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Abstract 

This study invejtigates the jiJirness perceptions of Addis Ababa City business profit taxpayers 

(lnd ils iJllPoc/s in their 1}(!rceIJ/iol1s, loge/her wilh other Foriahles. A theoretica/framework was 

develo/>ed hosed on the el)uity. distri/Jlltive justice, and procedural justice theories. The study 

udopled a I).,,~red method research approach to test the hypotheses and answer research question. 

7he data colleeted/i'Om 2]0 business projit taxpayers of which 200 were through distributing of 

se(f-ad/J1il ll~~'lered qucstiollnaires alld the remaining 30 Ihrough in-depth- interview. 

The /atest statistico/ package (SI'8S) so./ill'are, correlalion and regreSSion analysis, were used to 

alJalyse ihe survey {Ind thematic analysis waS applied to in-depth interviews. 

'(he results ult/lis c()) ))bi))ed reseoreh metlwdu/ogy suggest thai Addis Ababa City business projit 

taxpayers did not perceive positively in re!>pect oj' general, vertical, personal, exchange, and 

administration j(lirness except horizontal ./Clirness on the jJrevailing business projit tax system. 

lI'ith regard 10 tax kIlO\l'!e/(~e lI))d complexity, the.finding I!/Ihe paper showed that, the taxpayers 

did not have suflicient knowledge and there were no easily understandable and vague procedures 

o/the business /ll'IJjittllX S)'StC/)). 

Fina/~i l the 'hes.',' suggests a series (d'measures, which could be taken by (he government in 

general, 011(1 tax authorities in particular: i,'lIproving policy and (fdministration issues, educating 

the laxpayers and conducling Dwareness creation and consultal ion sessions, and providing all 

necessw )' social service to the public, as \IIell as maintaining the tax system fair and equitable. 
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._-- _. __ ._._- ... --

Chapter 1: Introduction 

T his thesis in vest igates taxpayers' percept ion towards the fa irness o f business profit tax in the 

co ntext of Ethiopia, part icularly Add is Ababa C ity business profit taxpayers ' case. Tax fairness 

issues enco mpass a number of tax fa irness d imens ions and other fairness affect ing factors. J fa ll 

tax fa irness dimensio n and other affecting fa ctors negatively interpreted by taxpayers, it could 

lead to the negative percept ions of the tax system by the taxpayers. 

The purpose of thi s chapter is to provide backgro und in fo rmation on the thes is. The remaining 

parts of the chapter are organ ised as fo llows . The fir st sect ion presents background of the thesis. 

While th e seco nd sect ion sets o ut statement of the prob lem. The objective of the research is 

pr~sented in the third sect ion. This is fo llowed by research quest io n and hypotheses in the fourth 

sect ion. In the ti ft h and s ix sections presents the r"search methods and scope of the study. 

Structure of the thesis is provided at the end or the chapter. 

1.1 Background of the thesis 

The issue o f ta x fairness and attitudes towards the fai rness of tax system has evoked great 

attention amo ng many reve nue authori ties in the world . Tax tairness is essential because tax 

systems ha ve been perce ived as fair in order to obtain a high degree of voluntary tax comp liance. 

In other wo rds, good understandin gs of taxpayers' fai rness perceptions are important for the tax 

authori ty to improve the tax system. Consequent ly enco urage taxpayers' co mpliance. In 

connect ion to this, Wenze l (2007 p, 53) stated that: 

1 
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____________________________________________ -L ____ ___ 

;' Toxalion involves numerous considerations a/justice and fairness, thaI includes 

perceived fairness of outcomes (e.g, lax burdens and tax funded benefits), fairness of 

the procedures ami treatment (e.g. rights and respectjitl treatment.I) , and fairness of 

sanctions (e.g .. punishments and amnesties) ". 

Currently the Ethiopian Revenue and Custom Autho ri ty (ERCA) are the mam administering 

bodies of the tax laws in the Country. The ERCA is responsible for the enforcement of the tax 

laws relat ing to income tax particu larly bus iness profit taxes, and other types of taxes. In add ition 

to this, the ERCA is also responsib le for co ll ect ing withho lding tax on payments made to non-

residents relating to interest, roya lties, contrac t payments, specia l classes of inco me (such as fees 

fo r technical adv ice) and income in respect of services perfo rmed by a public entertainer. 

Moreover, to the customs duties (import and export duty), exc ise duty, service tax and sa les tax. 

