions function (Greif 1994; 2006; Hofstede 1980; Schwartz 1990). This 

normative and moral contemplation cannot be dismissed from a broader economic debate, and 

neither can be reduced to an incentive-based utility maximising function.  

 

2.2 Life Satisfaction and Contribution to the Public Good  

While there is a very well-established literature looking at tax behaviour and individual 

contribution to the public good through the quality of government institutions perspective, little 

attention has been devoted to the role that individual’s cognitive aspects such as life satisfaction 

might have on her motivation to contribute to the collective benefit.  

Social psychologists argue that people more satisfied with their life tend to pursue a more virtuous 

life by engaging in actions that contribute to a better social and institutional environment (Peterson 

et al. 2005). Individuals more satisfied with their life tend to be more civically committed (Flavin 

and Keane 2012), and supportive of public authorities than their unhappy co-citizens through the 

compliance with formal rules and laws (Sulemana et al. 2017). On the contrary, individuals in 

poverty, adverse life conditions and unsatisfied with their life, tend to withhold their support 

(Esaiasson et al. 2019), and to adopt more risk-taking and illegal behaviour than who are satisfied 

with their life (Goudie 2014).  

It has been widely recognised nowadays that subjective self-assessments of life satisfaction are 

particularly valuable to understand individuals’ preferences and behaviours (Frey and Stutzer 
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2002). Life satisfaction has been found to stimulate social capital as people more satisfied with 

their life tend to adopt a more public spirit approach (Guven 2011). Studies of social psychology 

explain this prosocial behaviour by emphasising the importance that aspects such as becoming a 

better person and living a more virtuous life have on individuals aiming to maintain a high level 

of life satisfaction. In other words, people with high life satisfaction are more likely to act to make 

the world a better place (Schueller and Seligman 2010). One of the cognitive traits of the 

individuals satisfied with their life is to pursue a meaningful life, seeking for purposes higher than 

the mere individual’s materialistic gain (Seligman 2002). The aim is to maintain high life 

satisfaction by engaging in actions that promote a more positive social and institutional 

environment where to live and that contribute to the enhancement of a better society and of other 

peoples’ quality of life (Peterson et al 2005; Steger et al 2008). In relation to prosociality, empirical 

evidence shows that individuals more satisfied with their life tend to engage more in unpaid 

voluntary activities (Griep et al. 2015; Oishi et al. 2007) are more likely to be blood donors and to 

provide money to charities (Priller and Schupp 2011). 

Life satisfaction can also represent a collective aspects and not only an individual device. In its 

complex construct, aspects of subjective well-being such as life satisfaction relates with social 

morality and common goods (Ryan and Deci 2008). Under this perspective, life satisfaction recalls 

a collective resource related to individuals’ perception of moral values and norms reflecting the 

type of society they wish to have. Hence, life satisfaction is not only an individual matter but also 

a collective endeavour. As such it contributes to the improvement of the social and institutional 

environments where the access to fair and expected social support such as healthcare, education, 

environment, public transports, legal justice, safe working conditions and indiscriminatory 

treatment needs to be guaranteed (Gibson-Graham et al. 2016). This is also aligned with the 

perspective that aspects of individual’s subjective well-being cannot be viewed in isolation from 

the social context, but it is also built from individual’s evaluation of social mechanisms and factors 

affecting collective living including collaborative behaviour, honesty, trustworthiness, security 

and safety, social support and social justice (Atkinson et al 2020). This influences the way we 

perceive the way other individuals will behave.      
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3. Contextual Framework   
 
3.1 Taxes in the Post-Communist Context  

While our research question is globally relevant, in this paper, we are focusing on post-communist 

Eastern Europe and Central Asia. This region has a recent experience of institutional 

transformation which makes it uniquely interesting for the analysis of individual values and their 

interplay with formal institutions. Indeed, starting from the late 1980s to early 1990s, all the 

countries of the so-called former “Soviet Bloc” left communism and central planning behind and 

started a process of economic and political liberalisation. This process required drastic policy 

changes to restore prices as a vector of information and re-align incentives towards maximising 

utility or profit, but more fundamentally, it required a complete institutional overhaul, including, 

among other things, the development of the rules and institutions to secure private property and 

uphold competition, and a reduction of the coercive capacity of the state to move towards more 

democratic means of decision-making (Douarin, 2021). 

