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Abstract: 

We investigate the tax evasion of firms when tax officials are corrupt. The collusion between firms and 

corrupt tax officials can make the enforcement of tax liabilities ineffective. The gains from tax evasion may 

simply be transferred from the evading firms to the corrupt officials, while the total evasion remains 

unaffected by the monitoring. Using a simple theoretical model, we show that the monitoring of firms even 

by corrupt tax officials will reduce tax evasion in the presence of asymmetric information. Firms will 

typically be better informed about their ability to exploit tax loopholes than the corrupt tax officials. The 

optimal separating contract offered by the corrupt tax official will allow the smart firms to fully exploit the 

loopholes for tax evasion but will reduce the leeway for tax evasion by the less competent firms. We also 

show that in such an environment, a revenue maximizing government may not have an incentive to close 

all tax loopholes because such a step may reduce total tax revenues. 
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1. INTRODUCTION 

In many developing countries, governments face a serious dilemma when raising tax revenues. Fiscal 

resources are urgently needed to finance essential state services, to invest in infrastructure and to provide 

the necessary inputs for future growth. These fiscal resources are often supposed to come from a fairly 

small number of financially sound firms rather than from the relatively poor masses. These firms, 

however, find the means to escape from this fiscal burden using elaborate strategies to avoid and evade 

taxes. The government may counter tax evasion by hiring additional tax officials to monitor the firms 

more closely. If these tax officials are corrupt (and given the low tax revenues, there is little flexibility to 

provide sufficient financial incentives for honest behavior), the government’s efforts may be futile. The tax 

official becomes a partner in crime by covering the tax evasion in exchange for a bribe. This naïve initial 

view of corruption and tax evasion suggests that governments may be trapped in a setting with low tax 

revenues, high corruption and prevalent tax evasion.4  

This potential dilemma for governments raises several questions. Can audits help to mitigate tax evasion 

when tax officials are corrupt? Or does an audit simply result in a transfer of resources from firms to 

corrupt officials? To what extent does the heterogeneity of firms with respect to their tax evasion abilities 

limit the power of corrupt tax officials? Do tax loopholes help the government to constrain tax evasion via 

corrupt officials? 

There is surprisingly little literature that examines the tax evasion of firms combined with corruption in 

the tax administration. There are some papers addressing corruption and the income tax evasion of 

households [Chander & Wilde (1992), Besley & McLaren (1993), Hindricks, Keen & Muthoo (1999), Marjit, 

Mukherjee, & Mukherjee (2000)]. This body of literature is closely related to the economics of crimes as 

the primary focus is on the containment of crimes by appropriate incentive schemes (wages, fines, etc.). 

However, because firms differ from households in several respects, it may be worthwhile investigating the 

tax evasion of firms separately. For instance, firms may enter or exit the market, multinationals can 

relocate their activities and firms are much more experienced in taking court action to dispute the 

decisions of the tax administration. Obviously, there is a comprehensive set of literature addressing the 

tax evasion of firms. In the early literature, the standard model of household tax evasion was simply 

transferred to firms; for a survey of this literature, see, for example, Cowell (2004). The more recent 

literature uses new types of models to analyze, for instance, the impact of competition on tax evasion and 

vice versa [Goerke & Runkel (2006; 2011)] or the costs of internal control for tax evasion [Chen & Chu 

(2005), Crocker & Slemrod (2005)]. To date, the issue of corruption in the tax administration has not been 

taken into account.  

We establish a simple model that allows the extent of tax evasion with a corrupt tax administration to be 

analyzed. In the benchmark scenario (Section 2), firms face a tradeoff between the benefits from tax 

evasion and the risk of being caught by randomized (non-corrupt) tax audits. We assume that firms differ 

in their ability to avoid punishment by using tax loopholes. The firms that employ more experienced 

