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Abstract 

The purpose o/Ihe SlUdV \Vas 10 see Ihe effeci o/income tax/aimess on compliance behavior 0/ 

individual lax payers and 10 see i/lhe lax/airness dimensions delermined by Gerbing (1988) ,md 

later tested by Richardson (2006) in Asianjurisdiclion can be fOUNd in Ethiopian sellings. 77,e 

resull found cerlain differel1l dimensions Ihal1 eilher of the above aUlhors found The /aciar 

analys;.~· showed thee d[rrerenf dimensions s laled as component one, component Iwo and 

componenl Ihree. Tesling education as demographical variable also yielded a diflerel1l resul! 

Ihon other s ludies. /4l hi/e Ihe others like age is de/ermined fO have no s ignUicu ll1 ir!/luence UI1 

compliance behavior of individuals. 
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Chapter one 

1. Introduction 

1.1 Background of the study 

Taxati on revenues have been the most important revenues source fo r any government regardless 

of the type of leadership the country has democratic or autocrat ic. None of this leadership will 

survive unless they insu re suffi cient amount of revenue to cover thei r government spending on 

meet ing infrastructura l and social needs of their citizens. There is a difference as to how 

indi viduals or organ izati ons perceive taxa tion : some groups th ink it is the necessary evi l which 

helps the soc iety to funct ion; others as breaching up on the ri ghts and properties of the indi vidua l 

or collective; and many will feel that they pay too much in tax andl or have insufficient influence 

over how their taxat ion monies are spent. 

The successfu l collection of taxatHov.,lever, undeniably taxati on plays the lead ing ro le in 

goVetTUllent act ivity and it is taxation revenue that helps the government to meet its soc ial 

responsibiliti es regarding the supply of public goods and serv ices. ion revenues is centra l to 

providing the necessary infrastructure that allow for the continuing economic well being of a 

nation whatever its relati ve development may be. Tax dev iant behavio r can sometimes be made 

in error, but in many instances decisions to be tax deviant are made by rati onal actors on the 

basis of their ex pectation regarding the probabilities of the scale of reward emanating from such 

behavior and on the other hand of metaphorical ledger, the likely hood that their behavior might 

be detected, investigated and prosecuted. That many people and entiti es do avoid andlor evade 

their taxati on obligations, sOIl)etimes on a routine basis, is a proposi tion beyond dispute . 
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Compliancc towards the tax systcm has been a challenge to any tax system be it developed or 

develop ing nation. Compliance is multidimcnsional issue it is the res ul t of var iab les like , 

education, age, gender, norms, self interest. complexi ty. fairness, audit rate, tax rate, pecr 

reporting and tax administration the cul ture society held as value that is society belief. altitude 

and sentiment playa great ro le in tax consideration. Increas ing the perception of tax payers 

towards compliance is the sum effect of these variables. 

Thi s thes is has focused on the ultimate effect of fa irness perception towards achiev ing 

compliance towards tax system. Fairness is a construct that appea rs in a variety of literatures and 

is of len not well defined (Sheffrin 1993; Gilli gan & Richardson, 2005) . For example. in the 

organizational behavior literature, fairness is synonymous with ' organizational justi cc' 

(Hauenstein et ai , 2001). In the management accounting literature, fairness in a budgetary 

context is associated with 'attainability' (Libby, 2001 ) and also with distributi ve and procedural 

justi ce (Wentzel 2002). In the economics literature, ' fair ' refers to an allocation that IS 

simultaneous ly equi table and economica ll y effic ient (Varian 1975). Economic fa irness IS 

~ssoc iated with 'economic justice' (Zajac 1995). Fairness is defined in tax literature in variety of 

.Nays. It has not been explained in consistent fashion because of the following bas ic factors 

:Christensen et al 1994): 

• Fairness is a multidimens ional issue 

• Fairness can be defined at either the indi vidual level or for society at large 

• Fairness is intertwined with complex ity, and 

• Once a tax rule Or procedure is perceived or defined as unfair, it may givc taxpayers the 

justification to engage in noncompliance 
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In tax manner of speaking, the term ' tax equity' is associalcd wit h !C,i rness. There are two subse ts 

of lax eq uity: verli cal equity and hori zonlal equ ily. Vertica l cquily is Ihe notion that individuals 

who have more ab ilit y to pay taxes should pay more tax es. I/ ori zo nta/ equit y is the notion Ihat 

similarly situated taxpayers should pay the same amounls in taxes (Musgrave, 1989, p. 223). 

Different scholars have stated the importance of lax fairness in achieving tax payer ' s compl iance. 

Therefore, thi s paper aimed at looking the fairn ess perception of individual income tax payers in 

Ethiopia and its effect on compliance towards the tax system. 

1.2 Problem statement 

It is true that there is a sizeable gap between the amount of tax that is theo retically to be collected 

and the amount of tax that is actuall y collected. Noncompliance by tax payers has been raised as 

one of the justification for increased tax gap. Noncompliance, on the other hand is affected 

considerably by the attitude and perception of tax payers towards the fairness of the tax system. 

Regard less of the measures taken to solve non compl iance such imposing heavy penalties and 

fines up on di scovery the issue of underreporti ng by taxpayers' has been around. 

Taxpayers ' are required to file a correct and complete return. failing which penalties and fines 

will be imposed, required to keep records of all transactions and report accordingly failing which 

penalties and fines will be imposed and finally make payments on the taxes due. However, there 

is still evidence that tax compliance is not at the expected target rate. This jeopardizes many 

activi ties and plans of the government for its citizen 's audit activities reveal that taxpayers 

comply with filing in their forms but incidents of under reporting and over claiming are evident. 

Tax literature reveal s that any system of taxation would likel y experience some evasion given the 

financial and other incentives not to comply. 
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It is hard to see the benefit one is dri ving from the government because thi s benefits are so far 

away relative to the amount of tax they pay (Leandra, 2003 ). In addi ti on, what one feels is that 

even if one never contributes his share of tax it will not reduce hi s benefits; he gets to enjoy the 

beI)efits thus, as a free ride. It is thi s pe rception of the public that resulted in the topic 1110st 

resea rchable. T he public sentiment about percept ion of justice and fairness has contributed a lot 

to the tax compl iance behavior of tax payers . Previous researchers also found the importance of 

equity and fairness as a frequent theme (for example Bordignon, ( 1993) and Cowell. (1992). 

Gi lligan and Richardson (2005) comparative research revea led perception of tax fairness as a 

factor in tax compliance behavior among Australia and Hong Kong taxpayers. Based on these 

facts the study determined to test the following working hypotheses. 

1.3 Research questions and Hypothesis 

1.3.1 Research questions 

The study is intended to find answers for three important research questi ons: 

I . Can tax fairness measured by these dimensions : General Fairness. Tax Rate. and 

Exchange with the Government. Self Interest and Special privi leges for the weal thy ;n the 

other jurisdiction can also be found in Ethiopian setting and what is thc influence on Tax 

Compliance behavior? 

2. Do age, gender, educations level and employment status have impact on tax fairness and 

indirectly influence tax compli ance? 

3. Following from research quest ion 2 can there be any signifi cant impact on tax 

compli ance if demographic variables for age and gender are controlled? 

4 



1.3.2 lI ypoth es is 

The following four hypotheses are to be used to test each of the above research objectives 

Hypothesis 1: -There is a positive association between tax fairness and tax compli ance 

behavior in Ethiopia. 

Hypothesis 2: There is a positive assoc iation between older tax paye rs and tax compliance 

behavior in Ethiopia. 

Hy pothesis 3: There is a positive assoc iat ion between female taxpayers and tax compliance 

behavior in Ethiopia . 

Hypothesis 4: There IS an association between education and taxpayers' compliance 

behavior in Ethiopia. 

Hypothesis 5: There IS an association between employment status and taxpayers ' 

compliance behavior in Ethiopia. 

Hypothesis 6: In general taxpayers do not perce ive Ethiopian income tax as a fair tax 

Hypothesis 7: Income tax payers in Ethiopia do not perceive income tax as fair when they 

compare the income tax amounts that they pay with the benefi ts they rece ive from Eth iopian 

government. 

Hypothesis 8: Income tax payers' complial1Ce degree in Ethiopia is not high. 

Hypothesis 9: Income tax payer does not perceive hi s or her income tax burden as fa ir. 

Demographic variables and tax compliance behavior has been considered in the literature (e.g. 

Jackson & Mill iron, 1986; Hanno & Violette , 1996; Mason & Ca lvin, 1978; Voge l, 1974 ; and 

Chan et aI. , 2000). Studies by Hanno & Violette ( 1996) found that younger taxpayers are more 

ri sk seeking and less compliant. Another demographic variable that is equal ly important is 
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gender wh ich was found to have a narrow gap of difference (female \ s male) in lerms 'If lax 

compliance. Then impaci of education and lastl y the fourth variable cmploymen l s latus is be 

analyzed. Fol lowing h o m hypoth es is 1-11 - HS, the regress ion model s deve loped by Richardson 

(2006) is used to test the 5 hypothesis. Only five dimensions like Robcrts (1994) are tested inlhi s 

study. The middle income earners tax share di mension is dropped beca use onl y Richardson has 

experimented with it and is not dependable. 

1.4 Regression models 

1. TC i = 00 + PI GFi + P2 TRi + p3 EXi+ P4SLFi+PS SPCi+ Ei 

2. TC i = 00 + PI GFi + P2 TRi + p3 EXi+ P4SLFi+PS SPCi+ PkXki + Ei 

SOURCE: Richardson (2006) 

Abbreviations 

• TC - tax campi iance • EX - exchange w ith go vernment 

• GF - general fairness • SI.;F - self interest 

• TR - tax rate/ structure 

• SPC - special provision towards wealthy 

• Ei - error term 

• Xki - demographic variables age, gender, education and Occupation status 

• p - beta coefficient of Xj 
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1.4.1 Regression model 1 

The first model is designed to see the association or the five fairness dimensions and the 

compliance behavior 

1.4.2 Regression model 2 

This model adds one more variab le to the fir st regression model which is demographic variables. 

The model tries to see if there is any signifi cant relationship between fairness perception and 

demographic variables. For further analysis, two of the demograph ic vari ables is contro lled by 

using dummy variable to find out if there is difference created by the du mmy variables for age 

and gender. 

Mention only the five hypotheses by enumerating here by good paragraph and take the rest to 

methodology aspect. Make your methodo logy broad and beautifu l and give specific chapter to it. 

Espec ia lly chapter three has (0 be devoted to it. 

1.5 Objectives of the study 

1.5.1 General objectives 

This study aims to see the effect of tax fairness in enhancing the tax compliance behavior in 

Ethiopia. The fi ve tax fairness dimensions identified by Gerbing (1988) are tested to find out its 

impact on compliance behavior 
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J .5.2 Specific objectives 

• To make an initia l important contribution to the litcrature or income tax fairne ss and 

income tax compliance 

• To assess to what extent Ethiopian taxpayers' perceive the tax system as fair and 

equ itable? 

• To examine if demographic factors i. e . Age, gender. educa tion level and employment 

status have infl uence on the tax payers compliance beha vior 

• To identify the relationship between fairness perception and compliance towards taxation 

• To assess if other countries perceptions of tax fairness dimensions be expected in 

Ethiopian taxpayers' surrounding 

• To identify if there is any significant impact on tax compliance if demographic variables 

for age and gender are controlled 

• To determine whether there is an acceptable degree of tax compliance in Ethiopia or 

noncompliance is prevailing. 

1.6 Significance of the study 

The research is assumed to have momentous contri bution for the tax authority in designing 

jifferent tax poli cies and towards increasing the compliance behavior of indi vidual tax payers. It 

:s al so assumed to have significant influence on economic development plan, implication to tax 

'ul es and regu lation, quality audit and contro l, contribution to soc ia l we lfare and socia l s~c urit y. 

\fter successful completion of the thesis mechanisms were forwarded to increase vo lun tary 

:ompliance of income tax payers which may in turn leads to increased taxation revenues. 
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1.7 Sco pe of the Study 

This study tri ed to see the com pliance behavior of ind ividual tax payers and it s influence 

between laX fairness dimens ions in sa laried accounti ng inst ructors in some selected higher 

education institutions in department of accounting , selected accounting firms in Addis Ababa 

and so le proprietor owned businessman (self employed) companies. The study only focuscd on 

category 'c ' tax payers and sa laried tax payers in pri vate and governmen t institutions who have 

high deeper understanding about tax and tax related issues. It does not include hi gh tax paye rs 

such as category A and category B tax payers who submit their tax returns in Ethi opian revenue 

and customs authority head office. 

1.8 Limitation of the study 

Every conclusion in this study should be interpreted based on its li mitat ions. As tax is a sensiti ve 

issue for every tax payer some tax payers were uncooperative in trying to fi ll out the 

questionnaire and in some circumstances they may not reveal their true fee ling about their tax 

reporting behavior. Wh ile other refused reasoning that they are in hurry. The ti me limit gi\Tn fo r 

the thesis has been very short and it influenced the study in se lecting very small group of sample. 

Thi s sample included onl y ca tego ry 'c' tax payers located in Addis Ababa. But to make the 

sample more representatives an attempt has been made to include some groups whie h are 

assumed to have high tax re lated exposure. 
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1.9 OrgllnizlIlion of the Study 

o C hapter I - Introduction: This chapter discussed wh y tax authorities press for 

compliance among taxpayers and the crucial importance of taxation to the development 

of the country. 

o Chapter 2 - LitCJ"ature Review: This chapter reviewed literature on tax fairness and tax 

compliance. The focus wil l be on the impact of perceptions of fairness as a contributor to 

tax compliance and tries to put in brief the research results found from Malaysia , 

Australia and South Africa 

o C hapter 3 - Methodology: This chapter adopted the methodology used by the previous 

researcher and appi ies it to for this study whi le looking at the literature. 

o Chapter 4 - Research Results: This Chapter discussed the findings for all the research 

objectives set. 

o Chapter 5 -Conclusions and Recommendations: This chapter disc ussed the conclusion 

drawn from the findings of the study. Finally, future research di rect ions and some 

recommendations to ERCA to ach ieve higher compliance and to attain greater level of 

efficiency in tax administration. 
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Cha pter" two 

2. L iterature Review 

This section provides the literature prev iously written on tax fairness percep tio n and it s relalion 

with the perceived compl iance behavior of taxpayers. It starts. with defining tax fai rness, 

diinension of tax fairness and demographi c factors and its relation w ith tax compli ance. 

2.1 Tax fairn ess perception 

As compliance towards the tax system is a chal lenge fo r both developing and deve loped na ti on 

different scholars po inted out it as the issue internationall y topicaL political, in recent years. A 

good tax system should contain fa irness ingredien t in it Smith (1796). Torgler (200 I a) added 

fairness perception is an important factor in influencing taxpayers' compliance behav ior because 

it is related to tax burden . Thus unfairness of the tax system may reflect taxpayers' percept ions 

that they are overpaying taxes in relation to the val ue of the services provided by government or 

in relation to what o ther taxpayers pay. In their stud y Spicer (1974) , Song & Yarbrough ( 1978), 

arri ved at the conc lusion that underreporti ng of income is highl y co rrelated with unfa ir tax 

system. In the other study conducted by BOI'd ignon (1993) Perce ived fairness is fo und as an 

addi ti onal moti vation to tax evasion. Anna A. Che Azmi and Kamala A. Perumal (2008) in the 

study conducted in Malaysia fou nd that tax payers' perception on the tax system is important 

because fairness of the tax system wi ll instill compliant behavior among taxpayers. 

Understanding taxpayers' moti ve and developing better tax poli c ies and strategies that can 

influence compliance wi ll bring more revenue and less admini strati ve cost to the tax auti1(Jr ity. 