With this in mind, this process of institutional change essentially meant separating the state from 

society and establishing effective channels of exchange between the two. Under autocratic central 

planning, the needs of the population had been estimated by planners to feed into complex 

production decision following bureaucratic calculus and processes, but long terms objectives of 

developing specific sectors or region, often took precedence over short-term consumptions needs, 

and the financial resources required for investment were simply appropriated by the state through 

the plan, without explicit consultation or consent from the population (Tanzi and Tsibouris, 2000). 

With the emergence of markets came the need to separate private and public finance and to make 

explicit the means of collection and choices on redistribution, i.e. the state had to develop the 

codes, rules and institutions for tax collection, while the population had to agree to taxes being 

collected from them in exchange for services and goods provided by the state (Easter, 2012).  

While the aim was to develop public finance as found in any advanced economy in the world, and 

state-society negotiation were key (Moore,2004), the explicit transformation from centrally 

planned appropriation came with the specific challenges of “low tax morale, weak state capacity 

and scarce investment capital” (Easter, 2012, page 51). Political forces played a key role in the 

process, and countries where contestation (civil society) was possible, it was more likely for 

taxation to emerge as a negotiated social contract. On the contrary, where elites had more 

entrenched interests (typically in context with more natural resources, e.g. Oskenbayev et al., 
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2013), outcomes were less democratic with either a persistence of coerced extraction, or uneven 

collection reflecting political bargaining in captured states (Gehlbach, 2008). In a detailed case-

study, Easter (2002 and 2012) illustrates this very well, with rebellious Poland emerging as an 

example of the former and Russia as evolving through time in different forms of the latter. 

Overall, outcomes have been varied, with institutional quality today reflecting more closely the 

level of economic development reached than historical legacies (Uberti, 2018). In addition, the 

literature reviewed here does reflect the key findings emerging from both the trust-based political 

exchange approach (Gërxhani and Wintrobe, 2021) and the social capital approach (Rothstein 

2005) to understanding tax compliance. Indeed, tax paying as “quasi-voluntary” required rules and 

penalties, reflects also a credible sense of exchange within a social contract framework and a 

degree of contingency reflecting the social context and the degree to which other would submit 

themselves to contributing (Easter, 2012: page105). Accordingly, citizens living in low rule of law 

and high corruption countries (such as Albania) have been shown to respond to framing in 

corruption games, accommodating illegal behaviour more easily, while this does not seem to be 

the case in strong rule of law contexts (Harri et al., 2020). In contrast, where state capacity was 

consolidated and direct taxation more effectively implemented, the size of the shadow economy 

has decreased, as illustrated in Poland between 1995 and 2007 (Cichocki, 2009). 

 

3.2 Life satisfaction in the Post-Communist Context  

The importance of considering life satisfaction relies also on the fact that cognitive evaluation of 

life satisfaction and income-based measures not always move at the same pace. In some 

circumstances, the increasing of economic well-being might not imply more life satisfaction 

(Maccagnan et al. 2019). At the aggregate level, evidence shows that there is not a consistent 

correlation between income and life satisfaction and even when such a correlation occurs, it is not 

very clear whether it is the increase in income that contribute to a better life satisfaction or other 

country characteristics including rule of law and stable governments (Frey and Stutzer 2002). 

Within our specific context of analysis, across the countries of the post-soviet bloc, the increasing 

in the economic well-being has not consistently correlated to more life satisfaction. For instance, 

the Eastern European Happiness Gap” refers to the individuals of the former communist countries 

of Central and Eastern Europe that appear less satisfied with their life than their neighbours of the 

Western Europe even after a convergence in economic well-being of these countries with the rest 
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of the western neighbours (Guriev and Zhuravskaya 2009) 1 . This has been influenced by a 

transition period where market and institutional reforms were initially accompanied by great rise 

in uncertainty and by a temporary economic downturn (Easterlin 2009). This suggests that 

institutional reforms should continue given that they lately contribute to reverse this trend. 

