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Abstract

It is often argued that even if optimal ex-post, settlement dilutes deterrence ex-
ante. We analyze the interest for the tax authority of committing, ex-ante, to a
settlement strategy. We show that to commit to the use of settlements is ex-ante
optimal when the tax authority receives signals that provide statistical information
about the taxpayers’ true tax liability. The more informative the signal, the larger
the additional expected revenue raised by the tax authority when using settlement
as a policy tool.

Keywords: enforcement of the law, settlement, tax evasion.

JEL Classification: K42, H26.

Inés Macho-Stadler
Universitat Autònoma de Barcelona

Facultat Ciencias Econòmicas 
Dep. D’Economia i d’Historia

Econòmica
08193 Bellaterra (Barcelona)

SPAIN
Ines.Macho@uab.es

David Pérez-Castrillo
Universitat Autònoma de Barcelona

Facultat Ciencias Econòmicas 
Dep. D’Economia i d’Historia

Econòmica
08193 Bellaterra (Barcelona)

SPAIN
David.Perez@uab.es

We thank Kaniska Dam and Pau Olivella for useful comments. We also thank the
KUL and the CORE, where this research was partially conducted, for their
hospitality. Financial support from the Ministerio de Educación y Cultura, and the
research projects BEC 2000-0172 and 2001SGR-00162 are gratefully
acknowledged.

















































    CESifo Working Paper Series
(for full list see www.cesifo.de)

________________________________________________________________________

746 Oleksiy Ivaschenko, Growth and Inequality: Evidence from Transitional Economies,
June 2002

747 Burkhard Heer, Should Unemployment Benefits be Related to Previous Earnings?, July
2002

748 Bas van Aarle, Giovanni Di Bartolomeo, Jacob Engwerda, and Joseph Plasmans,
Staying Together or Breaking Apart: Policy-makers’ Endogenous Coalitions Formation
in the European Economic and Monetary Union, July 2002

749 Hans Gersbach, Democratic Mechanisms: Double Majority Rules and Flexible Agenda
Costs, July 2002

750 Bruno S. Frey and Stephan Meier, Pro-Social Behavior, Reciprocity or Both?, July 2002

751 Jonas Agell and Helge Bennmarker, Wage Policy and Endogenous Wage Rigidity: A
Representative View From the Inside, July 2002

752 Edward Castronova, On Virtual Economies, July 2002

753 Rebecca M. Blank, U.S. Welfare Reform: What’s Relevant for Europe?, July 2002

754 Ruslan Lukach and Joseph Plasmans, Measuring Knowledge Spillovers Using Patent
Citations: Evidence from the Belgian Firm’s Data, July 2002

755 Aaron Tornell and Frank Westermann, Boom-Bust Cycles in Middle Income Countries:
Facts and Explanation, July 2002

756 Jan K. Brueckner, Internalization of Airport Congestion: A Network Analysis, July
2002

757 Lawrence M. Kahn, The Impact of Wage-Setting Institutions on the Incidence of Public
Employment in the OECD: 1960-98, July 2002

758 Sijbren Cnossen, Tax Policy in the European Union, August 2002

759 Chandima Mendis, External Shocks and Banking Crises in Developing Countries: Does
the Exchange Rate Regime Matter?, August 2002

760 Bruno S. Frey and Lars P. Feld, Deterrence and Morale in Taxation: An Empirical
Analysis, August 2002

761 Lars Calmfors and Åsa Johansson, Nominal Wage Flexibility, Wage Indexation and
Monetary Union, August 2002

762 Alexander R. W. Robson and Stergios Skaperdas, Costly Enforcement of Property
Rights and the Coase Theorem, August 2002

http://www.cesifo.de.)/


763 Horst Raff, Preferential Trade Agreements and Tax Competition for Foreign Direct
Investment, August 2002

764 Alex Cukierman and V. Anton Muscatelli, Do Central Banks have Precautionary
Demands for Expansions and for Price Stability? – Theory and Evidence, August 2002

765 Giovanni Peri, Knowledge Flows and Knowledge Externalities, August 2002

766 Daniel Friedman and Nirvikar Singh, Equilibrium Vengeance, August 2002

767 Sam Bucovetsky and Michael Smart, The Efficiency Consequences of Local Revenue
Equalization: Tax Competition and Tax Distortions, August 2002

768 Tapio Palokangas, International Labour Market Regulation and Economic Growth with
Creative Destruction, August 2002

769 Rudi Dornbusch, The New International Architecture, September 2002

770 Hans-Werner Sinn, Weber’s Law and the Biological Evolution of Risk Preferences: The
Selective Dominance of the Logarithmic Utility Function, September 2002

771 Thomas Mayer, The Macroeconomic Loss Function: A Critical Note, September 2002

772 Seppo Honkapohja and Kaushik Mitra, Learning Stability in Economies with
Heterogenous Agents, September 2002

773 David Laidler, Inflation Targets Versus International Monetary Integration – A
Canadian Perspective, September 2002

774 Morten I. Lau, Panu Poutvaara, and Andreas Wagener, The Dynamic Cost of the Draft,
September 2002

775 Steven Brakman, Harry Garretsen, and Charles van Marrewijk, Locational Competition
and Agglomeration: The Role of Government Spending, September 2002