Fa irness is not an easy concept to defi ne as stated by (Chri stensen et aI. , 1994). He pointed out 
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four important reasons ( I) it is multidimensional. (2) it can be de fi ned at the indi vidual leve l or 

for soc iety at large, (3) fa irness is intertwined with complexity and (4) a lack of fairness may be 

perceived justifi cation or a cause of noncompliance. Looking fairness onl y in terms of vertica l 

and hori zontal equity would be insufficient and raised the importance of adding distributi ve 

justice is recommended to provide stronger framework to. 

2.2 Equ it)' Theory 

Fairness can be defined in terms of either benefits received or ab ility to pay pri nciple. According 

to benefit theory an equitable tax system is one under which each tax payer contributes in line 

with the benefits which he or she rece ives from the public se rvi ce .U nder a stri ct regime of 

benefi t taxation, each taxpayer wou ld be taxed in line with hi s or her demand for public services. 

Since preference differs, no general tax formula could be applicd to all the people Vertical equity 

states that taxpayers at different economic situation should be taxed at different rate (Musgrave 

2004 p.219-220).Ability to pay descri bes people with eq ual capacity to pay the same and those 

with higher ability to pay more. The former is referred to as horizontal equi ty and the latter as 

vet1i cal equity. 

People with di ffe ren t abi lity to pay have varying perception towards the tax system . The findings 

from the study conducted by Porcano (1984) showed th at taxpayers' need and abi lity to pay are 

the most significant variables related to perceptions of fairness of the tax system. Other surveys 

conducted by Scott and Grasmick (198 2) and Spicer and Lundsted t ( 1976) indicated that 

respondents who believe that the tax system is unfair are more likely to commit tax 

noncompliance behavior. Based on a quasi-experiment with pre-testing and post- testing of 2 

student groups, Eriksen and Fallan (1996) also revealed that an important means of ensuring tax 

compliance is to provide more tax knowledge so as to improve people ' s percepti on of the 
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fairness of the tax sys tem . The study conducted by Richardson (2006) a lso indicat es that 

perceived fairness of tax system is significantl y related to tax evasion . 

2.3 Distributive Justice 

Distributi ve justice concerns the fair , just or equitable di stribution of benefits and burdens. These 

benefits and burdens span all dimensions of social life and assume al l forms, inc ludi ng incom ~ . 

economic wea lth , politi cal power, taxati on, work obligat ions, educa ti on. shelter. hea lth care , 

mi litary se rvicc. com munity invo lvement and reli gious activities. T hus. justice argument s are 

often invoked in connection wi th mini mum wage legislation, Affirmative Acti on policies , public 

education, military rec ruitmelll , litigation, as well as with redi stributi ve po li cies such as we lfa re, 

Medicare, aid to the developing world, progress ive income taxes and inheritance taxes. As tax is 

one of the basic variables in measuring red istribution it can be best to see the fa irness of the tax 

system in terms of red istribution justi ce frame work . 

Porcano(l984) argued justice is a m ultid imensional concept thus. it is appropria tc to usc 

di stributive theory which uses several justice rul es in determining one ' deservi ngness; Another 

thing is, that it is no longer one 's personal or gro up treatment but the d istribution of tax burdens 

across as a whole e.g ., the fairness of progressive tax rate. 

2.4 Procedural Justice and Legitimacy 

Legitimacy in tax compl iance behaviour is defined as a bel ief/ trust by taxpayer on the tax 

authority. It is true that fair treatment of taxpayers will help them to obey the laws . Tyler (2004) 

has ana lyzed the cooperation the public gave the police was because of the legitimacy the public 

had on the police. Murphy (2005) states every year significant middles incom.e taxpayers' use 
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aggress ivc tax p lannin g to e ither legallY or illegally conceal thc ir actual incomc. I hesc Jlleg,JI 

taxes plannin g behav ior cannot be selli ed j ust by using lo rce or threatening s tratcgies. because in 

the long run th e legitimacy of tax au tho rities II ill bc undermined. People a rc less in cl incd to 

accept an unfavorable outcome and are li kely to cha ll enge the s ituation when they believe that 

th e procedures are unfair. Therefore th e authorit y has to playa fa ir role that wi ll increase th e 

perception o f legitimac y and can create cooperation and ge t the publ ic to obcy tax laws. 

In the s tud ies condu cted on allitudcs and behavior of tax payers, found that the more th e taxpa ye r 

has good view about the legitimacy the more they wil l be tax compli ant. Gilligan & Richardso n 

(2005) conducted an ex plo ratorv cross cultural study in Australia and Hong Ko ng to eva luate 

how important is perceptions of tax fairness and it s inOuence on tax compliant behavio r. 

According to Gilligan & Richardson (2005) moral legitimacy refers to norms that emphasis on 

motions of consequences, procedures, structures and personality: cogniti ve legitimacy whi ch 

emphas is on making dec isions and predicting ho w. why and where thcsc rule s and prac ti ces arc 

s ituated on thi s fi eld of legitimacy. Public 's voluntary compliance can be ensured when the tax 

system is equ itab le. The concept of legitimacy is found to be the key driver in the ir dec ision 

making process that leads to tax compliance. Then. o ne needs to think legitimacy as a be lief. and 

eva luation between pragmatic legi timacy and moral leg itimacy. Pragmatic legiti macy refe rs to 

norms wh ich are self interested ca lculations wh ich bring in motions and exchange and va lues. 

2.S Deterrence Theory 

Deterrence theory re lates to sanctions. threats (fin es and penalt y structu re). It has assoc iatio n 

with criminal justice. Tax noncompliance is an "ill egal" act or not compl y ing with th e tax l,m"5. 

In fact evasio n of tax which is an illega l act of evading tax and avoidance of tax refers to a legal 
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conceJlI or I~! :\ evasion and act ivit ies related to avo idance arc [ (1 .\ planning (Illd tax investment. 

What made the dete rrence theory that cruci al ? They \\ ere nccded to dc ter the noncompliance 

ac ti vities of tax paye r who default to pay th e govern ment its rightful source 01' revenue. 

Taxpaye rs are profit seeking by gam bling the benefit s of evas ion aga inst the risk of detection and 

punishmclll. Resea rchers found a negat ive co rrelati on using sanc ti ons. 

However despite this re lationship between fear of sancti on and erim e rate it can lead to a passive 

behav iour by indi vidual as reported by Cucci a ( 1994 ). Jackson & Mil liron ( 1986) . and Roth et al. 

( 1989. G ras mick & Scott (1982) studi ed on the de tec ti on probabi lltv and the illlen ti ons to evade 

taxes and his fi nd ings were consistent w ith the deterrence th eo ry. But lit erature that emerge later 

in late 80' s, psychology based variables were tested to understand tax compliance behav ior e.g. 

ro le of moral ob ligation, perceptions of fa irness, self interest and others. As stated by Torg ler 

(200 1), an increase in deterrence on honest taxpaye rs wi ll di srupt a balance. Taxpayers ' who 

paid fai r dues but gets audited and later fined, and even more di sturbed when others who violated 

:he law do not ge t pun ished . 

rh erefo re taxpayers ' cannot be treated harshly_ beca use accordin g to M urphy (2005) it is not to 

luni sh but to repair the harm done and secu re filture compli ance. Many tax researchers have 

Juestioned the appropriateness of the deterrence theory framework (model) that is used to 

:xplain compli ance behavior because deterrence can also be coun te rprod uct ive. Thus, the study 

ugges ted att itudes towards the tax system in ex plaini ng tax payer noncomp liance . A llingham & 

;andmo (1972) in vesti gated w hether high tax rate can or will enhance or decrease com pl iance. 

Vhat can be deduced is that tax payer will only pay taxes because of fear of detectio n and 
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punishment. Becker ( 1968) statcd crillle is llil industr\' where mark et participants act to oplimi/.e 

thei r uti lity. There fo re, a cri me will be eomillilled if ex pcc tedutility is greater than the Ilti li ll Iha l 

could be gat hered if effort s were dC\·Oled elsell here 

2.6 Impact of Perception s of Tax Fa irn ess towards Tax Comp liant Behavior 

Research on equity based theo ry showed less conclusive res ults between ta xpayers pos iti vc 

att itudes of the tax system and compliance . according to Chan . et a l. (2000).C hri slcnsen el al. 

( 1994) reported with the increase in tax know ledge on matters of complex ity of the tax system. il 

allow taxpayers' to take advantagc of th c complex ity of the system, and then they don·t eq uale it 

to an unfair tax system). 

The general consensus is that usual ly when one has developed a frame regarding a spec ific tcrm 

or concept then the patte rn of behavior and dec ision maki ng will very much follow according to 

the mindset. That means w hen a concept like tax fa irness has been perceived in such a wa y. it 

wil l definitel y infl uence the dec ision mak ing process. Therefore. exposure to tax educat ion. 

change their percept ions towards certain aspec ts of" tax fai rness and enhance compliance. Mason 

& Calvin ( 1984) stated percepti ons of the tax sys tem have a bea rin g on publ ic confidence in th e 

tax system which increases tax evasion. However, the dissati sfi ed but honest taxpaye rs and the 

other di ssati sfied but di shonest c ited deterrence acti vi ti es, sanct ion threats and puni shmcnts. !Car 

of being caught and possible di sclosure o f their de viance acts to the publ ic that s trongly lilade 

then to remai n compliant. 
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-I he common hclids by tax ad mini strators and the gcneral Jluhlic '"l' IIl"1 di "atis",etion wit h the 

tax systcm is rcsponsible 1'0 1' increased tax evas ion. Ilo\\elTL \1<I,on 8:. C dl'in ( 1984) al so 

rcvcaled that hi gh tax es arc actua ll y the cause for lax cI'as ia n. Il ul il lI ill ti c back to the bel ief 

that unfairness in the tax system (taxes too high) has caused tax fraud (tax evasion or tax 

noncompliance) The study by Mason whi ch compared the t\ -pCS o r ta.s cl-as ion in 1975 and 1980 

hi ghli ght ed that percei ved fa irn ess lost ground duri ng Ih is limc rr<l nlL' \\ hereby llie percentage or 

taxpaye rs ' who sa id that the system was fair dropped fro m 71 to 56_But eventual ly those who arc 

d issati s fi ed but honest agreed too high taxes are reasons for cheating and they say that the tax 

system is unfair, 

According to Schisler (1995), equity or fairness is pos iti\'e ly re lated in some way to tax 

compliance_ Jackson & Milliron (1986) concluded tax fairness refers to two important 

dimensions; equity of trade and equity of taxpayers' burden_ Equity o r trade refers to what is 

recei ved in exchange lor the dol lars paid towards one's tax liability and equity or taxpayers ' 

burden refers to the equity of distribution of the tax burden whether is it d istributed fai rl y and 

evenly lVith the taxpayers with in the same group or is it between groups. Distribution of the tax 

burden with in the group refers to hori zontal equity i,e, people in the same group sharing the 

liabi li ty equall y and distributi on between groups that refers to sharing the burden wi th different 

people in differen t groups, thus, is there fai r di stributi on of the tax bu rd en and commitment 

towards one ' s obligation to contribute to tax to generate re venue for the country_ 

In testing the existence of the association between tax fairness and tax compl iance, Roberts 

(1994) used a 30 second television publi c service adverti sement to measure if there was any 
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impact caused by these 30 second ach cni,clllcnt on taxpayers' pcrcepti on of f"irnc " "hich "as 

predicted to ult imate ly influence thcir tax compliant behavior. The rcsul ts proved to be 

signifi cal1l in both the testin g: confirming that th e advert isements had contri buted to the 

influence on the perceptions of tax fa irness and when tax noncompli ance was the dependent 

va ri ab le again it was signifi cant (fa irl y high le ve ls of compli ance). Falkinger (199 5) stated thai 

the amount of tax that a pe rson evades decreases with perceived equity if onl y the person' s 

abso lute ri sk avers ion increases wi th perce ived equ it y. 

Exchange eq uity refers to the perceived va lue of tax fundcd government bene lit s and sen'ices in 

exchange for one's tax contribution. Venieal equity is about the burden of taxes for certain social 

groups compared to others. Prior studies have tested empiricall y the dimens ions of tax fa imess 

concept (e.g, Richardson (2006), Gerbing (1988), Christensen et aL ( 1994) , and Chri stensen and 

Weihrich ( 1996). Gerbi ng (1988) found eight fac to rs; genera l fitirness/di stri bution , exchangc 

with govern ment, se lf interest. gove rnment spend ing, altitude towards taxes o f th e ,,·ca lth y. 

progressive vers us flat tax rate. complexity and justificati on of evas ion. 

However, onl y fi ve factors were identifi ed to be dimensions of tax fairness namel v ge l; eral 

fairness/ distri bution, exchange with governm ent , tax rate structure and the taxati on of the 

wealthy. However, Wenzel (2002) discussed in Chapter 3 of hi s article that tax compli ance often 

refe rs to issues of justi ce and fairness in a selected manner. Furth er, researchers have fo und it 

very challenging to be able to demonstrate the importance of these variables to tax com pliance. 

Wenze l (2002) found that thi s model of approach is c ritici zed because it is one sided i.c . ignorin g 

the fact that vo luntary tax compli ance requ ires some cooperat ion between the key participant s 

18 



i.e . tht' ta'\Jlaycrs and the tax authority. But again till' cooperation is dampen when tax authority 

arc h~,,,' handed wi th regul atory approach . Th~rcl(lrc. Ihl' rL'!c va ncc 01 ' knowing the altitudes of 

th e ia.'\p,,,ers · hclps to inform why they rcacl Ihal ,\;" "Ilel III ulldcrsia lld whal importancc ta.'\ 

equity or fa irness has in their act ions towards tax comp li ance. Their behavior can be classified 

as: th~ ratio nal actor and the profit seek ing taxpayer. The Il ex t two pa ragraphs will ex plain more 

abou l il. 

2. 7 T he taxpaye r is the rat ional ac tor 

Achi ~,ing ta x compli ance from the publi c is a challenge \(l almost eve ry tax authorit y. Ea rly 

resea rch concentrated on model that made taxpa ye r beh,,, '~ like ac to rs who will dec ide their 

acti oll based benefit they can get from the ir actions. according to Allingham & Sandm o ( 1972). 

Several research findings show that taxpayer wil l not compl y if the systems persists to be unfair. 

unjust and illegitimate ( e.g. Aim, Jackson & McKee. 1993: Cowell , 1992; Robert s & Hite, 1994; 

and Tay lor 200 I ), reports understanding taxpaye rs ' alt itudes will g ive I RS (US) a bette r pos ition 

to des igll strategies to achieve greater compl iance. 

Researchers have suggested illleresting conce pts and lilld ings to tax com pliance and offe red 

theories. Valeri e Braithwa ite (2003 b) hi ghli ghted a position o f res istance o f prot~st as a 

moti vati on postures that one has against the tax sys tem. These res is tanccs encourage evas ion and 

avo ida nce. But on the other hand taxpayers are orthe view that they are bound by the rules o f the 

tax authority which tr ies to collect as much as tax as it could whil e the taxpayer try to get alVay 

with paying littl e tax as they could . However, a stud y by Wenze l (2002) added to the tax 

compli ance framework a soc ial identit y for justi ce 1110t il'1llion. T he law can be percei ved as 

wrong and the type of behavior that follows cannot be blamed because the interpretatio n of the 
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law and Obe)'lng the law for one m,,, no t be the same fo r another if the (l tilc l pCILe" e the system 

to be unfai r so hc \\ ill evade tax or become a non compl aint taxpaycr. hc lI'i ll unde rrcport . ovcr­

claim deducti on. not file in hi, returns and de lay payments. 

2.8 Maximize Ga in/Profit Seeking 

The economi c self- interest theo ry by Al lingham & Sandmo ( 1972) onl v consider the indivi dua l 

outcome i. e. the taxpayer com promise to pay certain amount of tax and hopc thc cktccti on acti on 

lVill cover the benefit that hc al ready gain through the evasion. The most im porta nt po int to think 

is how much the ta xpaye r eva luates the tax system in respect of se lf interest f'l\ 'orablc to him. If 

they fi nd thc tax system favo rab le to them than they will be tax complaint i.e. thcy are looking 

for justice and fairness in the system. 