The Happiness Economics perspective argues that there exist two crucial problems that cannot be 

neglected. Firstly, individuals in transition economies need to adapt to new and current 

circumstances. This means that even when individuals experience positive changes, for instance a 

marriage, happiness and life satisfaction might increase only temporarily (Lucas et al. 2003). 

Secondly, individuals tend to compare their quality of life with the ones of others. Inevitably, 

increasing in individual’s aspirations, matching with higher income, does not correspond to an 

increase in happiness and life satisfaction (Easterlin 2001). 

Both perspectives suggest that institutional and market reforms aiming higher economic targets 

are crucial but might not be enough for a more sustainable socio-economic development. Policies 

aiming to improve individuals’ life condition also under its cognitive aspect might have a return 

effect and make people happier to be supportive of the governmental institutions and public good 

provision.    

 

 
 
 

4. Data & Methodology 
 
This paper exploits individual-level survey data from the 2016 Life in Transition Survey (third 

wave), which is organized by the European Bank for Reconstruction and Development (EBRD) 

and World Bank (WB). This survey gathered detailed information about individuals’ household 

socio-economic background, assets, attitudes and values, and self-reported well-being assessment 

in face-to-face interviews with approximately 1,500 respondents from 28 post-Communist 

countries across Central Eastern Europe and Central Asian regions. The selection was made 

through a two-stage stratified sampling procedure based on geographical regions. Third wave of 

LITS, which is the most recent version of this survey, contains a wide array of questions regarding 

household socio-economic and demographic characteristics, dwelling and assets, personal 

 
1 Only recently, this happiness gap has reportedly closed, partly due to a decrease in the life satisfaction among 
western Europeans, and partly through generational change (Guriev and Melnikov 2018). 
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attitudes and values, employment status of respondent, respondent’s entrepreneurial activities, and 

governance perceptions 2 . This dataset has been widely used in empirical studies on public 

economics and well-being in transition countries (Nikolova et al., 2022; Andriani and Ashyrov, 

forthcoming; Guriev and Melnikov, 2018).  

 
We employ logistic regression for analyzing the relationship between tax behavior and economic 

well-being, and the model is as follows:  

 
Pr	(𝑌!,#$ = 1) = 𝛽% + 𝛽&𝐿𝑆#$ + 𝛽'𝑋#$ + 𝛽(𝑊$ + 𝛽)𝐶𝐹𝐸#$ + 𝑒𝑟𝑟𝑜𝑟	𝑡𝑒𝑟𝑚#$  (1) 
 
 

Where Y is the k set of dependent variables (𝑘 = 1,2,3,4) in four different models for tax behaviors 

for individual i living in country j.  

We construct four binary measures of tax behaviour from survey questions relating to respondents’ 

willingness to give part of their income or to pay more taxes with the aim to improve (i) public 

education (ii) the health system, (iii) to help people in need, and (iv) to fight climate change. 

Responses were coded as it equals to 1 if response is Yes, 0 if it is No. Accordingly, we employ a 

logit regression for analysing relationships. In addition to these four measures, we created the 

variable, average of taxes, which is the mean of four tax behaviours. Figure 1 illustrates the average 

percentages of tax preferences of individuals. According to the Figure 1, the highest share of 

people prefers to give a part of their income or pay tax more for purpose of helping people in need, 

while climate change received the least support. 

 

 

 

 

 

 

 

 
2 Further details about survey design and implement can be accessed: 
(https://litsonline-ebrd.com/). The data are available and accessible from the European Bank of Reconstruction and 
Development database at www.ebrd.com with the permission of EBRD database. The specific link is the following: 
https://www.ebrd.com/what-we-do/economic-research-and-data/data/lits.html   
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Figure 1: Average responses for categories of tax behaviour. 

 
Source: Compiled by authors based on the LITS3 survey. 

 

𝐿𝑆#$  represents our primary interest of independent variable, which is life satisfaction, and is 

operationalized out two survey questions (i) “All things considered, I am satisfied with my life 

now”; (ii) “All things considered, I am satisfied with my financial situation as a whole.” Responses 

are collected using a 5-point Likert scale ranging from 1 (strongly disagree) to 5 (strongly agree). 