The current income tax system administered according to the Proclamation No.28612002 -article 

6, and the Income Tax Regulation No.78/2002 show that taxes that co llected from various taxable 

sources. These sources, according to FERA(2002), are income from employment exercised in 

the country, business activit ies, an enterpruneral activities, immovable property, dividend of 

res ident company, income from transfer of property, income obtained 11'om a foreign country, 

income paid by government un its, res idents, or non-residents through their permanent 

establ ishment , and profit shares of registered pal1nership. 

..J. 

2 
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In many under deve loped countries li ke Ethiopia, the low revenue yie ld of taxat ion can only be 

attributed to the fact that the tax prov isions are not properly enfo rced, either on account of the 

inability orthe adm inistration to cope with them, on account of stra ightforward corruption or the 

system get litt le at tention. That is, scanty attent ion is given to the cultural background of 

taxpayers, thei r aware l~ess leve l, and its determ inants when designing a g iven tax system. It has 

been argued, for vo luntary system to work successfu lly, the people must be confident that the 

taxes lev ied are I'ilir and everyone pays hi s/her share (Amin and Jhon, 20 I 0). 

Studies have shown that the business profit tax system must be fai r; to promote the object ive of 

an equitab le distribut ion of income. This is docume nted in the works of, for instance, Gerbing 

(1988), !-lite and Roberts (1992), Roberts (J 994), Chr istensen and We ihrich (1996), Richardson 

(2005) and Coetzee. and Oberholzer, (2009). To the knowledge of the researcher, it appears that 

there is no research conducted on taxpayers' percept ions towards the fa irness of business profit 

tax system so f<,r ill the Ethiopian context. li enee, th is study mainly intends to investigate 

taxpayers' perception towards the fairness of business profit tax system in Ethiopia with a 

particular emphasis on Addis Ababa City Administration. 

3 
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1.2 Statement of the problem 

Rea li z ing the im portance of the fai rness cr iterion, the Eth iopian government has continuously 

g iven attention to the i ss lJ e~ of tax po licy of the coun try pursuant to the structura l changes. For 

instance, the tax author ity has reduced the top employment income tax rate and business marginal 

income tax rate from 40% (ii'om 199 1 to 1995) to 35% (li'om 1995 to ulltil now) and from 40% 

(fro m 1991 to 1995) to 30% (from 1995 to unt il now) respective ly, with six tax brackets. This is 

for encouraging individuals to work more and to address the issue of vertica l equity. Besides, the 

dividend tax rate reduced from 25% to 10% to encourage private sectors to partic ipate in share 

companies (FI RA, 2002). 

Theoretically, the equity theory says a tax system cons idered both horizontal equity-equal 

treatment of equals and vertica l equity-the unequal treatment of un equals. This implies horizonta l 

equity ensuring as fa irness of a tax system whi le vertica l equity aims to achieve distributi ve 

justice. According to Am in and Jhon (20 I 0), there is no equity in the tax system under a 

condition where the burden of tax fall s excessive ly on those large businesses that are clearly 

visible and within easy reach of the authorities. Amin and Jhon further reveal that the impact of 

over-taxat ion of big and visi ble bus inesses is excess ively lowering legally earned profits creating 

a loophole whereby those small businesses, including the large informal sectors, taxed to a much 

lesser extent or not at al l. Consistent with th is, it is documented in ERCA (2002) that the tax 

system in Ethiopia mainly stresses on legal entorcement as a remedy to ensure its proper 

functioning. For example, Proclamat ion No. 608/2008 amends the earlier Income Tax 

Proc lamat ion (No . 286/2002); the amendments inc lude the change of the name of the Federa l tax 

4 
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authority to the ERCA: it also a llows ded uct ion of the actua l amo unt of maintenance and 

improvement expenses o f a b usiness asset. The amendment o n the proclamation mainly focuses 

on the vario us penalties and enforcement mec hanisms, while it stated nothing about how to create 

and increase the awareness o f the taxpayers . It gave the tax authorities the r ight to se ll the 

property of evaders without go ing to courts in order to co llect the outstand ing tax liabi li ty. Most 

o f the reform effo rts targeted institutiona l capac ity build ing putting enforcing lega l frameworks 

in place whi le o nl y in s ignifica nt e ffort , if any deployed to make the pub lic aware of the benefits 

of pay ing tax to the nat io n. The ta )(payers education program that is be ing carried very 

occas iona ll y, stresses mo re about teachin g the co ntents of the tax laws and pena lti es rather than 

promoting c itizens' sense of respons ibi lity toward taxation and devis ing ways to reward 

compliant behavior . 