As mentioned by Murphy (2005). research conductcd in many different contexts has sho\\ n that 

people are able to accept unfavo rable outcomes provided they feel the procedures used to "ome 

to those decisions have been handled in a procedurally fair manner. Aft er understanding tax 

compl iance. definiti on of tax fairness. the suggested underpinning theo ries establi shing the link 

between tax fairn ess and tax compliance the next important aspect wou ld be to know the unique 

charac teristics of tax fairness di mensions which are the vari ab les in thi s stud y. 

2.9 Dimensions of Tax Fairness 

It has been admilled by many researchers (e.g. Porcano. 1984 ; Richardson & Sawve r. 200 1: and 

Jackson & Milliron, 1986) that tax fa irness is a multidimensional concept which was also stated 

as the reason why it produces incons istent results. However researchers have added it as an 
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indepcndcnt variable to see the correlation with lax compliance behav iour. Tax Fairness \\as 

studied bv Gerbing (1988) in her SUITe\' queSIi () nnall"C "an emp iri cal stud y o f ta'pal cr 

perceplions or fairness" developed an opcrati on;Ji sun 'CY in strument to meas ure taxpalu 

perceptions of tax fairness in Texas, US. 

The st ud y was carri ed out w ith 56 items wld iden ti fied cigh t fac to rs thro ugh Confirmato rv Factor 

Anah's is (C FA): (i) general fa irness/di s tribution.(ii ) exchange with the gove rnment. (iii ) self 

interest. (iv)government spending (v) alii tude to" 'ard s taxes of the wealth y.(v i) progressive 

ve rsus n at tax rates,(vii) complex it y, and (I'ii i)j ust ifi ca ti on orevas ion. However. o nl y fi ve cou ld 

be conside red as fairness dimensions: (i) ge neral fairness/di stribution. (ii ) exchange II ith 

gove rnm ent. (iii) altitude towards taxes of the wealthy. (iv) progressive versus nat tax rat e and 

(v) se lf inte rest. The stud y a lso support s th at tax fairness is a multidimensional concept. 

The next immediate paragraph w ill di scuss the lite rature o n each of the dimens ions. Ch ri stensen 

ct al. ( 1994) refined and modified survey instrument o f Gerbing ( 1988) wi th the fi vc dimensions 

a nd admini stered it to 296 students studving tax introductory course. The results showed th at 

these dimension were able to measure tax fairness but not a ll were s ignifi cant. Factor anal vs is 

fi ndings showed the students had better perceptions of tax fairness after being exposed to tax 

<nowledge. Gerbi ngs' fairness dimension we re tested by C hri s tensen et a l. (1996) on di rferelll 

'ole players in the tax system s which inc lude tax audito rs, tax educators and tax practitioners 

" ho were different in their perceptions towards tax fairness but th e dimens ion we re tested using 

actor analys is and were ab le to conclude that differen t percepti ons can improve info rmation 

.at herin g (-i'om the taxpayer and the tax authori ty should take thi s into considerations. 
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Ri chard so n (2006) siudied lax fairness as onc o f Ihe , '"rious indcpendenl "a ri ablcs in an 

internati ollClI cross co untry investigati on. The study showed non economic determinants such as 

income sou rce, agricultura l income, democracy, culture, fai rness, re li gio n, legal system. regional 

deve lo ping countrv. income level (separaled in to low income leve l and hi gh incomc leve l) and 

lax rat e showed strongesl e ffcc i on lax evas ion. Hill' & RobCriS (1992) lesled Ihe associa lion 

between lax rcfo rms and public percepl ions of tax fairnes~ ullimately les ling 10 scc Ihe complianl 

behavior of th e resident s o f Ihe US. However the ir rep0ri s showed Ihal Ihe laX re fo rm s did nol 

improve Ih ei r perceplions o f fai rness or th e simplifica ti o n of the lax syslem . 

In another stud y by G illi gan & Ri chardson (2005), Gerbing 's fairness d imensions were les led as 

a comparative sludy between two jurisdictions i.e. Australi a and I-long Kon g. Five dimensions of 

tax fai rness were found bUI Ihe overall conclusion was, there are no uni versal pe rceplions of lax 

fa irness preva iling cross cult urall y. Fina ll y Ri chardso n (2006) lesled Gerb ing's ( 1988) 

d imensions once mo re in iso lat ion on Hong Kon g taxpaye rs and found abl e 10 include one more 

dimensions i. e. middl e income earn ers share/burden o f lax as Ihe s ixlh d imension and used 

regression to understand taxpayers perceptions of tax fa irness. ho weve r nOI a ll th e d imensions he 

factored showed signifi cant results. The reasons given for the res ult s were cu lture and al so Ihe 

study separated the quest ions on share of burden to cover three categories of laxpayc r groups 

namely; low income earners, midd le income earners and h igh income earners. NexI , each of the 

tax fa irness dimensions will be di scussed in the following paragraphs. 
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2.9.1 Dimension 1- General Fai,-ness and Dis ',-i bu'i "n "f.he Tax burden 

Wenzel (2002) who investi gated th e need 10 idenlil y lax paye r's rol e is as a person who seeks 

.Ius.ice for all when in a s ituation like deciding on lax ia irtless. The role of the taxpaye r can l,"1 be 

looked as an individual 's outcome because the taxpayer is looking at justice to decide is the la.\ 

system fair to a ll. The point to reach is that if the tax payer perceives th e tax sys tem not lelir. 

illegitimate then difficult to achie vc compliance or in oth er words evasion increases . According 

to Sch isler ( 1995) , taxpayers' percepti on on eq uit y was lower than tax preparers_ He gave three 

reasons aggress iveness, equit y perceplion and consensus will dec ide the compli ance beh,,,ior 

and hi s findings reveal that taxpaye rs are aggress ive in Iheir tax s ituations. 

The general conclusion is that taxpayer fel t the system less equ itable and they will find a wa y to 

ovade or escape taxes. To evaluate the feel ing o f fairness by taxpaye rs' the mean va lues of the 

fi ve questions asking opinion on general fai rn ess of the income system and then th e ave rage tax 

Jayers' judgment shows the score is past average i. e . reflects a more fair tax system in Malaysia . 

Stud ies usi ng distributive justice gave mixed findin gs because most of the studi es se lect and pick 

m e aspect of these di s tributi ve justices and evaluate. Fairness refe rs to one 's tax burden whereby 

me person 's tax burden compared with s imilar anolher person or peopl e (horizontal equitl) or 

,Ise it is tax burden of a group compared with that of another group or others (vertical equilY) 

Wenzel 2002). 

f the tax burden is not distributed evenly due to the different categories o f people then fairne ss is 

luestionable. It is to be noted that disadvantageous inequity increase evasion and ad vanta geous 

n equ ity decreases evasion, as mentioned by Spicer & Becker (1980)_ Furthermore. the 
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distribution of" tax burden among al l in the socic t\· is at large . re/Cned as macro justice. that 

measures whether taxes are paid evenl y by all soc iety grou ps as swted by Brickman, Folger, 

Goode & Schul ( 1981) as quoted in Wenzel (2002). 

2.9.2 Dimension 2 - Exchange with the Govcrnm ent 

As stated by Roberts (1994) that taxation is aelUally similar to trading with the governm ent. 

Thcrefo re in return for the tax payment what qualit y and kind of public services do they ge t') To 

unde rstand the re lationship between taxpayer and the govcrnment research is focused on the 

perceived tax fairness and the compliant behavior. Thc degree o f satisfac ti on the public has with 

th e government will enhance tax compliant behavior. Positive actions by the sta te are expected to 

brin g about positive attitudes and comm itment of taxpayers' to the ta x sys tem and ultimately tax 

compliance, as mentioned by Torgler (200Ia). i'orcano ( 1992) analyzed the relationship between 

the criteria used to evaluate a tax system and the perception of fairness abo ut the tax provisions. 

He compared between two groups i.e. tax preparers and taxpayers and found that taxpayers 

perceive the system to be unfair and also their exchange with the government not fair. However 

the tax preparer who is acting as the middle men between the client and the enforcer perceive the 

system fairer. 

To test whether taxpayers' are happy w ith the benefits they receive in exchange for the taxes 

they pay, the exchange contract between taxpayer and the gove rnment was used as a measure of 

fa irness by Porcano (1988) . Usi ng 18 vari ables that were predicted to affect tax evasion . 

Porcano, (1988) found that exchange with government was the only variable that co rrelated with 

lax evasion. Thi s study also referred to procedural justice (the procedure involved in the 

fo rmul ation of tax laws and enforcement s trategies) to be incorporated as a measure of fairnes s. 
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"arcana ( 1992) quoted Gcrhing (198X ) ill hi s stud ies that exchange with gO"Crlll11L'llt to he olle 

dimension of tax fairness . 

In thi s context the equity theory predicts that taxpayer evaluate their contribution of tax far the 

benefits tha t they can receive from thc government. So if there are the considera ti o ns of eq uit y in 

their decision th en if th ey rece ive a pu bli c transfer (benefi ts) th en th ey wo uld comply as 

compared with th ose who didn't receive. So eq uit y mailers to decision making on cO l11pliancc 

and ho w it relates with their perceptions of fai rn ess . However, to say that there is ca usal 

relationsh ip between inequ it v and tax evas ion (noncompliance) is not possiblc because of th c 

un certa inty w hether the rea son is because of inequity or s impl y a means o f excusing one to 

illegal behav ior, as indicated by Spicer & Becker (1992). There was no s igni ficalll c,idcncc to 

say that fairness affects their dec ision in compl yi ng, 

However, if taxpayers cons ider equity is important then it will affect the ir dec is ion so it is 

important to exp lain to th em the ret urn that they get from the go vernment fo r their tax payments, 

according to Kim (2002), Income declaration increases when individual perce ive some I() rlll o f 

benefit provided by the government through the tax money that the indi vidual paid, Christensen 

et al. (1994) tested the five tax fairness dimension used in this st ud y and f'ound an affi rmati ve 

answer to the research question whether tax fairness can be measured by these fi ve dimensions. 

Out of these fi ve factors three a re framed within di stributi ve theory justifi cations. 
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2.9.3 Dimcnsion 3 - Attitude towards ta,,,tiol1 of" the wealthy 

Gerbing (1988) stud y on perceptions oi"laxpaycrs inl !S has identified one such dimcnsion IIhich 

refers to th e taxat ion of the wealth y. In US there might bc some clcar privileges only mcant l(lI" 

the wealthy. However in Malaysia th ere is no clea r provision in the Income Tax Act (ITA) 1967 

that provides pri v il eges for the wealthy. There are only general deductions and pro vis ions meant 

for all who really qualify for it. However th e wealthy taxpayers may have high claims on 

medical , even for child insurance policies and so on due to their life style and status . Another 

deduction that can be related to be special is donations made to approved insti tutions and 

deducted at the gross income stage itself". HOII 'cver thi s dimension is not ve ry close to what was 

interpreted by Gerbing (1988) as there was spec ilic prov ision in the IRS of US that meant I(lr 

this class of taxpayers. In the Malaysian context. it is more of treating every taxpayer fflir and 

eq ual. 

2.9.4 Dimcnsion 4 -l'refelTed Tax Rate/ St ructure 

J-! i te & Ro berts (I 991) and Ro berts & 1-] i te (I 994) d i se ussed a bout the preferred tax rate sa \ i ng 

that increase in rate will increase compliance. The results by Kinsey & Grasmick (1993) lI'e lT 

different i. e. progress ive tax rate was judge unfair and chances of future cases of tax cheating. 

Factors such as progressive vers us proportional tax rates are s ignificant va ri ab les to compliance 

behavior. Thi s implies that there is difference in tax ra te . ]n the Malaysian tax sys tem the high 

income earners wi ll fall into the higher tax bracket i.e. as the income inc reases the tax rate will 

a lso positively increase. Accord ing to Reckers, Sanders. & Roark (1994) have stated that mildly 

progress ive tax rate w ill promote tax compliance. The ir findings used ethical beliefs to test if 

compliance wi ll react to any marginal tax rate. However. the results showed not sign ifi cant. The 
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lin k between ta.\ ra te and compliance as reported by AIII1 . . I"ck so n. & Mckec (1992) is ev iden t 

from this st ud " that co mpliance increase with lower tax ral e becau se the 'pa\ 'o IF benellt is 

greater when tax rat e is larger. One other thing is that unreportcd incoml' Inc rease when lI1arginal 

tax rat e is highest. 

2.9.5 Dimension 5 - Self Interest 

Eisenstein ( 1961 ) noted that judging from the ideology of equit y. fairness is an individualistic 

concept whereby th e individual is the key determinant asking or arguing lor equit y. McGowan 

(2000) mentioned many studies have found that self interest (dcllned as direct personal bene/it) 

signifi cantly affects taxpayers' attitudes. Exam pl e. Hite ( 1990) tax she lt ers have direct 

relati o nship with fa irness attitudes. j-jite & Roberts (1991) found people with higher income 

believe progressive tax rate are more fair (vertical equity) or in other words favor a lower tax 

rate. Hite & Roberts (1992) stated how the Tax Reform Act 1986 of the US showed that self 

interest separate ly appeared as a variable in explaining evaluations made by taxpayers' whether a 

tax system is fair or not. Self interest is not fa irness but it affects taxpayer attitudes. 

Warlick (1994) found people who were made worse off by a tax law change percei ve the system 

to be less fair compared to those who were not affected. It means the tax liability of one increase 

because of a new tax law or because in comparison with another individual either in the hi gher 

income class or a middle income classes then hi s atti tudes towards fairness is impacted. Only 

fairness is considered when a tax system is being evaluated. So what explanations can be given 

about self interest and tax compliance? Self interest is se lf centered , ind iv iduali stic and what is 

given to one cannot be accepted as fair when given to another person. Christensen et al. (1994) 
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found significance bctwcen sc'lf Interest and tax cheating i.c. noncompliance If an indi\ id"al 

beli eves that the tax system is not lair thcn hc thinks noncompliancc or evasion it self is .justi li ed. 

The taxpayer uses the reason ing that what he fo und not filir he just do not cOlllply. Ilo\\c'\·er . if 

he has been exposed to the tax system he will then believe the tax system is actuall y fair. In the 

study by Hite & Roberts (1992) using 10 specific tax reforlll changes to understand association 

between se lf intere st and fa irness the Jlndings showed there is associat ion betwcen lairness and 

se lf interest in the case of tax reforms and tax changes. Upon exaillin ing thc relationship bctwccn 

tax cOlllp li ance and se lf intcrcst when a new tax la w or new tax rulc is introduced taxpaver knc\\ 

that hi s liability is go ing to increase. So hi s compliance behav ior will decrease to balance up \\ ith 

the impact the new rule brought in . 

Therefore the chances are underreporting will increase and honest tax reporting wi ll decrease. 

This creates an inve rse relationship between self interest and tax compliance. Spicer & I3ccker 

(1980) used taxpayer's tax rate and the tax rates of other taxpayers' to operationali zc tax fairness. 

The results were evasion increased (decrease) when the 

subjects were inforrned that their tax ratc is higher than (less than) the tax ratcs of thc others. 

These result s also were not consistent because other studies by Mi ll iron ( 198 5a) and Kap lan & 

Reckers (1985) found no relationship between tax rate and evasion. 

2,9,6 Demographic Factors and Tax Faimcss 

The taxat ion literature has statements that demograph ic dimensions havc impac t on tax 

compliance e,g. Andreoni et a l. (1998) sta ting types of income a lTects compliance rate . The stud y 

also reported noncompliance was higher among taxpaye r over 65 years old. Another by Fei nstein 
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(199 1) slt1lin g the raiL' and degree of noncompliance is le ss \ \1111 lIu LI :-.cholds \\ho are over 65 

years old . DalJ rrom Tax paver Compliance Measu rement I' ro gr"m ( I ( \11') used by IR S of th e 

US shcl\\ s t' ·peo or income affects compliance rates (LIS (j ,\O . I') ')()) Dubin &. Widle (1998) 

based the stud y on data fro m TCMP and census stated no ncompliance is greatest where a non­

whi te popul ation is high . Baldry ( 1987) based da ta from TCM P and census and fou nd age and 

gcnder affect compl iance rate. 