𝑋#$ stands for the set of control variables. In line with previous literature on tax morale (Torgler, 

2005; Andriani et al., 2022), we include several control variables such as respondent age, gender, 

employment status, religiosity, institutional and social trust, education, location. Institutional trust 

is generated by calculating the average level of trust in several governmental and state-related 

institutions such as the presidency, government, regional and local governments, parliament, court, 

and police. Social trust is an indicator of respondents’ trust towards other fellow citizens in society. 

𝑊$ represents country fixed effects which enables us to control for time-invariant country-level 

factors. Table 1 presents descriptive statistics of dependent and independent variables used in 

empirical analysis. 
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Table 1. Summary Statistics of variables used in empirical analysis. 
      
 N Mean  SD Min  Max  
Dependent variables      
To help the needy 38,331 0.59 0.49 0 1 
To improve the public health system 38,713 0.55 0.50 0 1 
To improve public education 38,349 0.49 0.50 0 1 
To combat climate change 37,227 0.36 0.48 0 1 
Average of tax behaviors 39,770 0.51 0.43 0 1 
 
Independent variables 

     

Life satisfaction 40,954 3.02 1.03 1 5 
Age  42,197 48.60 17.50 18 95 
Female (Yes=1) 42,197 0.57 0.50 0 1 
Log income 33,140 6.38 1.90 0.10 20.92 
Married (Yes=1)  42,197 0.58 0.49 0 1 
Unemployed (Yes=1) 42,196 0.22 0.41 0 1 
Religious (Yes=1) 41,665 0.91 0.29 0 1 
Tertiary education (Yes=1) 42,197 0.24 0.43 0 1 
Institutional Trust 41,325 2.77 1.13 1 5 
Social trust 42,126 3.38 0.71 1 5 
Capital city (Yes=1) 42,197 0.16 0.37 0 1 
Urban (not capital) (Yes=1) 42,197 0.39 0.49 0 1 

Source: Compiled by authors.  

 
 
 
 

5. Empirical Results 
 

Table 2 reports the marginal effects on the probability of giving part of the income or paying more 

taxes for various purposes in five different columns. Each column shows different purposes, and 

the fifth column shows results for the average of all four purposes.  
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Table 2: Marginal effects from logistic regression predicting various tax behaviors 
 
 (1) (2) (3) (4) (5) 
 Dependent variable: Tax behaviour 
Independent variable Health Education Climate  Needy  Average 
Life satisfaction 0.058*** 0.056*** 0.047*** 0.050*** 0.057*** 
 (17.96) (17.69) (14.57) (15.91) (19.41) 
Age  0.004*** 0.002** 0.003*** 0.001 0.003*** 
 (3.99) (2.07) (2.91) (1.42) (3.16) 
Age2 -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** 
 (-6.16) (-4.87) (-4.48) (-3.68) (-5.65) 
Female  -0.012** -0.012** -0.019*** -0.011** -0.011** 
 (-2.05) (-2.17) (-3.39) (-1.96) (-2.06) 
Log income  0.043*** 0.034*** 0.018*** 0.039*** 0.050*** 
 (9.47) (7.72) (4.06) (9.06) (11.94) 
Married  0.011* 0.015** 0.008 -0.000 0.001 
 (1.74) (2.45) (1.24) (-0.01) (0.21) 
Unemployed  -0.029*** -0.021*** -0.016** -0.014* -0.020*** 
 (-3.82) (-2.85) (-2.15) (-1.82) (-2.73) 
Religious  0.004 -0.005 -0.014 0.012 -0.003 
 (0.41) (-0.43) (-1.27) (1.21) (-0.34) 
Tertiary education 0.053*** 0.067*** 0.047*** 0.031*** 0.046*** 
 (7.69) (9.98) (6.88) (4.64) (7.08) 
Institutional trust 0.044*** 0.039*** 0.039*** 0.032*** 0.032*** 
 (12.80) (11.37) (11.42) (9.40) (9.87) 
Social trust 0.004 0.015*** 0.021*** 0.005* 0.005* 
 (1.25) (5.26) (7.17) (1.73) (1.94) 
Capital city 0.016* 0.002 -0.000 0.019** 0.022*** 
 (1.89) (0.25) (-0.05) (2.27) (2.72) 
Urban not capital -0.006 -0.011* -0.007 0.008 0.002 
 (-0.90) (-1.72) (-1.09) (1.35) (0.38) 
Country FE YES YES YES YES YES 
Number of observations 27034 26786 26039 26747 27599 