According to the info rmatio n that the researcher obta ined fi·om Addis Ababa City Tax 

Admini stration Authority, only about 55% of the bus iness co mmun ities are committed to fu lfill 

thei r ta x o bligations rega rdless of the ex ist in g powerfu l tax proc lamatio n. T his clearl y shows that 

re ly in g so le ly on lega l enforceme nt (st ick approach) may not work always and foreve r. 

According to GTP (20 I 0) fo rwarded by Mo FED, there is a plan of increas ing tax to GOP rat io to 

17 percent in the fi ve years plan. Ho wever, the ev ide nce obtained recently shows that the tax to 

GOP ratios has dec reased. Accord ing to MOFED, this is spec ifi ca lly due to the preva lence of a 

hi gh number of non-co mp liance business co mmunities . T hus the a forement ioned persistence 

problems ca ll fo r a thoro ugh in vestigation toward identifying the root causes of these problems 

and ullcovering so me other obstac les(ifany) ove rloo ked ma inl y by the tax authorities. 

5 
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1.3 Objective of the study 

In the context of the problems highlighted above, the broad objective of the study is to explore how 

Addis Ababa C ity business profit taxpayers percei ve business profit tax fairness issues. Thus, this 

paper tries much to show taxpayers' perception towards the fairness of business profit tax system 

in li ne with the soc ial aspects (perception of the taxpayers); po li tical aspects (the way the 

ad min istrat ion cond ucts in acco rdance with tax fairness dimensions); in the case of the City o f 

Addis Ababa . 

1.4 Research question and hypotheses 

Therfore in orde r to ach ieve the above broad objective, resea rcher developed one-research 

questio n and fo ur hypotheses. 

I ) 'How is the perception of Addis Ababa City business profit taxpayers towards the business 

profit tax system? 

Hypothes is!: There is no difference in the level of/airness perceptions, tax knowledge, and the 

levels of perceptions of the complexity among Addis Ababa City taxpayers of their 

business profil tax systems. 

Hypothesis 2: Addis Ababa City taxpayers perceive fairness of their business profit tax systems as 

being mulli dimensional 

6 
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Hypothes is 3: Knowledge of business profit tox system has influence on taxpayers' fairness 

perceptions in the City of Addis Ababa. 

Hypothes is 4: Complexity of business profit tax system has impact on taxpayers' fairness 

perceptions in the City q( Addis Ababa. 

1.5 Research methods 

In order to achieve the main research objective of the st ud y, both positivism and non-positivism 

fundamental research framework were co mbined. The positivism approach which emphasizes on 

empirical means (or objectiv ity) to create knowledge is used to in vestigate whether the 

relationship between the factors under stud y exist, wh ile the non-positiv ism approach which is 

more subjective in natu re is used to provide an in-depth understanding of such relationship and 

enrich the findin gs fi'om the quantitati ve approach. In other wo rds. the two inqu iry paradigms are 

related in the sense that the quali tative approach is used to inform the quantitati ve approach. This 

mixed methodology approach is to gather data that cou ld not be obtained by adopt ing a single 

method. To be consistent with the cri t ica l reali sm approach (at least) one empirica l method (in 

this st udy, a survey) and one qualitative approach (that is in-depth interview) were employed. 

The methods were carried out sequentiall y with the intention that the interviews were enrich ing 

the findings in the su rvey. 

7 
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1.6 Scope of the study 

For undertaking this study, the researcher wou ld only confine to examinat ion of business profit 

tax payers ' percept ion towa rds the fairness of business profit tax system in the case of Addi s 

Ababa, Et hio pia i.e., so le proprietorship and partnership (perso nal business profit taxpayers). 

1. 7 StrnctUl'e of the thesis 

The thesis focu ses on the examination of taxpayers ' perception towards the fairness of business 

profit tax system in th e case of Addis Ababa City Admi nistration. Therefore structured as 

follows . Chapter 2 contains <1 review of the literature in cluding tax comp liance theory, theories o n 

fairness perceptions, applicat ion of the theories in the study and a review of past studies and 

research gap. The research des ign and methodology are presented in chapter 3. Specifica lly, thi s 

chapter sho ws the research question and hypot heses to be addressed by thi s thesis followed by a 

discuss ion of the under lying princ iples of qualitative and quantitati ve research approaches. In 

addition, chapter 3 prese nt s the rationale for the adopt ion of the mixed methods approach in the 

thesis. Chapter 4 presents the resul ts of survey and in-depth interviews subsequently thi s is 

followed by an anal ys is of the results of the different methods concurrently. That is, the find ings 

of all the different methods adopted in thi s st ud y are poo led togethe r, the resea rch question is 

answered, and hypotheses tes ted. Finally, chapter 5 presents an overview of the thesis and its 

major findings, "ecommendation, contribution to the literature, and tax authorities and limitation 

o f the research. 
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Chapter 2: Literature review and relevant theories 