According to Chan e t a l. (2000) demographic variables ind irectly "nect ta\ compliance on three 

aspec ts: a ttitudes. pe rce ptions and no ncomp liancc oppo rtunit y . .J ackson &. Mi ll iron ( 1986) fo und 

that ge nder has an influence on tax compl iance: yo unger. single malcs are more like ly 10 evade. 

Other previo us slUdies that showed signi fica nt d i ffe rences bet wccn male and female as indicated 

in the literat ure a re (Kinsey & Grasmick. 1993 ; Mason & Cal vin . 1978: Po rca no. 1988 ; Voge l. 

1974; and Wenzel, 2002). Age is another demographic factor io und to ha ve a positive link ,·vith 

tax compl iance. Researchers of tax compl iance studi es like (Vogel. 1974 and Mason e t a l. 1975) 

have s tated that o lder taxpayers' are more com pliant. However. as mentioned by McGowan 

(2000). ge nerall\' st udi es do no t show clear systematic patterns or how demographic lilctors 

affect taxpayers' perception on fa irness. Richardson (2006) Iws used demographic factor as a 

contro l variabl e a lso. Researchers felt that demographic variables affec t tax compliance through 

indirect means such as the attitudes and noncompliance opportunit y. 

For the purpose of this stud y demogra phi c data was co ll ected to consider the impact on tax 

compli ance behavior directly and a lso indirec tl y (age and gender) .Prior studi es mostl y have 

tested the direct assoc ia ti o n between demographi c facto r w ith tax compli ance and as compared 
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with those that ha ve tes t cd thc association ol'the impact of tax fairncss on demograp hi c [""etors 

that ultimatcly a["fect s tax comp liance behav ior. Jackson & Milliron (l9H6) were the lirst 10 

consider the impact of del110graphic (acror un tax compl iance by lookin g al th e direct imlxlct o( 

demographic factors such as age , gender, educat ion, income leve l, income sourcc , margi nal lax 

rate , fairn ess . complexity. and revenue autho rity and tax morale. Richardson (2006) reponed that 

o lder tax payers are mo re comp liant th"n I'oungcr tax paye rs. The you nge r are ri sk seeking. less 

sensi ti ve to penalties. In th e presem study. respondents were as ked to completc dc mographic 

questions about age, ge nde r. and cducation and cm ployment status and were tested . 

2.9.6.1 Age 

Older taxpayers' are more compliam then yo unger taxpayers'. However, according to Devos . 

(2001) there have been significant number o f studies that ha ve found no relat ionship be tween age 

and compliance. In re lati on to thi s Richardson & Sawyer (200 l ) proposed lo ur poss ible 

exp lanations for this inconsis tency; first the s igni ficance of age docs not extend to a ll taxpayers '. 

Second , there is inconsi stent definition of tax payer noncompliance be ing used throughout Ihe 

research. Thi rd, when age is considered with other variables its impac i on taxpayers' cO l11pliance 

is diluted , and finall y the in leraction o f age w ith other variabl es is dis turbed. Wen zel (2002) 

stated that the impact of age depends on the specific form of taxpay ing behav ior and Ihi s could 

be one reason for having inconsistent resu lt s. Age has been rel ated to different opportun ities to 

avoid tax e.g. o lder taxpayer WQuid have acquired sufficient assets or wealthy the refore their tax 

noncomp li ance will be lower compared to yo un gc r taxpayers ' who a re sti ll active III aequln ng 

wea lth and plan strategies s uch as underreporting and exaggerate deductions. 
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2.9.6.2 Gender 

Torgler ( 1993) investigated the role o f gender dirJi."I"e nce t\l\l a rd s ta, compliance. Ilasscidine 

(1999) statcd th ere ex ist vo luminous literature on gender dlflerences but in tax compliance 

studies little emphasi s has been foc used on gender and the reaso ns lor the differences. Therefo re 

the flndinus are inconsis tent. An interest in !!. stud y bv Gerxhani (2007) used instit urional theo ry to .... '-- . ~ 

explain gende r differences. However. the study did not find sta tis ticalh signi licant support that 

men evade taxes more than women. The question was whether woman arc the fairer sex who are 

more tax compli an t than the ir ma le counterpa rt s. And is man less compl aint and has lower tax 

moral e than woman. As a course of the effec t of gender inlluencing the perccption o f tax fairn ess 

the need to control the demographic variable was nccessarv to get the true findings of tax 

fairness as a standalone. 

Gender of respondents contr ibute to pred ict th e types of tax comp li ance e .g. in income reporting 

and deduct ion. This is found to be consistent w ith previous lindings o f Maso n & Calvin ( 1978). 

Po rcano (1988). Vogel (1974) and Kinsey & Grasmick (1993). Research by I:a llan (1999) whi ch 

was designed to test how gender can impact tax fairness by cond ucting pre and post tcst lor the 

s ubject s showed there were no significant d ifference in attitude towards the fa irness of th e tax 

system between male and female tax students be it law student s or marketing s tudents. The result 

was that gender do not take claim to show significance on changes in att itudes of tax fairness. 

However. in thi s study firs t, gender will be treated as a general va ri abl e and then o nl y tested as a 

dumm y variab le i.e. differentiating it from the male 10 kno\\" it s impact on taxpayers ' pe rcept io ns 

of tax fai rness and then the ir tax repol1ing attitudes . 
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2.9.6.3 [ducat ion 

Education has ,1I,,·a\'s been an independent ,·ariabl e to cxa l11 inc the im p'lc t of genera l educat ion 

like l11any other construct s that ult il11ate h· efrec t tax cOl11pliance beha,·ior Ilasicalh it is ,·ic"ed 

as tax knowledge and there has been increased in ethica l reasoning with education . Di stributi ve 

justice by Levanthal (1976) stated that individual knowledge on the concept of justi ce is learned 

through education . Fi ndings by Chri stensen et al. (1994) showed that tax education has proven 

significant to tax pave rs that inforl11ati on and clarification on tax l11atters will help to j udge the 

systel11 as fair. According to Robert s ( 1994) and Warlick (1994) educating taxpaye rs· the ta x 

system or presenting justification for ce rtain tax provi sion enhances fairness percepti ons ,,·hi ch 

wi ll ulti l11ate ly innuence tax compliance level s. 

There are onl y a few studies that used education to mediate the compliance rate of taxpaye rs. But 

one interesting point di scovered by Jackson & Mil liron (1986) is that the impact can be in two 

ways; one education wil l help the people to becol11e 111 0re knowledgeabl c about the tax svstem 

that wi ll make them understand their obli gat ions towards their count ry and government and 

appreciate the bcnefit s received from the government but the other one ,,·ould be thcy mi suse the 

knowledge to become more aware of the tax loopholes and engage in tax evasion acti vities. Song 

and Yarbrough (1978) studied on tax eth ics that played a kcy ro le in influencing taxpayers" 

complaint behavior. The results on level of education showed a strong corre lation with IF is 

26%. A point to note here, in taxation research since there are too many determinan ts to tax 

compliance when only vari ab les coming from the numerous facto rs are put together for test. then 

a bigger pari of the vari ance can be explai ned. Accordi ng to Fal lan (1999). the prc and post tcst 

on male and female students from different areas of study has shown that exposure to better tax 
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knolVledge has a sign ifi cant in fluence t,)\\ '"rds the fairncss of the tax sys tem. I here lc)rc. t,I.X 

knowledge he lps to de ve lop a fairer attitude towa rds tax systc m and that w ill cnhan ce 

compliance. But in thi s st ud y education "hieh is a no ncompliance 0pp0riunit) va ria ble is tcstc'd 

with tax fa irness to understand the indirect assoc iation On tax compliance. Therefore the attitude 

will definitely have an impact on th e co mpli ance behavior. 

2.9 .6.4 Emp loyment (Occupat iona l status 

Generally research use income as a factor th at has influence on tax compliance. The incomc will 

be divided into mi dd le income and hi gh income leve ls . However. occupation stat LI S or 

employment status which refers to res pondents ' nature of job and the institutions that he is 

employed can be tested to understand the impact of tax compl iance. 
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CHAPTE R THREE 

3. Research Methodolo~y 

3. 1 Researc h Design 

Thi s is a descripti ve st udy used to measure the tax fairness dimensions in Ethiopian settin g and 

th e s tud y tri ed to see th e extent the fairness perception pl ?yed in ensu rin g tax compliance. It is a 

quan ti tative resea rch which gene rates stati st ics throu gh th e usc nl'large-scale sU ITe y research. 

3.2 In strum en ts of data co ll ection 

Th" stud y used both prim ary and secondary data so urces o f data to see fairness perception of tax 

payers and th e ir re lati on with compli ance. The primary data ",ill be collected through se lf 

adm inis tered survey questi o nnaire. The survey instrum ent used in this study is found from 

Ri chardso n (2006) and the mos t mentioned Gerbi ng ( 1988) questio nnai re that was done to 

empiri cally measure taxpayers' perceptions of laX fairness in US in 1988. A mong th e 21 

questi ons that Richardso n (2006) used to see fairness perception in I-long Kong and Austra li a 

onl y 18 questions were inc luded in the questionnaire. Those ques ti o ns which are vag ue in nature 

and items re lated to midd le income earne rs have been excluded because le\el of income is no t 

included in the s tud y scope. 

Thus, fina ll y tax fai rn ess to be used in thi s stud y has five dimensions with 18 items onl y. The 

present questi o nnai re is di v ided into three secti o ns containing tota l of 37 items. Sec ti on 1 cove rs 

fo ur demographic items, secti on 2 covers fi ve tax fa irness dimensions and has 18 q uest ions in 

:ota l and each dimens ion has spec ific number of items which is presented in a Like rt type-sca le 

Nith a 5- point scale from I - " Strongly Di sagree" to 5 - "St ro ng ly Agree" . The items o r tax 
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rainleSS were used 10 /llci;lSUre Ihc pcrLcplioJ1 ~ of" lax fa irness dilllCIlSidllS dl1h)ng rcspondcllls. 

Thc questionnaire idclllilied hl)\\ laxpavcrs" perccive the tax syslCm in F:thiopi" .j udgin g fro m the 

level of taxpayers' pcrception on tax Ifl irness. The dimensions of tax lilirncs, being measured 

are; General Fairness. Self Interest, Special Provision for the weal thy, Exchange with the 

Government. and Tax Rate. As for the first three questions on General Fairness using Likert 

sca le- type; I denoting "Very Fair" and 5 - "Very Un fair". thus these ques ti ons arc rccodcd to be 

consistent with the rest or the questi ons in the survey. 

Section 3 covers questi ons on the dependcnt variable which is lh (~ noncompliance behavior 

which has 15 items, al so with 5 - point Likert type-scale li'om I - "Strongl" di sagrce" to 5 -

"Strongly agree". The scale va lue for I is Strongly Disagree which is the simi lar to the va lue 

assigned to I which is Strongly Disagree of the scale for tax fairness. This is because the items 

used by Richardson (2006) to measure tax compliance behavior are on noncompliancc altitudes 

such as underreport ing and tax cheating. Thus with 15 quest ions on tax noncompliant behavior 

the lowest score is 15 whi ch indicates high noncompliance, to 75. indicating the highest 

compliance. The followings are the 15 none comp liant items stated by Richardson (2006) model. 
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Tahle I: Tax Noncompliance Items 

- -~ 

, N II tern o. /Vlcasuring 

~----- --I TCo mp 1- Barter)n g goods and sen"ices 

_. 

TComp 2 Outside income 

TColl1p3 Cash income 

I - ---
TComp 4 Jnvcstrnen( income 

TComp 5 Business Ex penses 

- ----~---

TComp 6 Medical Expenses 

-- -

TComp 7 Rich peopl e 

I TComp 8 High tax rates 

! TComp 9 Chance 
I 

TComp 10 Ends meet 

-_._---
TCol11p I I Government spending 

. ------- --_. 
TCol11p 12 Deserve 

TComp 13 Doesn't hun 

.-~---- - .-
TComp 14 Getting caught 

TCol11p I S Occasional 
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Thc main a im o f the resca rch was .lust to scc th c no n compl iance behav ior ill gelleral and has no 

in tention of dete rm in ing the type of non compliance . The re spond ent s merell had to ti ck th e 

appropriate col umns. A ll th e q uesti o ns we re closc ended . 

3.3 Sampling Design 

Thi s stud y has appli ed cluste r sam pli ng in se lecting fo ur of the te n sub ci t ies in Add is Ababa. It 

is a sampling techniq ue that in vol ves di v id ing th e pop ul a tion in to subgrou ps and th cn draws the 

sampl e from each gro up. S ince th e popU lation unde r s tud y is w ide ly distr ibuted. it was 

appropriate to c lus ter them in to sub c iti es . Thi s lou r sub c iti es ( Yeka, Bole. Kir kos and Arada ) 

are se lected based on purposive sam pling assumin g the re lati ve density 0 1' tax paycrs loca ted in 

those areas . The other pani c ipants in thi s study incl ud e full time account ing depa rtm ent 

instructors in different pri vate and government hi ghe r institutions in Addi s Ababa . Onl y fo ur 

private and three governm ents hi gher institutions are se lected based on the ir geographica l 

convenIence . 

Taking their geographi cal conveni ence in to co nsideration . the stud y a lso addressed the aud itors 

in fi ve of the forty registered aud iting firm s in Addi s A baba. Because of the ir expos ure to 

different tax payers and tax re lated issues, their response can be vital to the reli ab ili ty o f th e data 

and the conclusion to be drawn . A total of 200 indi v idual tax payers inc luding acco unting 

instructors, auditors in account ing firm s, employees of Ethiopian revenue and custo ms authority 

and self employed business owners located in Addi s Ababa are included in the survey stud y. 

Except employees of EReA. the indi v idua l tax paye rs in the selected sample area and 

institutions are addressed through a"ailability sampling . But for the case o r EReA . empl oyees 
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(11\.' :-;t.-'kctcd bClscd on purposi ve sampling con~idcril1g lht.-'ir e.'\posu rc to the lax system such as. 

L<1.,\ i.l udit. lax assessment and collection and la\\ enforcemen l o!"Jiccs 

3 .~ Prucedu res of data collection 

The data col lection for the study is effected th rough the use of the questionnaire designed by 

Richardson (2006) after the modificatio n of some itcms which are beyond the scope of th e study. 

The questionna ire has been dist ributed to the individual tax payers when they showed to submit 

the ir la.\ ret urn at th e end of the month. These indi"iduals have been engaged in se lf owned 

business or they are employed in se lf owned businesses. S ince the quest ionnaire is se lf 

administe red they have g iven privac y in fillin g the questions. A tota l of 100 questi on naires havc 

been dist ri buted to four sub c ities under slUdy 2S questionnaires in each sub cities. The 

remaining 100 questionnaires have been di stributed to ERCA (20), accounti ng firms (30). private 

colleges (24) government universities (26). 