* p<0.10, ** p<0.05, *** p<0.010 
T statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
 

 
According to the results, life satisfaction is positively related to all four types of tax behaviours: 

ceteris paribus, an increase by 1 standard deviation in life satisfaction is associated with between 

4.8 and 5.8 percentage points higher likelihood of giving part of their income or to pay more taxes 

with purpose of improving public good provision (health and education), upholding social justice 

(helping people in need) and developing sustainable society (fighting climate change).  

Our results suggests that higher age increases probability of paying taxes. One may explain that 

by gaining life experience and being familiar with social system, people would prefer to pay extra 
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taxes to improve existing one. People with higher income have higher likelihood of contributing 

to public goods while unemployed people have lower tendence as they might have less material 

well-being to share with society. Furthermore, in line with (Alm and Torgler, 2006). institutional, 

and social trust are positively predicting individuals’ tax behaviour. One explanation would be that 

if people trust their government bodies regarding the distribution and usage of public money for 

the benefit of society, they would be willing to pay more taxes. In addition, if citizens trust other 

people that they would comply with rules and pay tax as well, they would be prone to pay taxes 

and contribute society. Finally, people, who resides in capital city and are highly educated, have 

higher probability of sharing their income for public interests.  

 
 

6. Robustness Checks 
 

We have run a set of sensitivity analysis to test the validity of our results: (i) We estimated our 

logit models for single items of life satisfaction; (ii) by recognizing the possible influence of social 

ties on tax behaviour, we run additional robustness check; (iii) re-run our estimations by excluding 

public servants from our sample; (iv) we calculated predicted values of tax behaviour with levels 

of institutional trust across life satisfaction groups.  

 

6.1 Additional estimations for single items of life satisfaction 

One may argue that composite indicators might hide the possible substitutive and complementary 

relationships occurring among the single components of life satisfaction. We added the 

components to the equation as a single item to address this concern and performed a robustness 

check. The items are as follows, Item 1: “All things considered, I am satisfied with my life now,” 

Item 2: “All things considered; I am satisfied with my financial situation as a whole.”  The results 

of this robustness check are reported in Table 3. Table 3 shows that every single component of life 

satisfaction is a positive and statistically significant predictor of tax behaviour.  

 
 

6.2 Robustness checks for social ties 

The social environment may have an essential role in life satisfaction, and tax behavior nexus as 

individuals' attitudes would be shaped based on the respondent’s embedded environment. For 

instance, people with strong family ties as a form of social relations would exhibit less interest and 
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participation in political activities (Alesina and Guiliano, 2014). In bigger scope, social capital 

studies have shown that individuals’ contribution to associational activities amplifies a sense of 

civic engagement and public spirit (Putnam, 1993) drives individuals to develop a supportive 

attitude toward compliance with rules (Alm and Gomez, 2008). Therefore, one may expect a 

positive association between involvement in civic activities and tax behaviour, while the opposite 

or no effect for family ties on tax behaviour. To test this, we included two additional independent 

variables such as “meeting with relatives or friends” and “membership in clubs & civil society 

organizations,” that would allow us to tackle the possible effect of social ties on individuals' tax 

behavior.  

The former is created based on the survey question “How often do you meet up with friends or 

relatives who are not living with you in your household, on average?” Responses are at the Likert 

scale, and frequencies are in decreasing order: On most days=1, Once or twice a week=2, Once or 

twice a month=3, Less than once or twice a month=4, Never=5. In line with previous studies (see, 

e.g., Huber and Mikula, 2019; David et al., 2010), we calculated a probability index out of 

responses that gets value 1 if the given response equals “on most days”, 2/7 if it is “once or twice 

a week”, 2/30 for “once or twice a month”, 1/60 for “less often” and 0 for “never”. Hence, 

probability will be between 0 and 1 and would infer that respondent meets relatives or friends on 

a given day (Huber and Mikula, 2019).  