                                                                    
4 Besley & Persson (2010) discuss the efforts to escape this trap as capacity building. Our model can be seen as a 
microeconomic analysis of capacity building for the taxation of firms.  
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accountants and top legal experts are less likely to be punished in court because they will be able to use 

tax loopholes and to create borderline cases between illegal tax evasion and legal tax avoidance. In the 

benchmark case, high ability firms are willing to risk more tax evasion. In a second scenario (Section 3), 

the government employs corrupt tax officials who perfectly monitor each firm. We show that, in this case, 

the firm and the corrupt official become partners in crime. The corrupt official designs differentiated 

contracts according to the firm’s ability to evade taxes. Firms with a higher ability are granted a broader 

evasion but also must pay a higher bribe. Total tax evasion is the same as in the benchmark case, but all 

rents from tax evasion are transferred to the corrupt officials. In a third scenario (Section 4), we add 

asymmetric information about the ability to evade taxes. The firms are perfectly informed about their 

individual abilities to exploit tax loopholes in regard to a lawsuit. The corrupt officials only know the 

distribution of abilities. We show that corrupt officials offer separating contracts, which distort the tax 

evasion of low-ability firms downwards. High-ability firms are still granted the bilaterally efficient level of 

tax evasion. In comparison to the benchmark case, the introduction of corrupt officials decreases total tax 

evasion.  

We show that with corrupt tax officials, a revenue maximizing government may have less incentive to 

close tax loopholes than it would in an environment without corruption. Tax loopholes limit the power of 

corrupt officials and, therefore, change the separating contracts offered to the firms. If tax loopholes force 

the corrupt officials to distort the tax evasion of low-ability firms downwards, closing all loopholes might 

increase tax evasion (Section 5). 

2. A SIMPLE MODEL OF TAX EVASION 

We first establish a model of tax evasion by firms, before we introduce corruption. We assume that the 

precise tax liability of a firm is, to some extent, a matter of dispute. The tax code may define taxable 

profits, but the definition of the tax base will always be incomplete and allow some room for maneuver. In 

other words, there are borderline cases between tax avoidance and tax evasion. If a firm wants to be on 

the safe side, it will not conduct accounting transactions that could potentially be classified as tax evasion 

by the authorities. In this case, the tax liability amounts to  . By conducting some potentially disputable 

transactions, the firm can declare a lower tax liability      where        may be classified as tax 

evasion in a lawsuit.5 The tax statements are subject to audits, which occur with probability  . If an audit 

takes place, the tax authority learns about the disputable tax liabilities and initiates a lawsuit if    . If 

the court classifies the tax planning of the firm as tax evasion, the firm faces a penalty      with     , 

      and             . 

Firms differ with respect to their tax planning abilities. Firms with more experienced accountants and 

legal experts are less likely to be punished in court because they will be able to use tax loopholes and to 

create borderline cases between illegal tax evasion and legal tax avoidance. For simplicity, we assume that 

there are two types of firms      . The tax evasion of type   firms will be judged to be legal tax 

avoidance with probability   by the court and no punishment will occur. The parameter g can also be seen 

                                                                    
5 For simplicity, we will refer to E as tax evasion even though some firms may be acquitted. 
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as a proxy for tax loopholes that can be exploited by clever tax planners. The firms of type   will lose the 

lawsuit and will be punished with certainty.6 Therefore, firms of type   always face a lower expected 

penalty for the same amount of potential tax evasion. A fraction   of all firms is of type  ; the share of type 

H firms is    .  

The risk-neutral firms maximize their expected profits  

                                   [1] 

                         [2] 

by choosing the amount of potential tax evasion. The first order conditions, 

                        [3] 

                [4] 

state that firms equate the marginal benefit of tax evasion with the expected marginal punishment cost;    

denotes the optimal level of evasion for type i. Due to the lower marginal cost, firms of type H will always 

evade more than firms of type L:      . Total tax evasion can then be written as 

                              [5] 

It is easy to see from [3], [4] and [5] that increasing penalties and audit probabilities decreases total tax 

evasion. Furthermore, it is also straightforward to see that without corruption, total tax evasion decreases 

in the share of type   firms and increases with the likelihood that type H firms exploit the tax loopholes.  

3. TAX EVASION AND CORRUPTION 

In addition to the random inspection of tax files, all firms are now regularly monitored by tax officials. 

These officials are corrupt and are willing to support the firm in its tax evasion E in exchange for a bribe 

B.7 As before, an audit takes place with probability p the joint tax evasion will be discovered and the firm 

and the official will face penalty     . The official will bear the share   and the firm the share   of the 

penalty        .8 If a firm refuses to pay a bribe, it can still choose a positive amount of tax evasion E 

but will certainly be reported to the tax authorities. 

The official knows the evasion abilities of the firms and can therefore offer a specific contract to each firm. 