3.5 Data Analysis 

The collected data IS analyzed with SPSS version 16.0.After the raw data is fed in to it. 

descript ive ana lysis is conducted. Mean anal ys is. followed by principal component of factor 

an al ys is. Then correlat ion tes t, t- tes t and finall y regression results are di splaved. In order to lind 

answers to th e hypothes is deve loped above. correlations and ll1ultiple regress io n analysis is used: 

first to find out i f there exist direct association between tax fairness construct as the independent 

variable with tax compliant behavior, second to tind o ut ho w much demographi c variables (age, 

gender, educat ion and employment status) have impact on tax compliance (in conjunct ion wi th 

tax fairness). The third purpose is to go a step fUriher from the second test , to lind out if speci fi c 

groups in demographic variables (in conjunction w ith th e tax fairness percepti ons dimensio ns) 

show differences on tax compli anc e. This is done by contro lling two of the demographi c 
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var ii.l bk~ agl' (ullier alld :IHlI1gcr) (Jnd gender (male and fl:Jl1l.1lc). /\111I1e J',:~rc~si~)tl analysis is 

done using th e l1lodels developed by the previo us researcher 
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C IIAPTI~ R FOUR 

~. I~e~carch Results 

e ha ptcr over"view 

This chapter di scusses the resu lt of dat a analysis. It begins by stating the s ta ti sti ca l dcscripti on 0 (· 

th e respondent s. Then the mean sco re 01· the dcpcnden t and independent variab les is takcn to sCc 

the respondents' judgment of the system and their compliance behav ior. T hen to tcst the ilO !crn al 

reliabilit y Cronbach 's a lpha is used and factor loading for the tax fairn ess it ems and tax 

compliance items is conducted. Fo ll owed by, the correlation between tax fairncss and tax 

compl iance is anal yzed with and without th e consideration o f the demographi c variab les. l'ina ll y 

regression anal ysis is conducted to see the stati stica ll y significant dimensions and it s impac t on 

the taxpayers' perception with and without demographic variables . 

4.1 Characteristics of the Respondents 

At the start it was expected to reach at least 200 individua l income tax paye rs . The tax pa ' ·e rs 

under category ' c' who report their tax returns to their respecti ve sub c ity. or which on"· 18 0 

usa ble questionnaires were returned. which constitutes 90% percent o f the to tal sample. The 

respondent s are compri sed of individual taxpayers in the four sub citi es under stud y. YEKA. 

BOLE, ARA DA and K IRKOSE sub cities. A lso in the sample, acco unting instr uctOl s and 

lecturers in three governm en t uni versiti es and fo ur private colleges we re in vol ved. To make usc 

Jf the ir ex posure to different tax and tax re lated issues employees of ERCA who are assumed to 

lave influence on the study result and audi tors of fi ve auditing firm s are inc luded. T he total of 

JO indi vidual income tax payers has been addressed of the targe t 100. This is around 90% of the 

~xpected num ber of the targeted 100 taxpaye rs. For further deepening of the researc h. 20 tax 
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ortici:ils In I 1\ (',\ ha\'C heen addressed . The remaining P"ri or I Ill' s:IIlll,k is shOl\'ll on th e t"hles 

be lo w: 

Table 2: Sa mple component: Higher Institutions 

Institutions N umber of full ti me accounti ng I Sample Percentage 

depa rtment Illstructors /\ddressed 
I 

-I ~--~-. 

Addi s Ababa uni\ 'c rsity 20 4 20 

Commerce 15 7 47 
~ 

C ivil se rvice co ll ege 10 6 60 

Admas universit l' co ll ege 10 8 80 
~--

.- - ._-- -
Alfa uni vers it y college 10 5 50 

--- • 
I 

. - - ~---- . ~~-

St Mary uni ve rs it v col lege 10 6 JO 
- --~--

Unity unive rs it y 8 4 40 

Total 83 40 45% 

Table 3: Sample component: Audit Firms 

Firms Numbers of auditors in the 

sample fram e 
. -

Bromhead compan y 6 
.--

Thomas and company 6 

Degefa lemmesa and company 6 
~ 

Getetachew and company 6 
--_. 

HST 6 

Total 30 
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4.2 Profile of the ,"espondenl' 

In itial ly it was illlendcd to reac h 200 ind iviciua l tax payers but a ft e r earful assessme nt of Ihe 

respondent s 180 useable qu estion naire s ,rre relurned. Thi s resulted in 90% response ralc. Of Ihe 

total sample male have hi gher number Ihan females compri si ng of 73 .2 % of the 10lal sample and 

female participant s were onl y 26.8%. The age group under stud y consisted of 73 .8% younge r tax 

paye rs and 23.2% o lde r lax paye rs. And il sho ws most of the parti c ipants are youngc r. The life 

age g ro ups were furth er broken down in 10 two c lasses to make two Ill ain gro ups as yo un ge r and 

older taxpayers 10 be used fo r ad" ance anal ys is. Therefo re thosc und er Ihe age 01 ' be lo \\" <10 \\ne 

catego ri zed as younger tax payers and Ihosc 40 and above are calcgorized as older lax payers. 

This c lassification is used 10 see whether age has any contribut ion towards compliance to wards 

the tax system. Most of the participants of th e st ud y has earned bachelor's degree and hi gher. II 

showed 48.1 % for bachelors and 23.15% earned masters and abo ve . The rcmaining pa rt o f th c 

population has d iploma and high schoo l cert i Ii cates. The employment status of Ihc employees 

consisted of 50% self empl oyed, 29.4% those employed in private companies and the remaining 

20 .6 % of the population are governm ent employees. Compared to previous st udies. thi s slud y is 

Much well d istributed and the li terac\ leve l of the respondents is al so high w it h educati on mean 

)f 3.6 1 signify ing most of th e respondents hav ing bachelors and above. 
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Table 4 : profile of respondents 
~ 

l:req Ll cnc t_ (Yc) 
-~- ---

Gender 
Male l~~ 73.2 

I Female 4X 26.8 

I Total ISO 100 

I Age 

Belo w 20 years I 6 
20 - 29 years 81 45.6 

30 - 39 years 50 27.8 

40 - 49 years 40 22.2 

50 - 59 years ~ 4.4 

Total 18 0 I 00 

- --
E ducation 
High school complete 24 13.1 

Certificate II 6.2 

Diploma 20 9.4 

Bachelors Degree 88 48.1 

Masters! Doctorate 37 23.15 

Total 180 100 

--
Employment 
Government 37 20.6 
Private 53 29.4 
Self employed 90 500 
Total 180 100 

4.3 Perception on Tax Fairness and Tax Com pliance - Mean Ana lys is 

The study tried to compare th e mean sco re of the tax fai rness dimensions and th e tax compliance 

items to see the fairness level of the tax system and the degree of compliance .The questionnaires 

were previously used by Richardson (2006) to see the fairness and compliance behav ior o f 

Australi a and Hong Kong. But attempts ha ve been made to make the questionnaire 

understandable and because the income level is not the iss ue of thi s study items related to middl e 

income earners have bee n dropped out. To see the outcome of the study mean scores of both th e 

tax fairness dimension items and tax compliance items were analyzed. 
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The tab le helo\\ nplain' tilc me'"1 uf the lairness items len all the ,,,riahil's used as tax f"irness 

di mens ions. Except lor the general fa irness whose average is grcater than 3 silo\\s moderate 

fairness. th e other dimensions such as spec ial provision to the weal till '. tax rate "nei exchange 

with the governm ent are al l below the average value 3. Th is shows moderate unlairness in the 

tax s tructu re. Also the analysis of the mean of the overall fairn ess items yie lded 2.96 whic h 

support s our s ta tement above and it can be said the parti c ipants of the stud " has seen the income 

tax as modera te ly unfair. The mean sco res are different from what is scen in other s tlKli es. I' o r 

instance studi es conducted o n Malaysia had mean seore of 3.40 for all the litirncss dimensions 

whieh result ed in moderate ly fair tax system. 

The nex t part deal s with tax noncompliant items as designed by Ric hardson (2006). As the 

variables were a ll important to see the compli ance behavior of tax paye rs no mod ifi ca ti on is 

made and all the questions were distributed to the research parti cipants. A nd the values on the 

table be low shows the mean score for a ll the vari abl es is greate r than the average 3.0 wi ri ch 

shows the participants are moderately compliant to the tax laws as the mean sco re showed 3.29. 

The liken sca le lor this study ranges from I as st ro ng ly di sag rce that the it ems staled is 

noncompliant item and S as strongly agree that the it em s tated is a noncompliant. Therefore. the 

tota l sco re for the honest tax payers amount to 7S and the d isho nest taxpaye rs sco re ha ve the 

value of I 5. Prev ious studi es have dropped the first noncompli ance item because of its low sco re 

but thi s stud y has found higher mean score fo r the first compliant itcm which is barter ing or 

trad ing with re latives. Therefore , it is inc luded in the study for further ana lysis. 
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Table 5: Mean and standard deviation of ta x fairness Items 

Items Mean Standard 
deviation 

General Fairness 
For an average tax payer, I think that the tax system is: 3.21 1.242 
For me personally, I believe that the income tax system 3.06 1.276 
Generally, [ believe that the manner in which the income-tax burden is 3.01 1.320 
distributed across tax payers is 
Generally, I feel that the income tax is a fair tax: 3.07 1180 
On the whole, the burden of income tax is fairly distributed 2.82 1.279 

-
Self Interest 
Current tax laws requ ire me to pay morc than my fair share of income tax. 3.19 1.349 

Compared to other tax payers, I pay less than my fair share of income taxes : 2. 11 1. 250 
Compared to the amount paid by more wea lthy taxpayers , I pay more than 2.96 1.388 
my fair share income taxes 
S[lccial [lrovision 
People whose income is about the same as mine should pay the same 2.7 1 1.4 I 7 
amount of income tax regardless of what kind of investments they make, 
how many dependents they have or what their other financial obligations are 
Special provisions in the income tax law that apply to only a few people are 2.99 1.356 
unfair 
Some perfectly legal tax deductions are not fair because only the wealthy 3. 18 1.399 
are in a positions to use them 
Tax rate 
High - income earners have a greater ability to pay income tax , so it is fair 3.34 1.404 
that they should pay a higher rate of tax than low income earners 
It is fair that high-income earners pay prop0l1ionately more tax than low- 3.00 1.303 
income earners. For example, if someone earning birrl 00, 000 pays 20 
percent in taxes(birr 20000), then someone earning birr 20000 should pay 
less than 20 percent in taxes (less than birr 4000) 
A fair tax rate should be the same for everyone, regardless of their income: 2 .54 1.451 
for example if one pays a 14 percent tax rate , everyone should pay a 14 
[Jercent tax rate, whether they are wealthy or [Joor 

-
The share of the total income taxes paid by high income earners is much too 2.96 1.41 2 
high 

- -
Exchange with government 
[ get fair value for my income tax birr in terms of benefits received from the 2.93 1.505 
goverrun ent for example education, medical, infrastructure 
The income tax that I have to pay are unreasonably hi gh considering the 3.07 1.430 
benefits provided by the governments 
The benefits I receive from the government in exchange for my income-tax 2.92 1.546 
)irr are reasonable 
\lote: N= 180 

45 



Table 6: Mean and standard deviation for tax non compliance i1cm s 
-

Items Mean S tllndard ] 
deviation 

J. Tradin g or exchanging goods or services with a 3.4 1 1.524 
fri end or neighbor and not reporti ng it in your tax 
return 

2. Reporting your income fully, but not including a 3.44 1.477 
small amount of extra outside income 

3. Be ing paid cash for a job and then not reporting it in 3.5 1 1.489 
yo ur tax return: 

--
4. Not reporting some earn ings from interest or 3.52 1.504 

in vestment that the government would not be abl e to 
find out about 

5. Adding a little bit more than you actually spend 3.59 1.471 
when reporting your business expense: 

6. Stretching self-education deductions to inc lude some 3.49 1.482 
expenses that are not really self-educations 

7. Since a lot of rich people pay no taxes at a ll , if 3.27 1. 591 
someone like me underpays a little, it's not a big 
deal 

8. Tax rates are just too high, so it is not really cheating 3.21 1. 538 
when you find ways to pay less tax than you are 
supposed to 

9. When you are not really sure whether or not you 3.25 1.557 
deserve a tax dcduction, it makes sense to take a 
chance and take deduction anyway 

1( With what things cost these days , it is ok to cut a 3.23 1.635 
few corners on your tax return just to help pay bill s 

1 It is not wrong to hold back a littl e bit on taxes since 320 1.608 
the govenUllent spends too much anyway 

1 When you know you deserve a deduction that the 3.IS 1.560 
government will not let you take, it makes sense to 
tal e it some other place where they wi ll not catch 
you on it 

1.: It is not so wrong to under report certain income 3.32 1.647 
since it does not reall y hurt anyone 

1 The chance of getti ng caught are so low that it is 3 .26 1.604 
worth while trying to cut corners a little on your 
taxes 

1: It is a ll right to occasionally under report certain 0 12 1.690 ). 

income or claim an undeserved deduction if you are 
general ly a loyal and law- ab iding citizen 

Note: N- ISO 
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4.4 Fa cto r Analys is 

Facto r ana lys is is the stat istical method used to discover patterns among the ,·ar iablcs to 

determine if the underl ying combination of the ori gina l variables can summari ze thc orig inal sct 

(cooper, 2006). In facto r ana lvs is it is possi bl e to see th e va ri ables having signifi cant influcnce 

on the dependent vari able. But it also neccssi ta tcs having su ffi cient sample size before takin g on 

factor analys is. 

4.4. I Factor Analysis for Dimcnsions of Tax Fairness 

Principal component anal ys is is a method of facto r ana lys is that trans fo rms a set of n lriables in 

to a new set of composite vari ab les is used for thi s study. And the components are cx tracted 

using varimax rotation. Before going in to the factor analys is the data is tested for sample 

adequacy using Kaiser-Meyer- Olkin (KMO) as a min imum value of 0.6 is required and th e 

Bartlett 's test of spheri city between 0 and I is req uired. And the variables under stu dy showed 

KMO of 0. 743 for sample adeq uacy and Bart lett 's spheri c it y va lue a t signifi cant p va luc o f 0.000 

wi th chi square o f 1086 is determi ned and fou nd to be above ave rage to conduct factor ana lysis. 

Aft er the fac tor ana lys is for th is data is taken three components have been di scove red and these 

:omponents were used for further anal ysis. 

fhe table below shows the three components. Component one contains ten statement s consisting 

)f four dimensions. Component two contains four statements compris ing of two dimensions and 

:omponent three consists o f four statements consisti ng of three dimensions . Component one 

:onsists of fife genera l fairness sta tements two self interest s ta te ment s. two exc hange sta temen ts. 

md one item from tax rate structure. Component two includes four items of dimensions fo r 
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special provis ion and one item from lax rai l' slruclure The Ihird component includes lour items 

from three dimensions one item from exchange wilh Ihe government. two it ems from laX ralC 

slruClure and the last item from self inlerest. Componelli one ex plains 74.49% componcnl I\\'o 

explains 14.09 % and 11.43 % is explained by component Ihree. 

