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ABSTRACT

In this research, the role of tax attitude and perception of fairness in tax compliance among SME owners was
examined. Tax knowledge was investigated as a mediator between tax attitude and compliance as well as
perception of fairness and tax compliance respectively. 123 SME owners were administered online questionnaire
to obtain relevant data for hypotheses testing. The study aimed at identifying significant predictors of tax compliance
behaviour, while assessing the role of tax knowledge as a mediator. Findings indicated that tax attitude was
positively related with tax compliance, serving as a significant predictor of tax compliance among SME owners.
Although perception of tax fairness was positively correlated with tax compliance, it was not a significant predictor
of tax compliance. Tax knowledge mediated the impact of tax attitude on tax compliance. However, tax knowledge
did not mediate the relationship between perception of fairness and tax compliance.
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INTRODUCTION

Psychosocial determinants of tax compliance have been found to be as effective as economic
factors (Ayuba, Saad & Ariffin, 2015). Timothy and Abbas (2021) concluded that tax morality,
perception of justice and trust were associated with tax compliance by small and medium
enterprises (SMEs). Thus, psychosocial factors also impacted organizational tax behaviour.
In other words, individual and group tax compliance are susceptible to behavioural and
coghnitive influences.

These factors tend to work in consonance with other related variables. According to Newman
and Nokha (2018), basic tax knowledge can influence tax compliance positively if tax rates
and corruption are also addressed. Tax payers are more likely to comply when they perceive
their taxes are been put to good use, taxes are fair, and they have sufficient knowledge of the
tax system. This study lends credence to the assumption tax compliance is a complex
behaviour.

Tax compliance is a test of the tax system’s reliability (Yong et al., 2019). With high level of
tax compliance, government is guaranteed higher level of revenue, otherwise they may
struggle with resources. Recent trends, however, suggest that governments are facing
increasing noncompliance due to several reasons, some of which are examined in this
research.

When taxes are perceived as fair, trust in authority increases leading to higher level of
compliance (Rachmawan et al. 2020). SME tax compliance was directly linked to tax
accounting and tax justice in a study by Setyorini (2018). In Nigeria, tax compliance among
SMEs has been found to impact government revenue generation (Ayuba et al., 2020). Positive
attitude towards compliance resulting in higher revenues and poor attitude associated with low
revenue (Ayuba et al., 2020). Thus, tax compliance among SME owners is a key issue
because of its economic implication on the society with trends suggesting poor compliance is
rising among tax payers in Nigeria (Paying Taxes, 2015). Against the backdrop of economic
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challenges such as inflation and increased debt, poor tax compliance poses significant threat
to development in the country.

SMEs in Nigeria were likely to avoid tax if there was a low probability of detection, poor
incentives, and inadequate public governance (Ayuba et al.,, 2020). This implies tax
compliance is a reaction to quality of governance as well as tax monitoring efficiency. Fadzilah
et al. (2017) made similar findings in their study: the implementation of tax understanding, tax
payment consciousness, tax services quality, and tax penalties had a positive and significant
effect on SMEs tax compliance. Another problem Nigeria contends with is corruption, which
has been shown to have negative impact on tax compliance among SMEs (Newman et al.,
2018).

To compel tax compliance from SMEs, tax authorities need to understand taxpayers (Zanaria
& Lestari, 2020). For example, tax complexity can impede compliance behaviour due to
difficulty with processing tax filings (Jusoh et al., 2021). User-friendly tax payment and
investment in taxpayer education can decrease the knowledge gap which fosters tax
noncompliance. Part of recommendation by Yong and Freudenberg (2020) in a study involving
SMEs in New Zealand, was that new strategies to influence compliance can improve tax
behaviour. A similar conclusion was reached in Indonesia where tax knowledge reward was
discovered to be positively related with tax compliance among SMEs (Firmansyah & Putu,
2018).