The second proxy of social ties, membership in clubs & civil society organizations, is 

operationalized as a binary variable which equals to if respondents reports either active or a 

member of a voluntary organisation and 0 otherwise3. Therefore, we added these two variables 

into regression which is presented in Column 3, Table 3. According to the results, sign of the 

coefficient has not altered despite of inclusion of the social tie indicators. Furthermore, 

membership in clubs & civil society organizations is positively associated with tax behaviour while 

family ties is not significant predictor of tax behaviour. 

 

 

 
3 This variable is based on the survey question “Here is a list of clubs and civil society organizations. For each one, 
please indicate, whether you are an active member, an inactive member, or not a member of that type of organization”. 
The list of organizations includes churches and religious organizations, sport and recreational organizations and 
associations, art, music and educational organizations, labour unions, environmental organizations, professional 
associations, humanitarian and charitable organizations, youth organization and parties.    
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6.3 Consideration of non-civil servants 

One may claim that including respondents, who are public civil servants, to the sample would alter 

results since these public servants could have better knowledge of tax and penalties of 

incompliance with taxes. Hence, we performed robustness test by not including public servants in 

the sample and results are reported in Table 3. According to the results, prior positive association 

between life satisfaction and tax behavior remained the same of for sample group consisted of non-

public sectors workers and unemployed people.  

 

Table 3: Marginal effects from logistic regression predicting various tax behaviors 
 Dependent Variable: Average of tax behavior 
 V1 V2 V3 
VARIABLES LS Item1 LS Item2 Social 

ties 
Non-public and 

unemployed 
 (1) (2) (3) (4) 
     
LS (item 1) 0.046***    
 (16.52)    
LS (item 2)  0.049***   
  (17.07)   
Life satisfaction   0.056*** 0.058*** 
   (18.96) (18.66) 
Meeting with relative or friend   0.004  
   (0.47)  
Membership in clubs & civil society 
organizations 

  0.090***  

   (15.21)  
Control variables YES YES YES YES 
Country FE YES YES YES YES 
Observations 27,761 27,710 27,599 25,367 

 
Note: 
* p<0.1,  
** p<0.05,  
*** p<0.01. T statistics in parentheses. Source: authors’ own calculations. Other explanatory variables and coefficients 
are not reported. Available upon request. Item 1: “All things considered, I am satisfied with my life now”, Item 2: 
“All things considered; I am satisfied with my financial situation as a whole.” For other types of tax behaviors are 
reported in Appendices. Source: Author’s own calculations.  
 
 
6.4 Life Satisfaction, Institutional Trust and Tax Behavior 

Previous literature stated that higher institutional trust would be positive predictor life satisfaction 

(Hudson, 2006) and tax morale (Torgler, 2003). Hence, possible relationship between life 
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satisfaction and tax behavior could be expected to depend on the level of institutional trust.   

Therefore, we run extra robustness check by predicting levels of tax behaviour with levels of 

institutional trust across life satisfaction groups which is illustrated in Figure 2. By doing so, 

respondents divided into two groups based on the mean score of life satisfaction which are the 

individuals in the group with high life satisfaction report a life satisfaction level higher than the 

sample mean while second group is with low life satisfaction report a life satisfaction equal and 

lower than the sample mean.     

 

Figure 2: Predicted Values of Tax behavior across Levels of Institutional Trust and Across 
Groups of Life Satisfaction 

 
Note: Statistical significance of the correlation, p-value= 0.0000. Source: authors’ own calculations. 

 
 

According to the graphical illustration of predictions, one may conclude that belonging to the 

group of respondents with high life satisfaction has an amplifying effect on the impact of 

institutional trust on tax behaviour. More specifically as institutional trust increases people’s 
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contribution to the public goods increases for both groups. Surprisingly, when institutional trust is 

at low level, people with higher life satisfaction persists to exhibit higher tax behaviour. Therefore, 

enhancing institutional trust would also contribute to the amplifying effect of life satisfaction on 

individuals’ contributions to the public goods.  