If firms differ in their ability to evade taxes, the expected penalty for the official differs as well. The official 

always faces a lower expected penalty when backing the evasion of a type H firm. Therefore, the official 

                                                                    
6 We could also allow that firms of type L have a positive chance of succeeding in a lawsuit but with a probability 
lower than g. An alternative way of modeling heterogeneity is to assume that the firms of type H will be able to lower 
the evasion charges in a lawsuit by more than the type L firms. These modifications would not change the qualitative 
results of the paper. 
7 We could also allow for a fraction of the tax officials to be honest; honest tax officials report all suspected tax 
evasions. We focus on the extreme case of comprehensive corruption to illustrate our primary point: even corrupt tax 
officials can reduce tax evasion in the presence of asymmetric information. 
8 We keep total punishment constant to facilitate comparison across scenarios; see Crocker & Slemrod (2005) for a 
similar modeling of the punishment scheme. 
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has an incentive to offer each type of firm         a specific contract        . Assuming risk neutrality, 

the official maximizes the expected profit from bribery 

                                                    [6]  

subject to the firms accepting the proposed contracts. The expected profits from tax evasion for both types 

of firms are now 

                                           [7] 

                                 [8] 

If a firm does not accept the offer, the official will report the suspected tax evasion to the tax authority and 

the firm will face a lawsuit; the outside option for the type   firms is                     and for 

type   firms is     .     denotes the optimal evasion of type H, if the firm faces a trial for sure.     is 

implicitly given by setting     in [3]. Maximizing 

   
     

          [9] 

subject to 

             (PC-H) [10] 

            (PC-L) [11] 

yields a pair of contracts    
    

   such that 

                        [12] 

              [13] 

and 

                                  
9 [14] 

                     [15] 

The official maximizes the total evasion surplus by setting    and    so that the marginal benefit of 

evasion equals the expected marginal cost. Simultaneously, the official sets the bribes to skim the full 

surplus of tax evasion from the type   firms and leaves the rent    to the type   firms to ensure their 

participation. Comparing [3] and [4] with [13] and [12] yields 

Proposition 1: Implementing a monitoring system has no impact on tax evasion (for a given 

punishment scheme) if tax officials are corrupt and observe the evasion abilities of the firms.   

The monitoring by corrupt officials only creates a redistribution of evasion rents, but total tax evasion 

remains unchanged. If the tax administration is expected to be corrupt, the implementation of a 

monitoring system is ineffective at lowering total tax evasion.  

                                                                    
9 Note that the bribe is strictly non-negative as         



Incomplete Information about Evasion Abilities 

6 
 

4. INCOMPLETE INFORMATION ABOUT EVASION ABILITIES 

We now turn to the case where the corrupt official cannot observe the individual firm’s tax planning 

ability. If the tax official can no longer distinguish between the two types of firms, he must offer the same 

set of contracts to every firm. Firms will then choose the contract that maximizes their payoff. The 

problem of the tax official is therefore 

   
     

                                      [16] 

subject to the incentive compatibility constraints (IC) and the participation constraints (PC) of the two 

firm types: 

                     (IC-H) [17] 

                     (IC-L) [18] 

              (PC-H) [19] 

             (PC-L) [20] 

If    is sufficiently small, the binding constraints turn out to be [17] and [20].10 Hence, the tax official 

maximizes the relaxed problem  

               
                  [21] 

                                               . 

This maximization yields the first order conditions 

  

   

                             
      [22] 

  

   

                
                     

      [23] 

where   
    

  characterize the interior solution. Again, the tax evasion granted to type L firms is less than 

that for type H firms (   
    

    The bribes are set to 

  
                  [24] 

  
                                           [25] 

 

Proposition 2: If officials have imperfect information on the tax planning abilities of firms, then  

a) the tax evasion of type L firms will be lower than under perfect information    
     ,  

b) the tax evasion of type H firms will be the same as under perfect information    
     , 

and 

c) the type   firms will have no surplus, while the type   firms will obtain a strictly positive 

informational rent               . 

                                                                    
10 See Appendix A, where the complete maximization problem is analyzed. To focus the paper on our primary point, 
we disregard the various cases in the main body of the text and focus on the “standard case” in which the incentive 
constraint for type H firms is binding. 
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Proof: a) A comparison of [13] and [23] immediately shows that there is an additional cost for the 

selection constraint                    
     in [23]. Hence, the official allows for less evasion. b) 

Conditions [12] and [22] are identical.  