According to Alm and Torgler (2011), governments have three tools to influence tax
compliance namely service, trust, and enforcement. Improving level of tax knowledge through
mass media campaigns, showing proof of tax usage, promoting proper behaviour, etc. are
among strategies found to have positive impact on tax compliance behaviour. In this research,
factors which have been found to impact tax compliance will be investigated by analysing data
from SME owners. Specifically, the impact of tax attitude and perception of tax fairness will be
assessed. Also, the role of tax knowledge as a mediator of the relationship between tax
attitude, perception of tax fairness and tax compliance will be examined.

REVIEW OF RELATED LITERATURE

Tax attitude and tax compliance

Tax compliance has varying definitions across the literature (Ayuba et al., 2015). According to
Tilahun (2019), tax compliance is the degree to which taxpayers conform to tax laws and rules.
In this sense, noncompliance implies nonconformity with tax obligations by individuals or
organizations. Tax attitude has two dimensions: the positive dimensions correlate with tax
compliance while the negative view tend to result in tax evasion (Mitu, 2018). Studies have
found that tax compliance can be improved through effort at improving attitude towards
payment (Adellia & Islami, 2020; Ogungbade et al., 2021).

H1: There is significant positive relationship between tax attitude and tax compliance.

Perception of fairness and tax compliance

When taxpayers are convinced that their taxes are fair and been put to good use by the
government, their level of compliance tend to be higher (Kaplanoglou et al., 2016). Two key
influences on perception of fairness are taxpayers’ expectation of government (Mangoting &
Ganis, 2015) and taxpayers’ ability to pay the taxes they're levied (Lestary et al., 2021).
Musimenta et al. (2017) found direct link between tax fairness and tax compliance. In their
research, benefits from taxes and ability to pay were central to feeling of fairness and
taxpayers’ willingness to comply with taxes.
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H2: There will be significant positive relationship between perception of tax fairness and tax
compliance

Tax knowledge, tax attitude, perception of tax fairness and tax compliance

Tax knowledge covers taxpayers’ level of understanding about how to file tax returns and pay
expected amount. It also includes expected benefit of paying taxes and what regulations apply
to tax defaulters (Mardiasmo, 2018). Tax knowledge has been shown to positively relate with
tax compliance (Razak & Adafula, 2013). Negative tax attitude has been linked with poor tax
knowledge, resulting in poor compliance level (Susanto, 2019). Azmi et al. (2016) investigated
the role of tax justice as a mediator on tax knowledge and tax compliance. Findings revealed
that while tax knowledge was not a significant predictor of tax compliance, tax knowledge
impacted perception of tax fairness. A related study found that tax knowledge has positive
relationship with tax compliance while punishment for tax default did not change tax
compliance behaviour (Oladipupo & Obazee, 2016).

H3: The influence of tax attitude on tax compliance is mediated by tax knowledge
H4: The influence of perception of tax fairness on tax compliance is mediated by tax
knowledge.

Conceptual framework

Tax attitude

Tax knowledge Tax compliance

A 4

Perception of fairness

Figure 1: Tax knowledge as mediator of tax attitude and perception of fairness on tax compliance

METHOD

Study design
This study is a survey research and cross-sectional design was employed in data gathering.
Data for hypotheses testing was obtained from SME owners through questionnaires.

Participants

123 SME owners were involved in this study. They were recruited through purposive sampling,
a non-probability method which entails that participants had to meet certain criteria to qualify
as respondents. For this study, participants had to be owners of registered SME businesses
that were still in operation. 64(51.6%) respondents were female compared to 60(48.4%) who
identified as male. 40(32.2%) were below the age of 30, 28(22.6%) were between the ages of
30-35. 30(24.2%) respondents were between the ages of 36-40 years. 26(21%) were above
40 years of age. Types of businesses participants identified with are retail trade (21%),
logistics (20.2%), e-commerce (32.3%), services (26.6%)

Measurements

Tax Compliance
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This was assessed in this study using the Tax Compliance Questionnaire developed by
Mesiku (2008). This instrument measures level of tax compliance through a five-point Likert-
type scoring system, ranging from Strongly Disagree (1) to Strongly Agree (5). High scores
implied high level of tax compliance while low score meant the respondent tend not to comply
with tax payment obligations.