Table 7: Factor analysis for tax fairness it ems 

Tax fairness Items: CompollclllS 
I 2 3 ---- ._- ----.-

For an average tax paye r, I think that the tax system is: .792 - - --
For me personally, I believe that the income tax sys tem .775 - ----
Ge nera lly, I believe that the manner in which th e iIlC OIll I.!- \c! x bu rden is distribu ted .728 
across laX pa~e rs is ._ --
On the wholc, the burden of income tax is fair ly di stribut ed .7 10 - - . _._-----
Generall ~, I fee l that the income tax is a fair tax: .659 
The income tax that J have to pay are unreasonabl y high considering the benefits .6 19 
provided b~ the governments _. - - --
I gel fair va lue for my income tax birr in terms of bene fit s rece ived from the .585 
governm ent for examele education, medical, infrastructure 
Compared to the a mount paid by more wealthy taxpayers , [ pay more than my fair .542 
share income taxes -----
Current tax laws r~quire me to pay more than my fair slwre of income tax . .446 . _._-- ._-
The share of til e lota l income taxes paid by hioh income earn ers is much too hi oh .426 
Specia l prov is ions in the income lax law that apply to onl y a few peop le are unfa ir .756 - -
Some perfectly lega l tax deductions are not fai r because only the wea lthy are in a .724 
Josi tions to use them 
People whose Income is about the same as mine sho ul d pay the sa me amount of .56 I 
.ncome tax regard less of what kind of inves tments they make, how Illany dependents 
:he~ have or what their other fin anc ial obligat ions are 
~ t is fair that high· income earne rs pay proportionatel y more tax than low·jncolllc .459 
~arne rs. For example, if someone ea rning birr I 00, 000 pays 20 percent in t8xcs(birr 
20000), then someone earn ing birr 20000 should pay less than 20 percent in taxes (less 
han birr 4000) -----
rhe bene fits I receive from the governme nt in exchange for my income·tax birr are 703 
'easonable -
:\ fair tax rate shou ld be the same for everyone, regardless of the ir income : for .610 
~xalllpl e ifene pays a 14 percent tax rate , everyone should pay a 14 percent tax rate , 
Nhelher Ihey are wea lthy or poor 
-ligh - income earners ha ve a greater ability to pay income tax , so it is fair that they .591 
.hould Ea~ a his her rate of tax than low income earners 

.• - [-- --- _._. 
=oll1Eared to other tax Ea~'ers , I Ea~ less tha n 1l1 ~ fair share of income taxes: .'1 71 
(MO measure of sampling adeq uacy- 0.743 
lart lett 's Tesl of Sphericily (p<O.OOOO) 
=ul11ulative pe rcentage 74.49 1409 11 .4 1 - -

~ 

J nltke other studIes tax fau'ness dimenSIons In EthIOpIa has onl y three dImenSions but thiS 

limensions determined to component one, componem two and component three have differem 
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va riabl es fro m different cate go ri es . Compo nent o ne o r d imens io n one ha s te n item s co m prising 

of ite m s fro m IOllr di ffe rent di men sions sllch as. ge ne ral fairn ess. speci al pr", ·is ion exc han ge 

"'.l ith the goverlllllenl and sciI' irllcl"csl. ComponcJ1l t\VO or dimension t\\'o consisted or rou r items 

from two dime ns ions tlu 'ee item s representing s pec ial provi sion and one item represen tin g tax 

rate. The las t eO J11pon en t co ns is ted or fO llr ite J11 s li'o m three different dimens ions one it cm from 

dimens io n o ne two from tax rate s tructu re and o ne item from se lf in te rest. 

Table 8: Facto r ana lys is for tax no n co mpliance Ite m s 
--~--~-- -

Items Componellt 

Trading or exchanging goods or services with a fi'iend or neighbor and 11 0 t reportin g il ill 0.812 

J:our lax re turn -
Re~O/-ti ng ~/o llr income full JI. but not incl uding a small amount of ext ra outside income 0. 78 1 

Bei ng ~aid cash for a job and th ell not re~0I1ing it in ~olJ r tax return : 0. 787 

N ot repol1ing some earni ngs from interest or in vestment that the government would not be 0.853 

ab le to find out about ._ 
Adding a lill ie bit more than you actualh spend when reporting your bus iness expense : 0.S5 8 

--- -~.-.-. 
Stretching se lf-ed ucation dedu cti ons 10 incl ude some expenses that are not really se ll ~ 0.858 

educat ions ---
Since a lot of rich peopl e pay no taxes at all. if so meone like me underpays a little . it' s not 0.825 
a bi g dea l 
Tax rates arejust too h igh, so it is not rea lly cheatin g when yo u fi nd lVays to pay less tax 0.775 

than yo u are supposed to 
- - - ~--

\Vhen YO LI are not rea lly sure whether or not YOLI deserve a tax deducti on, it makes sense 0. 7S8 
:0 take a chance and take ded uction an) '\\"av -"------
\\lith what things cost these days. it is 01-; to ellt a rev,! co rners on your tax return j ust 10 0. 779 
le l ~ ~a~ bill s ---. 
t is not wrong to hold back a linle bi t 011 taxes since the government spends too much 0 .862 

lIl~way 

#hen you know yo u deserve a deduction that the gove rnm ent wi ll not let you take. it 0.858 
nakes se nse to tale it so me othe r place II here they w ill not catch you on it 
t is not so wrong to Lind er rep0l1 certain income since it does not real I):' hurt anyone 0.862 
rhe chance of gett ing caught are so low that it is wort lnvhile trying to cut co rn ers a lill ie 0.853 
>n ~ou r taxes ~ ___ . --_._. - _.- -
t is all right to occas ionally under repon certain income or claim an undeserved deduction 0. 758 
f you are ge nerall ~ a lo~'a l and law- abiding c iti zen ._- ----- --- ----
~ai ser-Meyer-O l k in Measure of Sa mpl ing Adequacy. 

0.947 
lart letl's Test of Spher ic ity S ign ificance (I' va lue) 0.000 
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I he "lx)\'c table shows the factor anal)' , i, Illr la, 11,111 l'Plllp liancc ilelllS. The l'<l clo rs arc l ~lClor 

loaded at Ihe conventio nal 0.4 Icvel. 

~.S Reliability test for" intcr"nal consistency 

Thc reliability of the internal consistency of th e data is Ics ted for al l items of both the tax fa irness 

dim cl1sions and tax compliance and found 10 be in Ihe aeccp lable ran ge. The C ron baeh 's a lpha of 

coe fficient of 0.7 is assumed to be acceptable accord ing 10 I< oben 1-1 0 (2006). I'"or thi s s tud y 

Cronbach' s alpha of 0.703 and 0.952 is computcd fa r lax I'l irness dimensions and tax compliance 

rcs pec ti vc lv which shows the dimensions used a rc reliabl c, 

Tab le 9: Cronbaeh' s A lpha for Tax Fairness and Tax compliance Va riables 

- ----
Variable. Cronbach's Alpha No. ofilem s 

- -
Tax fai rness 0.703 18 

Tax compliance 0.952 15 

4.6 Pcarso n Product-M oment Co rrelations between Ta .\ Fa irness an d Tax C Ullipliance 

Corre lation refers to the relationship by w hi ch two or Ill ore I'a ri ab les change toge ther. such that 

systematic changes in one accompany sys lemali cchanges intheolher(cooper. 2006 p.71 2) .lt 

shows the re la ti onship between the dependant variable and independent variabl e. It also shows 

the strengt h of the correlation, the Pearson correla tion(r) ifit is close to I we can say it has hi gh 

positi ve correlat ion, ifi t is zero it has no co rrelation at all. If the r va lue is negative it has inverse 

corre lation. In thi s stud y the dependent variables is tax compliance behavio r or indi vidual tax 

payers and the independent variables are the tax fa irness dimensions. 
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Tahle 10 : i'earson l'rocl u el - ~ 1 omenl Correlations between I ,,~ l'alrIle" and I a\ Compliance 

-- - - - .-
TC Compontl I -- - -. 

Ta.\ noncom pJ ian et.: I 
I Compont3 

I 
Component I 0 .075 I 

- --11----1 

C(lmponent 2 0.227* * -0.064 

Component 3 0.007 0.24 1 ** -0.058 
--;-------

* * Co rre lati o n IS s lgnl ficant at the 0 .0 I level (two tail ed) 

Component two whic h inc ludes three special provi sio n and o ne tax rat e structu re statement has 

rel a ti ve ly hi ghcr co rrelati on tha n the other two components. 

The corre lati on is significant at O.Olsignifi cance level. Which is in te rpre ted as ones percepti on 

about the amount o f tax paid by other wealthy tax payers and the perception of the provision 

given to these individuals affects the compliance behavior of an indi vidual. In addition. what one 

thinks of the fair tax rate co uld be one of the s ignifi cant factors that could enhance the 

noncompliance by tax payers. The oth er two component s have very weak co rrelation at the 

stated s ignifi cance level. The findings here are not consistent wit h those of othcr researchers that 

have conducted their study on similar ti tle. The findings on other studi es show that gene ra l 

fairness and exchange w ith the government have hi gher co rrelati on. Meaning the percepti on of 

the unfair tax sys tems and the percepti on towards the beneJlts rec e ived and th e amoun t paid arc 

found to be the determinant factors for the under reporting of tax paye rs . Also it is fo und th at the 

indi v iduals se lf interest in ass uming hi s own tax share is also the other fac tor which is found 

sign ifi cant (Hite & Roberts I992) . 
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-L 7 Co rrelation between Tax Fa i.-nl'ss, Demogra phic.: factor'S anti 

The table below shows the corrdation bet\\een diffe rent demo: 

correlat ion be tween tax com pliance. The currelat ion matrix shows tl 

(2006) which is at 0.05 signifi cance level gc ndcr has inn uenced , 

system. Which is there is the difference between the degree of co 

payers and female tax payers. Also sim ilar res ults ha ve been t 

Education is negatively co rrelated at 0.0 I sign i li cance leve l. Unlik , 

signifi cant co rrelat ion w ith tax comp li ance. Which is there is no sil' 

degree of compl iance bet ween yo unger tax pavers and o lder tax payc ' 

Table 11 : Correlati on be tween Tax Fairness. Demographi c fac to rs al 

TC Compllli Complll2 Compll!3 Gender 

~ I ~ 

Jmpnt l 0.075 I 
Jmpnt2 0.227** -0.064 I 
Jmpnt3 0.007 0.241 ** -0058 I 
onder 0.171 * -0026 0.25 8** -0088 I --
se -0.0 11 0.204** -0 .094 0.252* • 0.020 
Jucation -0.269** 0.049 -0.046 -0. 195* -0. 164* 

nployment 0.110 0.325** -0.04 5 0. 187 * 0.202' . . 
""Correlation IS slglllficant at the 0.0 1 level (2- taded) . 

*. Corre lation is sign ifi cant at the 0.05 level (2 -ta il ed). 

4.8 Multiple Re gress ion A nalys is 

In an attempt to see the effect of tax fairness on tax compli ance th, 

This shows the predicti ve power of the independent variables on depe 

compliance. As stated above on chapter one. the two mode l used in 

Richardson (2006) as he used the model to test the predictabilit) 

towards the compliance behavior in two j uri sdi cti ons Australia and 

model one, which shows the effect of tax fairness on compli ance al 
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demogra ph ic variables to the equat io n were used in Ihis ' Iud\. Model two is also broken in 1\\"0: 

mode l 2a and model 2b. To ensure the pred ictive po\\"er orlhe mode ls. multi eo llinerit y diagnosis 

lesls have been conducted and found that Ihe model s arLO rree of mu ltieo llinerit v problem s as 

the ir variance inflation factor (VIF) and tol erance va lues lor al l th e models were tested and the 

va lue ofV IF is greate r than 0. 1 and to lerance va lues fo r a ll dimens ions are less than 10. 

The mode ls used by Ri chardso n (2006) as stated above are 

3. TC i = aO + PI GFi + Il2 TRi + p3 EXi+ p-iS LFi+ll5 SPCi+ I<: i 

4. T C i = aD + PI GFi + P2 TRi + fl3 EX i+ Il4SLFi+ll5 S I'Ci+ IlkXki + I<: i 

The first hypothes is is tested using all the tax fairness dimensions (i ndependent variables) tr ied to 

see their effect o n tax compliance (dependent variable) 

4.9 Hypothesis Testing 

4.9.1 Tes tin g hypothesis one: There is a pos iti ve association between tax lairncss and tax 

compliance behavior in category C tax payers in Addi s Ababa. Below is the regress ion res ult lor 

model one. The va lues entered in the regression model are based on th e facto r a nalvsis conducted 

above and based o n their factor loading. 

Tab le 12: Hypothes is one 

--- -- -
Adj. R t -

Variables 
R square square F Sig. F Beta VIF 1'01. value 

Model one 0.069 0.051 3.880 0.0 10 

Constant 1464 

Compnt I 0. 104 0.925 1.081 .88 1 
--r O -05- ----

- 1.011 
-_.-. 

Compnt2 . )~ 0.989 3.3 J 4 

Sig. 

0.036 

0.380 

000 1 
- - -- -------

Compnt3 0.042 0 .922 1.084 -.316 0.753 
- - ---

*slgI1lfi eant at 0.01 (two ta il ed) 
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The model is s igni li cilnt ilt F stmi stics 0(' 3, 880 ilnd significance ,,('0,010, ' I he "diustcd R SljUilrc 

for the mode l has th e , ',tlue of Cl,D'; I lI'h ich shUll'S 5 ,1 pcrcent of thc ,ari ilnce is explained is 

explained by th e maciel, Compared to the previous findings in Malaysia ( II pcrcl'nt) th e result is 

very weak whi ch implies that there are other independent variables which are nO! included in th e 

model for the study onl v focused on fai rn ess , Of the 5, 1 % adjusted R sq uare most of th e va rian ce 

is exp lained by eompont 2 wh ich comprises of special provision to th e wea lth y and tax ra te 

st ructure, Un like o ther resea rch es which found general fairness and exchange with the 

goverllInent s more significant. thi s stud y has found special provision and progrcssi \"C ta:x 

structure as the causes o r no ne compliance , Compont2 has more sign ill cant inlluence on the 

model than the other two co mponel1ls, 

The findings are quite different from what Richardson (2006) fou nd in his research taken in 

Austra li a and Hong Kong on tax fairness, General fa irness and exchange with govern ment were 

the most signifi cant factors that are discovered by Richardson , but th e findings in Ethiopian 

jurisdict ion are different and th ey ha ve no s ignificant influence on the model. Except lo r the 

second component which inc luded the special provision to the wea lth y and the progressive tax 

rate structure the other components were stati stically not s ignilicalll and unable to pred ict the 

model. Generall y, as stated above fairness is a multi d imens io nal iss ue and it can be afJectcd by 

vario us factors fai rn ess being one of them , Therefore, even thou gh the model has weak 

pred iction power, it resu lts in partial support for the first hypothes is that tax fairness dim ensio ns 

lave their own contribution in achieving compliance towards taxat ion, 
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Table 13: regressio n Model two demug raphic "ariabk, 

, --- I I 
I 

.- -- ,._,-------- I Adj. R I t-

R sCJ uare squarc I Sig. J: i lle t" V II : 1'01. value Sig. 
Variables 

I - -
Model one 15.5 11. 6 4003 0000 

r Con ~ tant 

I-oj o~ - -
Compn tl 1.3 13 0 .76 1 1.608 0.110 

Compnt2 OA 33 1.095 0 .9 13 2.66 1 0.009 
-- - ---

i Compnt3 -0. 1 18 1.209 0.827 -0.863 0 .3 90 
----- -- --

Gcndcr 0 .2 82 I .153 0.867 1.203 0.23 1 

Age -0048 1.137 0.879 -0.4 36 0 .664 
-- --- -

Education -0.31 ~ 1.413 0.707 -3.457 0 00 1 

Employment -0 .163 1.593 0.628 -0.994 0322-
--- - -- - -- -

*slgl1lficant at 0.05(two taded) 

Mode l two, table 13 adds demographi c variables to the model and tried to see the pred ictive 

power of the model. As can be observed from the stati st ics it resulted in higher adj usted R sCJ uare 

of 0.1 16. Interpreted as, 11.6 percent of the var iance is ex plained by the model. Thi s is much 

hi gher than the first model without demograp hi c varia bl e in it. The model is s ignifi cant at F 

stat ist ics of 4.003 with s ignificance leve l o f 0.000. Demogra phic va riable s such as agc ge nder 

employment status and education have contri buted a lot to the prediction power of the model 

togethe r wi th the tax fai rness dimensions. 

As can be observed from the t-va lue s ignifi cance column th e on ly demographic facto r which 

contributes to the model pred ict ion power together wi th ',Ii mess dimcnsio ns is ed ucati on. Thc 

other demographic variables were not s ignificant. This is the supporti ve ev idence fo r th e second 

Jbj ecti ve of the study tha t demographic variab les have infl uence on the compli ance behav io r of 

:axpayers. The find ing is s im ilar to the fact that education has a s ign ificant contri buti on in othe r 
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jurisdicti ons "s st udied b\' othcr resca rchcrs. On thc contrary. S,)n!2 &. "'" hlU lI !,h (I 'in) ('lIlIlill 

negative relalionshi p between cducation and complianec behavior . St,ning that increased 

knowl edge on tax mailers ca n result in tax noncompliance and evasion . 

Other researchers such as Kassipillai ( 1996) found that increasing the taxpayers knowledge abou t 

tax can improve their co mp liance behavior. And in most compliance rl' scarches "duca ti on has 

been a linking variable betwee n fairne ss and tax compliance. There Illr thc regress ion results 

shows hypothes is 4 should be acccpted . 