776 Anke S. Kessler and Christoph Lülfesmann, The Theory of Human Capital Revisited:
On the Interaction of General and Specific Investments, September 2002

777 Kjell Erik Lommerud, Frode Meland and Lars Sørgard, Unionized Oligopoly, Trade
Liberalization and Location Choice, September 2002

778 Antonio Merlo and François Ortalo-Magné, Bargaining over Residential Real Estate:
Evidence from England, September 2002

779 Yu-Fu Chen and Michael Funke, Exchange Rate Uncertainty and Labour Market
Adjustment under Fixed and Flexible Exchange Rates, September 2002

780 Michael S. Michael, International Migration, Income Taxes and Transfers: A Welfare
Analysis, September 2002



781 Clemens Fuest and Alfons Weichenrieder, Tax Competition and Profit Shifting: On the
Relationship between Personal and Corporate Tax Rates, October 2002

782 Jan Bouckaert and Hans Degryse, Softening Competition by Enhancing Entry: An
Example from the Banking Industry, October 2002

783 Johann K. Brunner and Susanne Pech, Adverse Selection in the Annuity Market with
Sequential and Simultaneous Insurance Demand, October 2002

784 Gregory D. Hess and Eduard Pelz, The Economic Welfare Cost of Conflict: An
Empirical Assessment, October 2002

785 Jan Erik Askildsen, Uwe Jirjahn, and Stephen C. Smith, Works Councils and
Environmental Investment: Theory and Evidence from German Panel Data, October
2002

786 Geir H. Bjønnes, Dagfinn Rime, and Haakon O. Aa. Solheim, Volume and Volatility in
the FX-Market: Does it matter who you are?, October 2002

787 John Evans and John Fingleton, Entry Regulation and the Influence of an Incumbent
Special Interest Group, October 2002

788 Wolfgang Ochel, International Comparisons and Transfer of Labour Market
Institutions, October 2002

789 B. Gabriela Mundaca, Moral Hazard Effects of Bailing out under Asymmetric
Information, October 2002

790 Gene M. Grossman and Edwin L.-C. Lai, International Protection of Intellectual
Property, October 2002

791 John Hassler, José V. Rodriguez Mora, Kjetil Storesletten, and Fabrizio Zilibotti, A
Positive Theory of Geographic Mobility and Social Insurance, October 2002

792 Paul De Grauwe and Marianna Grimaldi, The Exchange Rate in a Model with
Heterogeneous Agents and Transactions Costs, October 2002

793 Guido Friebel and Mariassunta Giannetti, Fighting for Talent: Risk-shifting, Corporate
Volatility, and Organizational Change, October 2002

794 Jan Erik Askildsen, Badi H. Baltagi, and Tor Helge Holmås, Will Increased Wages
Reduce Shortage of Nurses? A Panel Data Analysis of Nurses’ Labour Supply, October
2002

795 Marko Köthenbürger and Panu Poutvaara, Social Security Reform and Intergenerational
Trade: Is there Scope for a Pareto-Improvement?, October 2002

796 Paul De Grauwe and Laura Rinaldi, A Model of the Card Payment System and the
Interchange Fee, October 2002



797 Volker Böhm and Tomoo Kikuchi, Dynamics of Endogenous Business Cycles and
Exchange Rate Volatility, October 2002

798 Mariam Camarero, Javier Ordóñez, and Cecilio Tamarit, The Euro-Dollar Exchange
Rate: Is it Fundamental?, October 2002

799 Misa Tanaka, How Do Bank Capital and Capital Adequacy Regulation Affect the
Monetary Transmission Mechanism?, October 2002

800 Jörg Baten and Andrea Wagner, Autarchy, Market Disintegration, and Health: The
Mortality and Nutritional Crisis in Nazi Germany, 1933-1937, October 2002

801 Saku Aura, Uncommitted Couples: Some Efficiency and Policy Implications of Marital
Bargaining, October 2002

802 Wolfram F. Richter, Delaying Integration of Immigrant Labor for the Purpose of
Taxation, October 2002

803 Gil S. Epstein and Shmuel Nitzan, The Politics of Randomness, October 2002

804 John Hassler and José V. Rodriguez Mora, Should UI Benefits Really Fall over Time?,
October 2002

805 Friedrich Breyer and Stefan Felder, The Dead-anyway Effect Revis(it)ed, October 2002

806 Assar Lindbeck and Solveig Wikström, E-exchange and the Boundary between
Households and Organizations, November 2002

807 Dieter Bös, Contests Among Bureaucrats, November 2002

808 Steven Brakman, Harry Garretsen, and Marc Schramm, The Strategic Bombing of
German Cities during World War II and its Impact on City Growth, November 2002

809 Florian Englmaier and Achim Wambach, Contracts and Inequity Aversion, November
2002

810 Sarbajit Sengupta, Delegating Recruitment under Asymmetric Information, December
2002

811 Rajshri Jayaraman, On the Partial Public Provision of a Private Good, December 2002

812 Stéphanie Stolz, Banking Supervision in Integrated Financial Markets: Implications for
the EU, December 2002

813 Christian Keuschnigg, Taxation of a Venture Capitalist with a Portfolio of Firms,
December 2002

814 Inés Macho-Stadler and David Pérez-Castrillo, Settlement in Tax Evasion Prosecution,
December 2002


	Abstract