Tax Attitude

In this study, tax attitude was measured using the Tax Attitude Questionnaire by Mesiku
(2008). It uses a five-point Likert scale ranging from Strongly Disagree (1) to Strongly Agree
(5) to assess attitude towards tax payment. High scores on this instrument correlated with
positive attitude towards taxation. Low scored implied negative attitude towards tax payment.

Perception Of Tax Fairness

Perception of Tax Fairness Questionnaire by Ogunbade et al (2021) was used in this study. It
assessed respondents’ ability to pay taxes, their feelings regarding how much tax they pay,
as well as perception about how easy it is to pay taxes and if the government uses tax
payments to the benefit of tax payers. The instrument uses a 5-point Likert scale ranging from
Strongly Disagree (1) to Strongly Agree (5). High scores implied positive perception of tax
fairness while low score meant the respondent did not think their tax system was fair.

Tax Knowledge

To assess tax knowledge, respondents were administered Tax Knowledge questionnaire
developed by Mukasa (2011). Items evaluated respondent’s knowledge of the amount they
were expected to pay, if they knew what channels to pay through, among other factors. A five-
point Likert scale was used with high scored indicating good tax knowledge and low score
meaning poor tax knowledge.

Procedure

Questionnaires were administered through online channels including social networks such as
WhatsApp, Facebook, and email. Respondents who met study criteria were given link to the
questionnaire. After they answered items on the scale, their responses were stored in a
secured Google Drive, which was later assessed for data. Ethics such as anonymity and
confidentiality were strictly adhered to through intentional design of the questionnaire not to
collect personally identifiable information. In addition, the researcher attended to queries
respondents had before, during and after the administration of questionnaire.

Statistics

Hierarchical multiple regression was conducted in SPSS version 23 to evaluate the
relationship between tax attitude, perception of tax fairness, tax knowledge and tax
compliance. Mediation analysis was conducted using AMOS software to examine the
mediational impact of tax knowledge on tax compliance.
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RESULTS
Table 1: correlation matrix of tax knowledge, perception of fairness, tax attitude, and tax compliance
Variables 1 2 3 4
1. Tax knowledge -
2. Perception of fairness 81" - .
3. Tax attitude .66™ 81" - .
4. Tax compliance 497 627 79" -

Note. **p<.01

From the table of correlation above, tax knowledge was positively and significantly related with
tax compliance (r = .49, p<.01). This implies that SME owners who scored high in tax
knowledge were more likely to score high in tax compliance measures. Also, SME owners
who were low on knowledge of taxation were likely to score low on tax compliance measures.
Perception of tax fairness had significant positive correlation with tax compliance (r = .62,
p<.01). Thus, SME owners who felt their taxes were fair were more likely to comply with tax
payments while those who felt their taxes were unfair tend not to comply with taxes. Tax
attitude also significantly correlated with tax compliance (r = .79, p<.01). Similarly, results
showed that positive attitude implied higher level of compliance with taxes among SME
owners. SME owners who had negative attitude towards taxation tend not to pay their taxes.

Table 2: Hierarchical regression predicting tax compliance by tax attitude and perception of tax fairness

Model 1 Model 2 Model 3
B B t B B t B B t
1. Tax attitude g7 .79 14 .84 87 913 .84 .87  9.09
2. Perception of tax fairness -08 -09 -92 -07 -07 -61
3. Tax Knowledge -02 -02 -16
R2 .79 .80 .80
AR2 .63 .63 .63
F 208.56 .84 .03
AF .00 .36 .87