In the context of optimal income taxation, the message in part b) of Proposition 2 is referred to as the “no 

distortion at the top” rule. The corrupt official maximizes the total evasion rent by equalizing the marginal 

benefits and costs for the type   firms. The self-selection constraint is satisfied by distorting the tax 

evasion of the   type firms downward – thus allowing the   types to earn a sufficiently high rent on tax 

evasion. This strategy not only affects the distribution between the different types of firms and corrupt 

officials, but it also has an impact on total tax evasion, which immediately follows from the results in 

Proposition 2:  

Proposition 3: With corrupt officials, asymmetric information regarding tax planning abilities 

reduces total tax evasion        ].  

5. TAX LOOPHOLES AND PENALTIES 

We now take a closer look at the enforcement parameters that are controlled by the government and the 

tax authorities. Some of the policy parameters such as the size of the penalties are mostly beyond the 

influence of the tax authorities, while other policy parameters such as audit probabilities and the access to 

loopholes are within their control. Both the government and the tax authorities are interested in 

maximizing tax revenues and, therefore, they want to decrease total tax evasion            

                   

Penalties  

An increase in total punishment obviously reduces tax evasion. However, it is interesting to take a closer 

look at the distribution of punishment across firms and tax officials (     ). The comparative statics 

reveal that 
   

  
  .11  

Proposition 4 For a given punishment scheme, it is always more effective to punish the tax 

evading firm than the corrupt official. If the distribution of penalties can be chosen by the 

government, it will establish     and    . 

Proof: see Appendix B. 

Access to tax loopholes 

Whether a firm can use tax loopholes is determined by its legal abilities. Suppose that the government can 

manipulate the threshold value for these legal abilities. For instance, the government may hire 

prosecutors that are better educated in accounting and tax issues. Higher abilities on the side of the 

prosecutors will make it less likely that the firms’ accountants and legal experts can succeed in creating 

                                                                    
11 Investigating the agency cost of evasion, Crocker and Slemrod (2005) also find that it is more effective to punish the 
most informed player in a firm. 
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borderline cases between tax evasion and avoidance. Thus, the tax authority has some discretion 

regarding the share of type   firms; in our case,  would decrease. Does the government always have an 

incentive to minimize the share of high ability firms? 

The comparative statics with respect to  yield 

   
 

  
    [26] 

   
 

  
 

 

 
 

           
   

                 
  

     [27] 

 (See Appendix B.) The impact on total evasion                              is 

   

  
       

   
 

  
        

                 
   

 

  
              

 

 
                

   

                 
  

        
               

     [28] 

The total effect is ambiguous. On the one hand, increasing  is beneficial for the government because it 

reduces the share of firms with access to tax loopholes. On the other hand, the increase in  induces the 

corrupt official to grant broader evasion to the low ability firms.  

Proposition 5: An increase in the share of firms with access to legal loopholes       will 

decrease the total tax evasion if 
                

   

                 
  

        
               

 . 

Proposition 5 shows that an increase in the share of low ability firms ( ) can even increase total tax 

evasion. This case occurs when the marginal increase of evasion for the type   firm   
   

 

  
  is larger than 

the decrease in evasion    
     

   for the smaller number of type H firms. Therefore, the government may 

want to choose     even if the access to tax loopholes could be reduced at no (administrative) cost.12  

A numerical example 

A simple numerical example will illustrate that – given the punishment scheme – it may be optimal for the 

tax authority to allow some firms to exploit tax loopholes. Suppose that there are the following two simple 

punishment schemes:  

             

             

In the following diagram, we plot the total tax evasion as a function of the share  of firms that are 

excluded from tax loopholes.13 With both punishment schemes, the total tax evasion first decreases when 

                                                                    
12 The other comparative statics are more or less straightforward. The effect of closing tax loopholes by lowering   is 
ambiguous (see Appendix B). As we have shown before, the information asymmetry lowers total tax evasion because 
of the incentive constraint. Therefore, an increase in   may cause a decrease in the evasion of type L firms that is 
greater than the increase in evasion of type H firms. However, at    , a marginal increase in g always increases tax 

evasion. Increasing the audit probability   always decreases total tax evasion 
   

  
  . 