 
 
 

7. Conclusions 
 

 
Although standard economic approach attempted to explain and propose possible mechanisms to 

enhance individuals’ contributions to public good, they tend to be limited as they ignore the role 

of institutional and societal characteristics. In this study, we aim to explore the overlooked role of 

individuals’ cognitive aspects that favour prosocial values orientation such as life satisfaction in 

the perspective of individuals’ tax behaviour and their preferences towards contributing to the 

public good in transition economies.   

Our analysis shows that life satisfaction matters. Citizens that are more satisfied with their life are 

more willing to contribute to the public good and support the collective benefit. Our results 

remained the same after applying several sensitive tests and robustness checks such as considering 

different levels of institutional quality, specific sub-samples of respondents to mitigate 

respondents-biases and country specific effects. 

This type of research is of paramount importance for at least two reasons.  

Firstly, our research suggests that institutional compliance is not only a matter of law enforcement. 

Cognitive aspects and life conditions should be considered in studying individuals’ propensity 

towards the collective benefit. Citizens’ predisposition of contributing to the public good helps to 

the setting of a mor consistent state-citizens relationship, particularly crucial in contexts under 

institutional and economic transition. Our analysis suggests that individuals with a better life 

condition are more likely to provide support to their respective governments for a better and more 

effective redistribution of the resources.  

Secondly, linked to the above point, a better understanding of determinants of individuals’ attitudes 

regarding tax behaviour and contribution to the public good will help employ more effective policy 

interventions. In terms of policy recommendations, our work reinforces the perspective of the co-

benefit, indicated as the positive impact that well-being has on different socio-economic aspects 



 21 

including social outcome, and other human behaviour (Maccagnan et al. 2019). In our specific 

case, policies improving citizens’ life conditions and expectations could have spill-over effect on 

individuals’ preferences and behavioural aspects. Individuals under adverse conditions are more 

likely to engage in rent-seeking and anti-social behaviours and to be less supportive of the public 

authorities. Citizens with better access to socio-economic resources may be more loyal to their 

public authority and more supportive of formal institutions and rule put in place to govern that 

society. This would reduce social costs and makes the device of the institutions more conform to 

their main purpose which is to constrain and shape human interactions as well as open up 

possibilities (Hodgson 2006). On a complementary note, it is argued that life satisfaction has 

monetary values, if not direct, at least indirect (Maccagnan et al. 2019). In this respect, anti-social 

and rent-seeking behaviours such as tax evasion represent important monetary costs for the society. 

Estimating the effects of their determinant factors may help estimate these costs. For example, 

Caldwell et al. (2010) using a sample of young Mexican American (aged 11–17) find a negative 

and statistically significant correlation between their degree of delinquency and their level of self-

esteem. indicators of subjective well-being, happiness, life satisfaction have also been recently 

used to estimate. Using indicators of subjective well-being, happiness, life satisfaction to estimate 

prosocial behaviours will allow to value the overall monetary benefit of increasing life conditions. 

This will help decision makers to set more robust cost-benefit analyses of non-market service 

policies like those aiming to increase life satisfaction and to rethink about the monetary values of 

these policies which are not obviously reflected in GDP. 

Finally, our results can also be a warning for more advanced economies such as the Western 

European ones. The increasing inequality and, hence, a subsequent decline of individuals’ life 

satisfaction, may drive citizens to become less compliant with rules, less oriented to prosocial 

behaviour, and less supportive of government policies. Citizens’ life condition might become one 

of the key factors explaining different forms of individuals’ behaviour including individuals’ tax 

behaviour, their preferences towards contributing to public goods and their attitude towards 

climate change and environmental sustainability. We think with this work we have enriched these 

research avenues, essential for a more effective institutional governance.      
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Appendices 
 
Figure A1: Scatter Plot of Life Satisfaction vs. Contribution to public goods (different categories) 

 
Source: Compiled by authors. 