Independent variable: tax compliance

Hierarchical multiple regression revealed that tax attitude significantly predicts tax compliance
(B=.79, p<.01). Tax attitude explained 79% of variance in tax compliance scores (R?=.79).
Based on this result, tax attitude is identified as having significant influence on tax compliance
behaviour among SME owners. When attitude towards tax is positive, there is higher likelihood
to pay tax. However, negative attitude towards tax tends to result in non-compliance among
SME owners. In the second model, perception of tax fairness was added and it was found not
to be a predictor of tax compliance (B = -.16, NS). Perception of tax fairness explained less
than 1% of variance in tax compliance scores (R?=.01). The implication of this result is that
perception of fairness does not predict the level of tax compliance among SME owners.
Therefore, the level of tax compliance cannot be inferred from the level of perception of
fairness. The third included tax knowledge as a potential predictor, results showed that tax
knowledge did not significantly predict tax compliance (B = -.02, NS). Thus, the level of tax
knowledge of SME owners does not predict their level of compliance with taxation as tax
knowledge was found not to be a significant predictor of tax compliance All the variables in
model explained 80% of the variance in tax compliance (AR? = .80).

Mediation analysis showed that tax knowledge was a significant mediator of the effect of tax
attitude on tax compliance (effect = .42, se = .25, 95%CI = -.07, .90, p < .01). Tax knowledge
was not a significant mediator of the effect of perception of tax fairness on tax compliance
((effect = .22, se = .35, 95%CI = -.47, .90, NS).
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DISCUSSION

This research investigated tax attitude and perception of fairness as predictors of tax
compliance among SME business owners, analysing the mediating role of tax knowledge as
part of the study objectives. Findings are examined in this section based on theoretical and
empirical studies.

Findings showed a positive relationship between tax compliance and tax attitude. Specifically,
positive attitude towards tax related with high level of compliance. This is consistent with
findings by Ogunbade et al. (2021) who found that taxpayer with positive attitude tend to
comply with tax obligations. Among SMEs owners in Nigeria, level of tax compliance is low as
observed in this study and similar research. Some of the issues relate to trust in government
and the use of funds gotten from taxpayers. Lestari et al. (2020) supports this through their
finding that tax socialization and tax administration affect taxpayer compliance.

Tax attitude is shaped by variety of factors such as individual financial position, referral group,
political influence, religiosity, and cultural influence, which have been shown to have a positive
effect on tax compliance behaviour (Sritharan & Salawati, 2019). On the other hand, it is
possible for negative influences to alter tax attitude leading to noncompliance among SME
owners. The Nigerian economic climate has been considerably hostile of recent: rising inflation
and other difficulties made running of business especially difficult. It becomes hard to maintain
compliance when business does not thrive and certainty of survival is low. Although the law
makes provision for SME owners to only pay taxes when they are profitable, an uncertain
economic climate incentivises owners to not comply.

Perception of fairness did not significantly predict tax compliance in this study, although there
was positive relationship between both variables. This is in consonance with findings by Farrar
et al. (2019) who found interactional fairness was not significantly related with tax compliance
intentions. One explanation for this finding is the distinct ways individuals and organizations
interpret fairness. Due to different circumstances among SME owners, perception of fairness
may not have identical impact. Also, it is likely other variables may play a more important role
in tax compliance role as observed in the impact of tax attitude in this study. Researchers such
as Lestary et al. (2021) found that tax fairness and socialisation positively affect the
understanding of taxation, which in turn positively affects taxpayer compliance. In their study,
acceptance of technology and other tax knowledge factors tend to occur in social settings.
SME owners’ tax attitude was moderated by socioeconomic factors such as level of education,
exposure to the internet, among other things.

Tax knowledge was a significant mediator between tax attitude and tax compliance. Albab and
Suwardi, (2021) made similar findings stating that tax knowledge increases trust, which
partially mediates the effect of knowledge on voluntary taxation. SME owners who were aware
of tax usage by government and its implication for their business success may have more
favourable disposition towards paying their taxes. Low level of tax knowledge could also
explain aversion to taxes since the individual may be unaware of how their tax behaviour
impacts government ability to provide infrastructure which in turn affect their business.

In addition, tax knowledge may also influence the feelings of difficulty people experience when
filing their taxes. With easier tax payment processes, tax knowledge may be higher among
taxpayers, leading to positive attitude towards compliance. Tax systems that require higher
level of tax knowledge may turn off taxpayers leading to negative attitude towards taxation
which in turn leads to noncompliance.
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Tax knowledge did not mediate between perception of fairness and tax compliance. This is
consistent with findings which showed that tax knowledge and tax compliance behaviour tend
not to be consistent (Manual & Xin, 2016). Several aspects of tax behaviour may account for
the lack of mediation effect as observed in this study. For example, feelings of trust in
government may vary among different SME owners. This in turn could serve as a stronger
factor in compliance behaviour than their level of knowledge.