In light of the above, the purpose of this chapter is to rev iew the literature in the area taxpayers' 

perception towards the fai rness of business profit tax system. This review of the literature 

establishes the framewo rk for the study and high li ghts the apparent strengths and weaknesses of 

the previous studies, which, in turn, he lp in clearly identifying the gap in the literature and 

tormulating the research question tor the study. The review has tive sect ions. Section 2. I presents 

a review of the theo ry of tax compliant. This is followed by fairness perceptions theory (equ ity 

theory, distributi ve just.ice theory, and procedural justice theory) presents in section 2.2. Section 

2.3 presents the applicat ion of the theories in this study. This is followed by a review of the 

relevant empirica l studies on business profit tax fairness issues and factors that affect business 

profit tax f.1irness issues in section 2.4. Finally, conclus ions on the literature review and 

knowledge gaps presented in section 2.5 

2.1 Tax compliance theory 

Tax compliance means obey ing tax laws. Andreoni et al. ( 1998) stated that compliance with 

reporting requ irements means the taxpayer files al l required tax returns at the proper t ime and that 

the returns accurate iy report tax liability In accordance with the Internal Revenue Code, 

regulations, and court decisions app licable at the time the return filed. According to Singh 

(2003), the definition of tax compliance is an action by a person filing his Income Tax Form (or 

usually referred as Returns), dec laring all taxable income accurately, and disbursing the payable 

tax with in the st ipulated time without getting the tax authority to keep reminding or taking act ion 
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against those nonco mpliance taxpayers. Simi lar ly, accord ing to James S.et al (2003), tax 

compliance expressed in terms of the degree that taxpayers' comply with tax law and the degree 

of non-comp liance measured in terms of the tax gap. This gap happens by means of both tax 

avoidance and tax evasion. Similarly, compliance gap also defined in (FIRA , 2002) as the break 

between the act ual , and the potential tax revenue and how that gap varies among the different 

sectors of taxpaying population. Noncompliance refers to not ab iding the tax laws. The types of 

noncomp liance; Firstly, the case of tiling; the noncompliance refers to non filing of returns to the 

tax authority will lead to tax gap i.e. the amount of unpaid taxes due foregone. Second, the 

nonpayme nt compliance refers to untimely taxes paid, that means payment not made in a timely 

manner to the tax author ity. Timely tax payment is impOltant to the tax authority_ The dues 

received now will used for the government' s expenditure otherwise, the insufficient fund needs to 

borrowed and incur additional cost. Thirdly, issue on noncompliance and tax underreporting. 

This considered a criminal offence that imposes severe penalty. The taxpayer practices no 

reporting by way of evas ion and avoidance; both are same except that the later is lega l while the 

former is illega l. This area of noncompliance poses a serious problem to tax authority because 

these taxpayers escape tax and their burden pushed to the other complying taxpayers. This is 

where the fa ir and equitable tax system is questionable. 

Andreoni et <1 1. (1998) referred the magnitude of evasion being the tax gap which is the difference 

between the federa l income taxes househo lds actua lly owe, and what they report and pay 

vol untaril y on a timely bas is but is main ly concerned with tax evas ion as the centra l part of the 

tax gap definition. As mentioned ear lier taxpayers' compl iance is a multi-faceted measure. 
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Brown and Mazur (2003) stated that theoretica l definition of taxpayer comp liance cons ists of 

'three mutua ll y exc lusive and exhaustive measures ' (Payment, filing, and reporting compl iance). 

There are many predictors ror tax compliance from the economic to the non-economic factors. 

The economic factors are detection and punishment, harsh enforcement, burden of taxation 

whereas the non-econo mic factqrs as mentioned by (A im, Sanchez, and Ana, 2003) are 

behav ioral in nature. Fisca l psychologica l factor is an impoltant element in tax comp liance 

research and numerous tax comp liance researches on tax fairness showed significant results. 

Generally the dec ision to comply or not is an ind ividual 's rat ional profit seeking attitude (e.g. 

All ingham and Sandmo, 2007) . A major difficulty in analyz ing noncompliance is in its methods 

of measurement. 