4.9.2 T es ting the second Hypoth es is: There is a positi ve associa ti on bctween olcler taxpa vers 

and tax compli ance behavior fo r individual income tax payers in Addi s Ababa 

The table below depicts the t-va lue for the older and younger taxpaye rs and their correspondi ng 

signifi cance level. Based on the anal ysis the p-value is hi gher than the expec ted 0.05 level 

therefore it supported the acceptance of the null hypothesis that there is no association between 

the older tax payers and the tax compliance behavi or in Addis Ababa l'or the popu lat ion under 

, tudy. Or it means there is no signifi cant difference between younge r !HX paycrs and older tax 

layers in Addis Ababa. Therefo re. age is not a significant factor. 

fable 14: Hypothesis two 

~-- - - - .------~ 

95% Confidence Interva l of the Difference 
-value Sig. 2- tail ed Mean Diffe rence Lower Upper 
.485 0.628 0. 111 18 - 0.341 74 0.564 10 

slgl1l fi cant at 0.05(IWO tailed) 
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4.9.3 T esting the Third hypothtsis : I here IS a pos iti ve association between ICm"le ti"IXI\ cr, 

and tax compliance beha,i or in Lthiopia 

Looking at the t value in the tab le below for th e third hypothes is, it resulted in th e p- value of 

0 .031 which is less than th e excepted 0.05. There for it indicates the acceptance of the a lt erna te 

hypothes is that there exists a s ignificant re lation between female tax payers and male tax IXI)e r' 

And it can be said fema le w" paye rs are more compliant than male tax payers. 

Tab le 15: Hypothesis three 

-- --- ---------_. -

9S'Y., Confidence Inte rval of the J)i ITer 
---

t- va lue Sig.2 -tailed Mean Difference Lower Upper 
-2.175 0.031 -0.49192 -0.93854 - 0.04 

'slgnlficant at 0.05((wo taded) 

4.9.4 Testing Hypothesis Five: T here is an association between emplo yment statu s and 

taxpayers ' compliance behavio r in Addi s Ababa . 

Other studies have found that there is no significant assoc iation between employme nt status and 

tax payers compliance behavior. The result s found were s im ilar to what Richardson (2006) fo und 

in hi s study conducted on Australia and Hong Kong. Thi s study in vol ved emplovees in pri,·"te 

and government instituti ons and individual income tax payers from category C tax paye rs and 

reached at the same conclusion that employment status has no significance inDue nce on tax 

compliance behavior in Addis Ababa as their p- value all yield greater than 0 .05. 
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-J.Y.S Test ing h~r pothcsis six: 1n genera l taxpaye rs pcrcci\'c l:thiopian income tax as a fai r tax 

Looking at the t-values in the table below and conside rin g thL' lr respec tive p values all the va lues 

a re c lose to zero . A t 5% significance le vel. all the value, related to the ge neral fairness arc 

significant. 

Tab le 16: Hypothes is s ix 

95% Confidence Interva l of 
the Differ~nce -

I telll t-value Sig. M ean Lower Uppe r 
,- Di ffc rence 

I I: or an 

tailed 

average tax payer, I think that the tax 33 .661 0.000 3.262 3,07 3.45 
system IS: 

For me personall y, I beli eve that the income tax 31.110 0.000 3.094 2.90 3.29 
system 
Generally, I believe that the manner in which the 28.920 ().OOO 2.98\ 2.78 3.18 
income-tax burden is distributed across tax 
paye rs IS 

General ly, I feel that the income tax is a fair tax: 33.149 0,000 3.094 2.91 3.28 

On the who le, the burden of income tax is fairly 27.470 0.000 2.769 2.57 2.97 
di stributed 
*stgl1lficant at 0.05(two tailed) 

Grouping all the va lues in one category of gencral fairne ss "ieldcd the lo llo\\'ing result. 

- -

95% Confidence Interval or the Di ffere nce 
t-va lue Sig. 2-tailed Mean Difference Lower Uppe r 

38.277 0.000 3.04000 2.8831 3.1969 

*s lgl1lficant at 0.05 

The t-value for general fairness on the above table shows the va lue of 38.277 and signilicance 

level of 0.000 wh ich is c lose to zero. The result suggests the rejection or the null hypothesis and 

acceptance of the alternative hypothes is. Meaning the taxpayers perceive the Ethiopian income 

tax as fair. 
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4.9.6 Testing Hypothesis seHn: In collle tax paye rs in Addis A baba do not pcrcei"e incolllc tax 

as fair when they compare the income tax amo unt s that th ey pay with the benefit s th c\' reel' 1\ e 

from Ethiopian government. 

The t-value indicates the value of 23.404 and significance level close to zero or 0.000 which in 

turn resulted in the acceptance of th e hypothesis that the benefit recei ved and the amou nt paid in 

terms of income tax is not comparabl e as the view oCthe tax payers in Addis Ababa shows. 

Table 17: Hypo thes is seven 

--
95% Confidence Interval of the Di fference 

-----"-
t-value Sig. 2 -tailed Mean Difference Lower Uppe r 

23.404 0.000 2.869 2.63 3.11 
--- - ---- -

*stgl1lficant at 0.05(two taIl ed) 

4.9.7 Testing Hypothesis eight: Income tax payers' compliance degree in Ethiopia is high, 

The table below shows the t-values re lated to tax non compliance items as s tated by Richardson 

(2006). The highest value is seen on it em 5 and the lowest itcm which th e item wi th thl' t-'alue 

of24.856 is placed on item 12 . for all the non compliance items the significance va lue is zero or 

very close (0 zero resulting in the rejection of the null hypothesis and acceptance of the altcrnate . 

And concluded as , there is high degree of tax compliance in Addis Ababa in category C tax 

payers and other indi vid ual income taxpayers. 
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Table 18 lI y po thesis e ight 

------ - . 

95% Confidence Interva l of 
the Differe nce 

Item t-value S ig.2- Mean Lower Upper 
ta iled Difference 

Tradiilg or exchanging goods o r services w ith a fr iend or 27.473 0.000 3.365 3.12 3.6 1 
ne i'ghbor and 11 0t rep0l1ing it in your tax return 

Repon ing your inco me fully, but not incl uding a small 28.958 ().OOO 3.41 1 3.12 3.64 
alllOlint of extra outside income 

Being paid cash for aj ob and then not repol1ing it in yo ur 29 .116 0.000 3.462 3.23 3.70 
tax return : 

Not reponing some earnin gs from interest or investment 28.897 0.000 3.475 3.24 3.7 1 
that the governmen t wou ld not be ab le to fi nd out about 

Addi ng a littl e bit more than you actually spend whe n 30.458 0.000 3.550 3.32 3.78 
reporting ~'oll r bu siness eXEcnse: 

- '2S: 79 1 
--

Stretching se lf-ed ucatio n deductions to incl ude so me 0.000 3.42J 3.19 3.66 
expenses that are not really se lf-educa tions 
S ince a lot of rich people pay no taxes at a ll , ifsomeone 25.500 0.000 3.219 2.97 3.47 
like me underpays a li tt le, it's not a big deal 
Tax rates are just too high, so it is not really cheating 25.886 0.000 3.131 2.89 3.37 
when you fi nd ways to pay less tax than you are supposed 
to 
When you are not really sure whether or not you deserve 26.576 0.000 3.264 3.02 3.51 
a tax deduction, it makes sense to take a chance and take 
deduction anyway 

With what things cost these days , it is ok to cut a few 25.090 0.000 3.252 3.00 3.51 
corners on your tax returniust to he lp pay bill s 
It is not wrong to hold back a little bit on taxes s ince the 24.856 0.000 3.175 2.92 3.43 
govcrnment spends too mu ch anyway 
When you know you deserve a deduct ion that the 25.333 0.000 3.164 2.92 3.4 1 
government will not let you take, it makes sense to ta le it 
some oth er place where they wi II not catch yo u on it 
It is not so wrong to under repon cClta in income since it 24.893 0.000 3.262 3.00 3.52 
does not rea ll y hurt anyone 
The chance of gett in g ca ught a re so low that it is 25.1 82 0.000 3.206 2.95 3.46 
worthwhil e try in o to cut corn ers a littl e on yo ur taxes 
It is a ll ri ght to occas iona lly under report certain income 22.6 11 0.000 3.013 2.75 3.28 
or c laim an undeserved deducti on if you are genera lly a 
loya l and law- ab iding citizen 

' s tgnlficant at 0.05 (two tailed) 
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4.9.8 Testing Hypothesis nine: Income tax payer does not perceive hi s or her income ta, burden 
as fair. 

Table 19: Hypothesi s nine 

95% Confidence Interva l of the 
Oi ffe rence 

t - Sig.2- Mean Lower Upper 
va lue tai led Oi fference 

Generall y, I bel ieve that the manner 111 28 .920 0.000 2.98 1 2.78 3. 18 

which the income-tax burden IS 

di stributed across tax payers is 

On the whole, the burden of income tax 27.470 0000 2.769 2.57 2.97 

is fairl y di stributed 

*Slgn Ifi cant at 0.05 (two ta ded) 

The table above dep icts that the t val ues for both items has significance leve l of 0.000 with t 

values of 28.92 and 27.470 thi s urges us to conclude the null hypothesis shou ld be rej ected and 

the alternate hypothesis should be accepted. Therefore, it left the statement that the income tax in 

Ethiopia for the popu la tion under study is not perceived to prov ide fair di stribution oCthc income 

tax burden. 

61 



C hapter fi ve 

5. Conclusions and Recommendations 

Thi s chapter tri ed to put the conclusion derived from the main findin gs of the study, it also tri ed 

to put some comments on future research di rection made SOme recommendati on and suggestion 

to [ RCA in ach ieving tax compliance behav ior for the pop ul ati on under study and finally looks 

at the implication of the study. 

5.1 Overvicll' of the chapter· 

It is important to recognize that large sca le tax compl iance does not occur in vacuu m or sterile 

environment. It occurs in human system, organi zations which have bel iefs, assumptions, and 

expectations, norms and values both idiosyncratic to individual taxpayers and shared beli efs . 

Fairness is a multi dimensional issue it can be defined at individual leve l or at the society at 

large. Therefore, it is difficu lt to put a single form ula to measure the fairness perception of an 

individual. This study does not attempt to see whether the items spec ified as mcasurement scal es 

for tax fairness dimensions are relevant or not. It only applied the measurement sca les as used in 

:Jther studies and tried observe their influence on compliance behavior of individual income tax 

Jayers. As detailed above, the study has tried to see the effect of each of the tax fairn ess 

jimensions and their effect on compliance behavior of ind ividua l income tax payers both self 

~mpl oyed and salaried income taxpayers. 
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5.2 A 1001< in to E th iop ian income tax 

According to the income tax proclamat ion no 286/2002 every person ha ving income as defined 

herein shall pay income tax in accordance with thi s Proclamation. The study focuses on 

Employmen t income tax and business profit tax. According to the curren t federal income tax 

Procl amat ion nO.286/2002 taxpayers are catego ri zed into three categories. namel y ca tegory 

"A", " B", and "c" based on their vo lume of sales and form of business. Subseq uen tl y, the Tax 

Authorit y will determine whether the tax payer shall continue in the same category or should be 

shifted from one category to the other. 

Category " A " includes any company incorporated under the tax law of Ethi opia or in or a 

foreign country and other entities having annual turnover of Birr 500,000 and morc. 'fhose who 

are categorized under "A" have to maintain all records and accounts which will enable them to 

submit a balance sheet and profit and loss account di sc losing the gross profit , general and 

administrat ive expenses, depreciat ion, and provisions and reserves together with supporting 

vouchers (Council of Min isters Regulation no. 78/2002: Arti c le 18, Sub Art icle 2). 

Category' B ' includes those enterpri ses having annual turno ver o f more than Birr 100,000 and 

less than Birr 500,000. This category of taxpayers must subm it profit and loss statement at the 

end of the year. The law requires all entries in the records and accounts to be supported by 

appropriate vouchers (Council of Ministers Regulation no. 78/2 002: Articl e 18, Sub Art icle 2). 

Category 'C' unless already classified in categori es ' A' and ' B' include those taxpayers whose 

annual turnover is estimated by the Tax Authority at Birr 100,000 or less . On the other hand , 
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standard asscssmcnt is uscd to determine the in<:ome tax liability of Category 'C' taxpaye rs. Thi s 

type of assessment is a fixed amount of tax determined in accordance wit h the Council of 

Mi ni sters Regu lation established Schedules. This category of taxpayers is the most problematic 

category of taxpayers and it is cons idered as hard to tax group. Thi s is due to the fac t that these 

taxpayers pay taxes at fix ed rate on the income estimated by the income tax authority rather than 

declaring their income by themselves . Thei r dai ly income is estimated by assessment committee 

and the tax payers have litt le room to address their view so that frequent fri ction is obscrved in 

thi s area. 

These categories of tax payers have the responsibility of submitting their tax returns to their 

respective sub cities. Whereas the other two categori es have to submit their tax returns to the 

Ethiopian revenue and customs authority head office. Category 'c' tax payers have not been 

much of the concern for the research and thi s research focused to fill the gap by lookin g at how 

these categories see the tax system as in terms of fa irness and its effect in exp laining their 

compliance behavior. To do so the questionnaire has been adopted from Richardson (2006) and 

mod ified to make it understandable. 
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5.2 Discussion and Conclus ions 

The study mainly foc used on looking at the tax fairness dimensions which have been tested in 

other jurisdictions to pred ict the compliance behavior of tax payers, can have the same pred ict ive 

power in achieving compliance toward s the tax system in Ethiopia. In trying to do thi s, answers 

for the research question are found and ultimately the nine hypotheses are tested. 

5.2 .1 Hy pothesis one and reseal'eh ques tion one 

Component one. component two, and component three are items extracted using factor analysis. 

Component one consists of ten statements compri sing of general fai rness stat ements, exchange 

fairness statements self interest and tax rate structure. Component two compriseci of spec ial 

provision to the wealthy and one statement from tax rate structure and component three consists 

of four statements from three dimensions exchange wit h government , tax rate structure and self 

interest. Based on the findings from the regression result and the correlation matrix on ly 

component two was found to have a signifi cant influence on the compli ance behav ior of the tax 

payers. 

Therefore, the answer to research question one and the test for hypothes is one resulted in the 

conclusion that fairness dimensions found using factor analysis have weak prediction power 

therefore, it can only be accepted partially. The study arrived at different result than the previous 

studies who fou nd most of the non significant items on thi s study as signifi cant. The multi 

dimensionality problem of tax fa irness could be the reason fo r the diffe rence in the find ings . 

Ethiopian is culturall y much di versified wh ich co ul d contribute to the vari ed perception of 

individ uals. As taxation is a political in nature, it can be viewed from various angles. As the 

:nore di versified the country 's population is the more varied their po litical view will be. Thi s 
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intern crea tes a multip le view towards the tax system. The level of understanding of the lax 

payers towards the tax sys tem can affec t the percept ion of fa irness. Shethin (1993) gave rcasons 

that some issues abo ut tax fai rness are complex fo r the average taxpayer to understand. 

In -previous studies conducted by Richardson (2006) the sample was not we ll d ispersed as it on ly 

focused on MBA students in Iiong Kong. But thi s study tri ed to in voh-c every individual who 

are assumed to ha ve direct association with the tax law. Those se l f empl oyed tax payers. 

accounting instructors in higher instituti ons, tax officials and auditors in accounti ng firms. 

According to James (2 007) , taxes can bring the citi zens and the government together and the 

implementation of the tax laws depends on the ability of the government to exerc ise that power. 

In fact in Addis Ababa, they still want attention given to some specific aspects of fairness 

dimensions because they are still under the opinion that only a fai r system can lead to positive 

tax compliance behav ior. As a conclusion, based on the present findings and discuss ion, 

Hypothesis one, which is on ly partiall y supported is therefore paiti al ly accepted. 