Conclusion

Findings from this study strongly indicates that tax attitude is a strong factor in tax compliance
behaviour. Tax knowledge was positively correlated with tax compliance leading to
recommendation that government should use it as a means to improve compliance. Gitaru
(2017) suggest rewards programs and other forms of incentives can improve tax compliance
among SMEs. SME owners in Nigeria can also benefit from this and other programs aimed at
improving tax compliance through effort at improving tax knowledge and tax attitude. How
business owners perceive fairness of the tax system can benefit from visible investment in
infrastructure and economic programs. In conclusion, tax compliance as a critical resource to
government and society at large requires more thoughtful approach to compel compliance.
Punishment and other negative forms of reinforcement should be disregarded, and more
positive approaches as exposed in this study should be adopted.

AFRICAN JOURNAL FOR THE PSYCHOLOGICAL STUDY OF SOCIAL ISSUES Page | 145



3

@ AJPSSI

Vol. 25 Nn.3 2022
REFERENCES

Adellia, T., & Islami, I. N. (2020). Tax Awareness As Moderator Towards Tax Knowledge, Subejctive Norms,
Personal Norms, And Tax Compliance. JIAFE (Jurnal limiah Akuntansi Fakultas Ekonomi), 6(1), 1-18.

Albab, F. N. U., & Suwardi, E. (2021). The Effect of Tax Knowledge on Voluntary Tax Compliance with Trust as a
Mediating Variable: A Study on Micro, Small, and Medium Enterprises (MSMESs). The Indonesian Journal
of Accounting Research, 24(3), 381-406.

Ayuba, A., Saad, N., & Zainol Ariffin, Z. (2020). Perceived Service Orientation, Economic Factors, Psychological
Factors and Tax Compliance: Evidence From Nigerian SMEs. Malaysian Management Journal, 20, 41-
57.

Fadzilah, E. N., Mustafa, R. M., & Putri, N. K. (2017). The effect of tax understanding, tax payness consciousness,
quality of tax service, and tax sanctions on compulsory tax of SMEs in Banyumas. Acta Universitatis
Danubius. CEconomica, 13(4).

Farrar, J., Kaplan, S.E., & Thorne, L. (2019). The Effect of Interactional Fairness and Detection on Taxpayers’
Compliance Intentions. Journal of Business Ethics, 154, 167-180.

Firmansyah, A., & Putu, I. (2018). The Effect of Tax Knowledge Reward and Enforcement Strategies on SMEs Tax
Compliance Behavior. Seventh International Conference on Advances in Social Science Management
and Human Behaviour SMHB 2018.

Gitaru, K. (2017). The Effect of Taxpayer Education on Tax Compliance in Kenya. (a case study of SME's in Nairobi
Central Business District). Available at: https://mpra.ub.uni-muenchen.de/80344/

Hamid, N. A, Ismail, I. S., Yunus, N., Jali, M. N., & Rosly, A. S. (2022). Taxpayer Perceptions of Tax Awareness,
Tax Education, and Tax Complexity among Small and Medium Enterprises in Malaysia: A Quadrant
Analysis Approach. Universal Journal of Accounting and Finance, 10(1), 231-242.

Lestary, S. R., Sueb, M., & Yudianto, I. (2021). The effect of tax fairness, tax socialization and tax understanding
on tax compliance: a study on micro, small and medium enterprises (MSMESs). Journal of Accounting
Auditing and Business-Vol, 4(1).

Mat Jusoh, Y. H., Mansor, F. A., Abd Razak, S. N. A., & Wan Mohamad Noor, W. N. B. (2021). The effects of tax
knowledge, tax complexity and tax morale towards tax compliance behavior among salaried group in
Malaysia. Advances in Business Research International Journal (ABRIJ), 7(2), 250-266.