13 We have set the parameters as follows:                               . 



Conclusion 

9 
 

  is increased. For f2, the slope of the curve finally becomes positive. Hence, there is an optimal share   of 

firms that have access to tax loopholes.14 Eliminating all tax loopholes would increase tax evasion.  

 

 

 

 

 

 

 

 

 

Figure 1: Total tax evasion and the access to tax loopholes  

6. CONCLUSION 

We introduce a simple model of tax evasion by firms when tax officials are corrupt. The innovative feature 

of the model is the two-dimensional information problem of the government. The government is not 

informed about the firms’ tax evasion or about the firms’ tax planning abilities. The tax officials monitor 

firms; they may be able to observe attempts to evade taxes but are unable to assess tax planning abilities. 

High ability firms may be able to successfully contest tax evasion accusations in a lawsuit by exploiting tax 

loopholes. Honest tax officials benefit the government as they reduce tax evasion by monitoring firms. 

With corrupt tax officials, the case is less clear, as they may use their informational advantage to 

appropriate rents but leave total tax evasion unchanged.  

Even though the model if fairly simple because it only focuses on two types of firms, it contains some 

messages that should also prevail in more complex settings. First, even entirely corrupt tax officials lower 

the total level of tax evasion when there is asymmetric information about tax planning abilities. The 

corrupt officials are forced to offer a separating contract where the tax evasion of firms with low tax 

planning abilities is distorted downwards. Second, it is always more effective to punish the tax evading 

firms rather than the corrupt tax officials. Third, a government that maximizes total tax revenues may 

have an incentive to not close all tax loopholes. If at least some firms are able to successfully contest 

                                                                    
14 For    , the official must take into account IC-H, PC-H and PC-L as discussed in Appendix A Case I.b. The share of 

firms of type L is so small that the official would prefer to offer them a negative evasion, which is not feasible. 
Therefore, any further decrease in   reduces total evasion only by   

 . 
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accusations by the tax administration in court, it forces corrupt tax officials to offer separating contracts 

that lower total tax evasion. 

The approach of this paper can answer some questions surrounding the tax evasion of firms with corrupt 

tax officials but leaves many other questions open for future research. For instance, the paper completely 

neglects important aspects of efficiency. There is no entry or exit decision of firms. With heterogeneity of 

firms, corruption in the tax administration may force some firms to exit the market. Furthermore, we treat 

evasion as a purely quantitative decision. Firms, however, may be forced to distort their input choices to 

conceal tax evasion and thus create efficiency costs to the economy. We also neglect dynamic aspects. The 

corrupt official may learn over time about the tax planning abilities of a firm if there is a repeated 

interaction in audits.15 Finally, we disregard the cost of implementing a particular policy for the tax 

authority. There is, for example, a trade-off between increasing audits and closing tax loopholes.  
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8. APPENDIX 

APPENDIX A: THE FULL MAXIMIZATION PROBLEM 

When facing a corrupt official, firms of type H have a positive outside option    because going through a 

trial will certainly still generate a positive expected payoff for this type of firm. This appendix will show 

that the magnitude of this outside option determines which of the participation and incentive constraints 

becomes binding for the corrupt official. In the following, we will demonstrate that three cases must be 

distinguished (see Figure A1). If the outside option is not very attractive [     
                 , 

case I], the incentive compatibility constraint for the H type (IC-H) and the participation constraint of the L 

type (PC-L) become crucial (as does, in some cases, the participation constraint for the H type, PC-H). In 

contrast, if the outside option is very attractive [     
                 , case III], the constraints 

switch: the incentive constraint for the L type (IC-L) and the participation constraint for the H type (PC-H) 

become binding. For the intermediate cases [  
       

 , case II], the incentive constraints become 

irrelevant. The corrupt official only has to ensure that the participation constraints of both types are 

satisfied. 

 

Figure A1 

For the clarity of exposition, we start with 

Case II:   
       

  

The claim that must be proven is that the two incentive compatibility constraints are not binding here. 

Hence, we maximize the expected profit of the bureaucrat [16] subject to [19] and [20](PC-L) [20], which 

can be written as 

                                    [14’] 

                     [15’]  

when binding. As the maximization problem is the same as with the observable types, the outcome is also 

the same as in Section 3. The optimal evasion levels are implicitly given by [12] and [13], and the bribes 

are described in [14’] and [15’]. It remains to be shown that the incentive constraints are not binding. (IC-

H) is not binding if 
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which can be written as 

                                                            

Substituting the optimal bribes [14’] and [15’] in this yields  

                  .  