5.2.2 Research question 2 and 3 and hypothesis 2 through 9 

Regress ion model two shows the effect of the different demographic variables on the tax 

compliance behavior of individual tax payers. In addition to the linear regression, the correlation 

coefficient (r) also showed the relationship between the demographic variables and their effect 

on the compl iance behavior of tax payers. In regression model two because of the inclus ion of 

the demographic variables the adjusted R square increased from 5. 1 % to 11 .6%. These showed 

demographic variables have increased the prediction power of the model more than two times its 

previous value of 5. 1 %. Among the demographic factors age and employment status has no 
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signifi cance innuence on the tax compliance behavior of ta x paycrs. Il ypothcs is two , three, li fe 

arc tcsted using independent sample t-test and thc result found arc cx plained as follows. As 

sho\Vn on the t- test there is no signifi cance difference bctween the compliance behavior of 

younger tax payers and older tax payers. Also the compli ance behavior of tax payers is not 

dependent on their employment status. 

On the other hand , there is a significant difference between the compliance behavior of female 

tax paycrs and male tax payers wh ich is consistent with the findings in other studies. But 

regarding education, the beta coeffic ient in the regression model two has nega tive value wh ich 

supports the report that education has an indirect posi tive link wi th taxpayer compliance via 

mora l deve lopments. People with more education are likely to have high level of moral 

deve lopment Chan et al. (2000). This can be explained whereby increased knowledge on tax 

matters in particular can lead to tax noncompliance and evasion. 

Hypothesis six through nine all resulted in rejection of the null hypothesis. Indi vidual income tax 

payers in Add is Ababa generall y perceive the income tax as fair. One of the significant factors 

which contribute to higher tax evasion is perception of tax payers towards the amount they are 

paying in terms of the income tax birr and the benefit they get from the government in terms of 

education health etc. the analysis of the one sampl e t-test for exchange dimens ion shows tax 

payers do not perceive the benefit they get from the government and the amo unt they pay in 

terms of income tax birr as fair. Th is creates a big chal lenge for the tax authority in enhancing 

voluntary compliance. Hypothes is nine deals with fai r distribution of income tax burden. The t­

test value shows the null hypothesis should be rej ected . Stating that there is no fair distribution of 

67 



income tax burden in the population un der study. Look ing at the t-v"lue for hypothes is eigh t it 

shows that the level of income ta x compliance in Ethiopia for the popu lation uncl cr stud y is high. 

5.3 Con clusi on 

Based on the results in the previous section, and on the process of testing the hypothesis of thi s 

resea rch, the following important conclusions are made: 

• Based on the regress ion analys is the prediction power o f the tax fai rn ess dimensions in is 

very low as compared to Malays ia and I-long Kon g 

• The re lat ive change in the pred iction power of the model after the inclusion of the 

demographic va riables is high 

• Based on the regress ion model two the beta value for education is found to be negati ve 

which means as the leve l of education increases the level of tax evasion behavior by 

indiv idual income tax payers also increases. Therefore , thi s wi ll require the government 

to enhance ethi cal education to different tax payers . Thi s intern can create a posit ive 

attitude towards tax and tax related laws . 

• As age has no significant effect on the compliance behav ior o f' taxpayers, tax laws should 

be designed for the genera l population di sregardin g the tax paye rs in age classes. 

• Income tax payers beli eve that they are paying hi gher than what the government IS 

providing them in terms of the service li ke education , hea lth and other act iviti es. And to 

compensate their tax liabil ity they might be engage in excess ive tax under reporting 

activities. 

• Income tax payers percei ve the dimension of special provisions that related to the income 

tax as unfair. They believe the weal th y are bei ng provi ded more support ancl benefit 
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from the government. This is an(J lhcl ch;iIlengc lor Ihc govcrnment In enhancing 

volu ntary compli ance 

• Income tax payers have preferred a progressive tax struclure, the mean results in Ihe 

fourth dimension showed that high income earners have greater ability to pay therefore 

they should pay higher than low income earners. 

• As a whole the income tax system is perceived by the tax payers as lair. 

• The degree of taxpayers' compliance is considered high. Th is resu lt means that most 

income taxpayers are paying the ir income laX burden within the pe rm itted peri od . Thi s 

resu lt means also, that most of them follow the regu lations of the Et hiopian income tax 

authority 

• Even though the extent of its effect is low, income tax fairness affects the degree of tax 

compl iance behavior in Ethiopia. Yet it is not the onl y factor a ffecting compliance 

behavior and thi s part of the study is lef1 for future researchers. 

• The study found out that female tax payers are more comp li ant than male tax payers 

therefore the tax authority has to wo rk towards increasing the perception of male tax 

payers. 

5.4 Recommendations 

°or any government to function properly, sufficient amount of revenue must be provided . And 

me of the bas ic components of ensuring suffici ent revenue for the government to discharge its 

.cti viti es properly is tax revenue. For proper generat ion of tax revenues, it is important to 

ugment vo luntary compl iance by tax payers. Vo lun tary compliance by tax payers is a function 

f different variables as equity in di stribution of tax burden being one. Consistent with prior 

~search on tax payers' attitudes and the compliance behav ior ev idence is found that fai rness is 
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relevant and prevalent in tax compliant behavior. As impli ed by Chri stensen. ct aL ( 1994) the 

implicati ons of these resu lts arc that tax au thority or tax policy makers can change some 

perceptions on tax fairness bu t not a iL Building the positi ve atti tude to wa rds Ihe lax sys lcm 

increases vo luntary compliance by tax payers which intern brings the government Icss 

administrative cost and more reve nue. In promoting voluntary compliancc Ihe fo llowing 

recommendat ions shou ld be noted 

• As educati on is negati vely related to the compliance behavior of lax payers. the 

government has to prov ide el hi cal education to tax payers in the form of sha n term 

training. 
. , 

• Expand tax education to differelll tax payers through mass media more than what IS 

cUlTently being applied in television , radio, and news paper 

• As male tax payers are less compliant, increas ing the ir awareness to wards the tax sys lem 

and disseminating tax education can yield a better result in achieving vo lulllary 

compliance 

• As spec ial provisions to the wealth people are creating mi sunderstandi ng between the 

government and tax payers, sufficient information should be provided to taxpaycrs at 

different levels as to the kinds of deductions given and the reason. 

5.5 Direction for Future Research 

[n both the regression models it is observed that the prediction power of the model is very low. 

""h ich indicates that there are other dimensions which are not included in thi s model but can 

)ring signi ficant change in the adjusted R square. Thi s is because tax fairness is a multi 

limensional issue and it will be a driving force for future researchers to find ou t these i11ctors 

vhich will increase the prediction power of the model. 
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re levanl and prevalent in tax compliant behavior. As imp lied by C'hrislensen, el al. (1994) the 

impli calions of these results are that tax authoril Y or lax policy makers can change some 

percepti ons on tax fairness but not all. Build ing the pOSilivc allilude towards lhe lax system 

increases voluntary compliance by tax payers wh ich intern brings the government less 

admini strative cost and m ore revenue. In promoting vo luntary compliance the fo llowing 

recommendations shou ld be noted 

• As education is negat ively related to the compliance behavior of tax payers, the 

gove rn menl has to prov ide ethica l education to laX payers in the fo rm of short te rm 

training. 

• Expand tax education to different tax payers through mass med ia more than what is 

currently being applied in television, radio, and news paper 

• As male tax payers are less compl iant, increasing thei r awareness towards the tax sys tem 

an9 disseminati ng tax education can yield a beller result in achieving voluntary 

compliance 

• As special provisions to the wealth people are creating misunderstanding between the 

government and tax payers, suffic ient information should be provided to taxpayers at 

diffe rent levels as to the kinds of deductions g iven and the reason. 

S,S Direction for Future Research 

In both the regression models it is observed that the predi ct ion power of the mode l is very low, 

which indi cates that there are other dimensions which are not included in thi s mode l but can 

bring significant change in the adjusted R square . This is because tax fairness is a multi 

jimens ional issue and it will be a driving force fo r future resea rchers to find out these factors 

"'hich will increase the prediction power of the model. 
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APPENDIXES 



Addis Ababa Uni vCI"s ity 
School of graduate st udies 

Department of acco unting and finance 
This questionnaire IS prepared for the thes is to be completed for the degree of masters in 
accounting and finance. The informati on yo u are providing will onl y be used for academic 
purpose. Thank you in advance 

1. Your gender 
I) Male 

. 2. Your age 
I) Below 20 years 
2) 20 - 29 years 
3) 30 - 39 years 

3. Your educational level 
I) Grade 10 complete 
2) Grade 12 compl ete 
3) Certifi cate 
4) Diploma 

2) Female 

4) 40 - 59 years 
5) Above 60 yea rs 

5) Bachelors 
6) Masters/doctorate 

4. Your employment status 
I) Government 3) Self Employed/Own Business 
2) Private 4) others 

The following 21 questions are used to access personal attitudes towards income taxes and 
the income tax system. 

I. For an average tax payer, I think that the tax system is: 
I) Veryfair 4) Unfair 
2) Fair 5) Vcry Llnl~llr 

3) Neither fair nor unfair 

2. For me personally, I beli eve that the income tax system is 
I) Very fair 4) Unfair 
2) Fair 5) Very unfair 
3) Neither fair nor unfair 

3. Generall y, I believe that the manner in which the income-tax burden is di stributed across 
tax payers is: 

I) Very fair 4) Unfa ir 
2) Fair 5) Very unfair 
3) Neither fair nor unfair 

4. Generall y, I feel that the income tax is a fair tax: 
I) Strongly di sagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 

5. On the whole, the burden of income tax is fai rl y distributed: 
I) Strongly di sagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 
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6. I believe that the income tax system is the fairest kinds oj' system tha t the gove rnment 
could use to collect revenue: 

I) Strongly disagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neut ral 

7. Current tax laws require me to pay more than my [air share of income tax 
I) Strongly di sagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 

8. Compared to other tax payers, I pay less than my fai r share of income taxes: 
I ) Strongly disagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 

9. People whose income is about the same as mine should pay the samc amount of income 
tax regardless of what kind of investments they make. how man y depende nt s they have or 
what thei r other financia l ob li gat ions are 

I ) Strongly di sagree 
2) Di sagree 
3) Neutral 

4) Agree 
5) Strongly agree 

10. Special provisions in the income tax law that apply to only a few people are unfair 
I ) Strongly di sagree 4) Agree 
2) Disagree 5) St rongly agree 
3) Neutral 

I I. Some perfectly legal tax deductions are not fair because only the wcalth y are In a 
positions to use them 

I ) Strongly disagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 

12. Hi gh - income earners have a greater abi lity to pay income tax. so it is fa ir that they 
should pay a higher rate of tax than low income earners 

I ) Strongly disagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 

13. It is fai r that high-income earners pay proportionately more tax than low-income ea rners. 
For example, if someone earning birrl 00,000 pays 20 percent in taxes(b irr 20000) , then 
someone earning birr 20000 should pay less than 20 percent in taxes (less than birr 4000) 

I) Strongly di sagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 
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14. A fair tax rate should be the samc fo r cvcryone, regardl css of the ir incomc: Ic)!' cxamplc if 
one pays a 14 percent tax rate , evc ryo ne should pay a 14 percent tax rat e. whe ther they 
are weal thy or poor: 

I) St rongl y disagree 4) Agree 
2) Di sagree 5) Strongly agree 
3) Neutral 

15. The share of the tota l income taxes paid by high income earners is much too hi gh 
I) Strongly disagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 

16. Middle income ea rners pay more than a fair share of thc income- tax burden 
I) Strongly di sagree 4) Agree 
2) Disagree 5) Stro ngly agree 
3) Neutra l 

17. The share of total income taxes paid by midd le income earners is much too hi gh 
I) Strongly di sagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 

18. Compared to the amount paid by more wealthy taxpayers, I pay more than my fair ,hare 
income taxes 

I) Strongly di sagree 
2) Disagree 
3) Neutral 
4) Agree 
5) Stro ngly agree 

19. I get fair val ue fo r my income tax birr in terms of benefits received li'om the government 
fo r example education, medical, infrastructure 

I) Strongly d isagree 
2) Disagree 
3) Neutral 

4) Agree 
5) Strongly agree 

20. The income tax that I have to pay are unreasonab ly high considering the bene fi ts 
provided by the governments: 

1) Strongly di sagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 

21. The benefi ts I receive fro m the government in exchange fo r my income- tax hirr are 
reasonabl e: 

I) Strongly di sagree 4) Agree 
2) Disagree 5) Strongly agree 
3) Neutral 
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The IS it ems below refer to tax non comp liance scales. It is what some people think about 
certain aspects of taxation, especially in com e taxes. Please circle one answer in each lin e 

I . Trad ing or exchang ing goods or services wit h a friend or ne ighbor and not reporting it in 
)'ollr tax return: 

I) Strongly agree 4) Agree 
2) Disagree 5) Strong ly d isagree 
3) Neutra l 

2.· Reporting your income ful ly, but not including a small amount of ex tra outside income 
I) Strong ly agree 4) Agree 
2) Disagree 5) Strongly disagree 
3) Neutra l 

3. Being paid cash for ajob and then not reportin g it in your tax return: 
I ) Strong ly agree 4) Agree 
2) Disagree 5) St rongly disagree 
3) Neutra l 

4. Not reporting som e earn ings from in terest or in vestment that the government wou ld no \ 
be able to find out about : 

I) Strongly agree 4) Agree 
2) Disagree 5) Strong ly di sagree 
3) Neutral 

5. Adding a littl e bit more than you actua ll y spend when reporting yo ur business expense: 
I) Strongly agree 4) Agree 
2) Disagree 5) Strongly d isagree 
3) Neutra l 

6. Stretching self-educat ion deductions to include some ex penses that are not really self-
educations : 

I ) Strongly agree 4) Agree 
2) Disagree 5) Strongly disagree 
3) Neutral 

7. Since a lot ofrich people pay no taxes at all , if someo ne li ke me und erpays a lill ie, it" s 
not a big deal: 

I ) Strongly agree 4) Agree 
2) Disagree 5) Strongly di sagree 
3) Neutral 

8. Tax rates are just too hi gh, so it is not reall y cheat ing when you find ways to pay less tax 
than you are supposed to: 

I ) Strong ly agree 4) Agree 
2) Disagree 5) Strong ly di sagree 
3) Neutral 

9. When you are not rea lly sure whether or not you deserve a tax ded uct ion, it makes sense 
to take a chance and take deduction anyway: 

I ) Strongly agree 4) Agree 
2) Disagree 5) S trong ly di sagree 
3) Neutra l 
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10. With" hat things cost these days , it is ok to cut a few corners on your tax return just to 
help pay bills 

I) Strongly agree 4) Ag ree 
2) Disagree 5) St rongly d isagree 
3) Neut ral 

11 .lt is not wrong to hold back a littl e bit on taxes since the government spends too much 
anyway : 

I) Strongly Qgree 
2) Disagree 
5) Strongly disagree 

3) Neutral 
4) Agree 

12. When you know yo u deserve a deduction that the governmcn t will no t let you takc. it 
makes sense to tale it some other place where they will not catch you on it : 

I) Strongly agree 4) Agrce 
2) Disagree 5) Strongly di sagree 
3) Neutral 

13. l t is not so wrong to under report celtain income since it does not reall y hurt anyone 
I) Strongly agree 4) Agree 
2) Disagree 5) Strongly disagree 
3) Neutral 

14. The chance of getting caught are so low that it is worthwhile trying to cut corners a little 
on your taxes: 

1) Strongly agree 4) Agree 
2) Disagree 5) Strongly disagree 
3) Neutral 

IS.It is a ll ri ght to occasional ly under report certain income or claim an undeserved 
deduction if yo u are generally a loya l and law- abiding citizen: 

1) Strongly agree 4) Agree 
2) Disagree 5) Stron gly di sagrec 
3) Neutral 

77 