Lestari, S. M., & Daito, A. (2020). The Influence Of Taxation Knowledge, Tax Socialization And Tax Administration
On Taxpayer Compliance (Empirical Study In Micro Small And Medium Enterprises (Msmes) Tobat
Village, Balaraja Sub-District, Tangerang Regency, Banten Province). Dinasti International Journal of
Management Science, 1(5), 732-739.

Newman, W., Mw, & Nokhu, A. (2018). Evaluating the Impact of Tax Knowledge on Tax Compliance Among Small
Medium Enterprises in a Developing Country. Academy of Accounting and Financial Studies Journal, 22,
1.

Newman, W., M, Ambira, N., Charity, M., & Ongayi, W. (2018). Literature Review on the Impact of Tax Knowledge
on Tax Compliance among Small Medium Enterprises in a Developing Country. International Journal of
Entrepreneurship, 22.

Ogungbade, O. I., Enitan, A., & Adekoya, A.C. (2021). Tax Awareness, Taxpayers" Perceptions and Attitudes and
Tax Evasion in Informal Sector of Ekiti State, Nigeria. International Journal of Financial Research. 12, 5.

Taxes, P. (2015). The global picture. The changing face of tax compliance in 189 economies worldwide. URL:
https://www. pwc. com/gx/en/paying-taxes/pdf/pwcpaying-taxes-2015-low-resolution.  pdf (0ama
38epHerHs: 10.12. 2019).

Rachmawan, R., Subekti, I., & Abid, N. (2020). The effect of tax knowledge on relationship of procedural justice
perception towards voluntary tax compliance mediated by trust. International Journal of Research In
Business and Social Science, 9, 207-213.

Setyorini, C. T., & Susilowati, D. (2018). Analysis of Implementation of SMEs Tax Enforcement: The effects of tax

justice dimensions, understanding of tax account-ing on SME" s tax compliance. Journal of Economics,
Business, and Accountancy Ventura, 21(1), 1-12.

AFRICAN JOURNAL FOR THE PSYCHOLOGICAL STUDY OF SOCIAL ISSUES Page | 146



3

@ AJPSSI

Vol. 25 Nn.3 2022

Sritharan, N., & Salawati, S. (2019). Examining the moderating effect of tax knowledge on the relationship between
individual factors and income tax compliance behaviour in Malaysia. International Journal of Academic
Research in Accounting, Finance and Management Sciences, 9(3), 160-172.

Sudiartana, I. M., & Mendra, N. P. Y. (2018). Taxpayer compliance in SMEs sector: A theory of planned behavior.
Jurnal Keuangan dan Perbankan, 22 (2), 219-230. https://doi.org/10.26905/jkdp.v22i2.1561.

Tilahun, M. (2019). Determinants of tax compliance: a systematic review. Economics, 8(1), 1-7.

Timothy, J. F., & Abbas, Y. (2021). Tax morale, perception of justice, trust in public authorities, tax knowledge, and
tax compliance: a study of Indonesian SMEs.

Yong, D., & Freudenberg, B. (2020). Perceptions of Tax Compliance by SMEs and Tax Practitioners in New
Zealand: A Divergent View?. New Zealand Journal of Taxation Law and Policy, 26(1), 57-85.

Yong, S., Lo, K., Freudenberg, B., & Sawyer, A. (2019, December). Tax compliance in the new millennium:
Understanding the variables. In Australian Tax Forum (Vol. 34, No. 4, pp. 766-808).

Zanaria, Y., & Lestari, A. A. (2020). The Influence of Tax Comprehension, Tax Awareness and Tax Sanctions

Toward Tax Obedience of SME’s. Proceedings of the 1st Borobudur International Symposium on
Humanities, Economics and Social Sciences (BIS-HESS 2019).

AFRICAN JOURNAL FOR THE PSYCHOLOGICAL STUDY OF SOCIAL ISSUES Page | 147


https://doi.org/10.26905/jkdp.v22i2.1561