The right hand side is equal to   
 . If the outside option is larger than this value, (IC-H) is not binding.  

(IC-L) is not binding if                     holds, which can be written as 

                                        

Substituting the optimal bribes [14] and [15] in this equation leads to  

                 .  

The right hand side is equal to   
 . This step completes the proof that for   

       
 , the incentive 

constraints are not binding. 

Case I:      
                ] 

Case I is slightly more complicated. In addition to (IC-H) and (PC-L), which are always binding, the 

participation constraint of the high types (PC-H) becomes relevant in some cases.  

(a) We start out with the simple cases where only (IC-H) and (PC-L) are binding. The corrupt official 

maximizes his expected profit [16] subject to [17] and [20], which can be written as 

   
         

        
   and [24’] 

   
              

             
        

       
    [25’] 

when binding. The optimal levels of evasion are implicitly given by 

  

   

                             
       [22’] 

  

   

                
                     

       [23’] 

Evasion for the H types is the same as in Case II (  
    ), but the evasion of the L types is distorted 

downwards (  
    ) to satisfy the incentive compatibility constraint. 

Now, we must show that (IC-L) and (PC-H) are not binding. Substituting the optimal bribes in the incentive 

constraint [18] yields 

     
    

        
    

  
 

          
        

       
        

    , 
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which is always fulfilled as   
    

 . Substituting the optimal bribes in (PC-H) gives us 

     
    

     
 

      
        

        

Because the outside option    can have any value                         , the participation 

constraint cannot automatically be disregarded. Equations [22’], [23’], [24’] and [25’] describe the 

equilibrium outcome for           
        

      
  only (see figure A1). 

(b) For the other cases [      
    

 ]], all three constraints (IC-H), (PC-H) and (PC-L) are binding. Offering 

the contracts [           ], which neglect the incentive constraint, would induce the H types to mimic 

the L types. In contrast, offering    
    

    
    

   would induce the high types to choose the outside option. 

Therefore, the constraints are 

                                                             [17’] 

                                  [19’] 

                      [20’]  

As the left hand-sides of [17’] and [19’] are identical, we have                               

  for binding constraints. Using [20’], we implicitly obtain the contract for the L types 

      
        

          

   
          

         
      

which is completely determined by the constraints. Maximizing the bureaucrat’s expected profit over 

   yields again 

  

   

                             
        [24’] 

The bribe   
    for the H type is then determined by [19’]. The no-distortion-at-the-top result also prevails 

in this case. It is only the L type contract that is affected. Because the corrupt official must leave a higher 

rent for the H types (to satisfy the participation constraint), the additional leeway in the incentive 

constraint can be used to increase evasion and bribes for the L type. A comparison of the evasion levels 

immediately shows that   
    

      16  

Case III:   
     

In Case III, the outside option forces the corrupt official to lower his bribery demand to a level where it 

may be attractive for the L type firms to mimic the H types. Therefore, the official must also observe the 

incentive constraint for the L type. As this analysis would simply mirror the analysis of case I, we refrain 

from presenting a formal derivation of the equilibrium outcome.  

 

                                                                    
16 The incentive constraint IC-L is never binding. The proof is identical to case I.a. 
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APPENDIX B: COMPARATIVE STATICS 
The first order conditions (see [21]) are 

  

   

                             
      

  

   

          
      

  

   
                    

      

and the second order conditions read  

   

   
                    

      

   

   
     

       
   

   
  

              
      

The derivatives of the first order conditions with respect to   are 

   

     
                         

      

   

     
        

      
  

   
             

       

Hence, we obtain 

   
 

  
  

    

     

    

   
 

   

   
 

  
  

   
     

   

   
 

   
            

              
   

        
                

  
    

In a similar way, we obtain the comparative statics for the audit probability p and the size of the tax 

loopholes g: 

   

  
     

              
  

                       
            

                 
  

 
                       

   

      
  

   

and 

   

  
             

           
   

                
  

             
       

  

          
  

          

Total evasion also changes when punishment is reallocated between the firm and the corrupt official. 

Taking the derivative of total evasion with respect to the firm’s share in punishment   yields 

   

  
  

                 
  

                
  

    

Hence, evasion will be reduced if a larger share of the punishment is imposed on the firm rather than on 

the tax official.  
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