Braithwaite (2003) argues bo th taxpayers' attitudes towards the tax system and their tax paying 

behaviour together will have infl uence on the leve l of noncompliance. Therefore, both have to 

measure to understand overall levels of no n-compl iant behaviour. Naturally, indiv iduals have 

incent ives to co nceal their cheating. Based on the above expressions the definition of tax 

compliance can be sho rtly relined as the desire or willingness of the taxpayers to act in 

acwrdancc with lite lax law and tltc vo lunlary enarl they exercise to pay the ir tax liability on 

timely basis. 
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2.1. I DetelTence theory 

The taxonomy 0 f tax co mp l ia nce stud ied under theoret ical perspectives of deterrence theory and 

fi scal psycho logy. DetelTe.lCe theory r e lates 1.0 sanctions, threats (fines and penalty structure). It 

has association with crimina l justice. Tax noncomp liance is a so fl: type of " il legal" act of not 

co mpl y ing with the tax la ws . In fact , evasion of tax which illega l act of evad ing tax and 

avoidance of tax refe rs to a legal concept of tax evasion and act ivities related to avoidance are tax 

planning and tax in vestment. What made the deterrence theo ry that crucia l? They needed to deter 

the nonco mp liance activities of taxpayer who defau lt to pay the govern ment its rightful source of 

revenu e. Taxpayers are profit seek ing by gambl ing the benefits of evasion against the risk of 

detection and punishment. 

Researchers found a negat ive corre lation using sanct ions . However, despite th is re lationship 

between fear of sanction and cr ime rate it can lead to a pass ive behaviour by individual as 

repo lt ed by Jackson B. alld Mi ll iron V. (1986), and Cucc ia A. (1994), studied on the detection 

probabil ity and the intent io ns to evade taxes and hi s findings were cons istent with the deterrence 

theory. 

Nevertheless, literat ure that emerge later in late 80 ' s, psyc ho logy based var iables were tested to 

understand tax com pliance behav ior e.g. role of mo ral ob ligation, percept ions o f fa irness, se lf­

interest and others. As stated by Torg le r (200 I), an incrcase in deterrence on honest taxpayers 

w ill d isrupt a bala nce . Taxpayers' who paid fai r dues but gets audited and later fined, and eve n 

more disturbed when others who vio lated the law not punished . Therefore, taxpayers' cannot treat 
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harshly. because acco rdi ng to Mu rph y (2005) it is not to pun ish but to repa ir the harm done and 

secure future compli ance. Many ta x resea rchers ha ve questio ned the appropriateness o f the 

deterrence theory fra mewo rk (model) that used to explain compliance behaviour because 

deterrence can a lso be co unterproducti ve. Thus. the study suggested attitudes towards the tax 

system in explaining taxpayer no ncompliance. What can deduce is that taxpayer will o nly pay 

taxes beca use of fea r o f detection and punishment. In addi t ion, stated crime is an industry where 

market pa rt ic ipa nts act to opt imize their ut ili ty. There to re, a crim e will be committed if expected 

utili ty is greater than the ut ility that co uld gathered if effo rts devoted e lsewhere. Next paragraph 

w ill write o n fisca l psycho logy. 

2.1.2 F iscal psychology 

Attitudes research on tax compli ance first introduced in 1959 by Schmo lders. Thereafter attitude 

become a preva lent concept w ith the numerous studies that covers the field of economics, 

accounting, criminal j ustice (dec isio n sc iences), law, psycho logy, socio logy, ethics and taxation 

as d iscussed in the literature rev iew in this study. Th is has provided plenty of issues and 

questions to understand atti tude o r taxpayers. Mode ls us ing the att itudes tradition are more 

complex than deterrence theory models bes ides be ing un ique because it looks at comp liance 

intentions of the taxpayer. However, accord ing to Cucc ia ( 1994), fi sca l psycho logy suffers from a 

methodo log ica l shortcoming because it fa il ed to identify the mechanisms through which the link 

ex ists and that eco nomic based co mplian ce research wi ll be better at understanding taxpayer 

,·eport ing. Facto rs und er fi sca l psycho logy which are beha vio ral in nature are demographic, (e.g. 

age, gender), perceptions o f the mo ral 0 F evasio n, perceptions o f peer compliance and fa irness of 
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the laws. The taxpaye r may not revea l the truth in the survey due to bias because one person may 

perceive that underrepolting is not wrong as compared to another. 

Aim and Ana (2003) stated that equity models in understanding perce ived fairness. The most 

common point of difference in different theo ries on tax comp liance studies used the concept of 

exchange equity, vertica l equity, and horizonta l equity (e.g. Ana and Schisler, 2003). When 

public goods and services increase at a certain level of tax payment it boasts the taxpayer's 

perception of exchange equity and therefore the chances of tax evasion would be less. 

Becker, Buchner, and Sleeking ( 1987) supported that the presence of government expenditure 

will moti vate compliance. Respondents reported more than one income when they receive public 

goods than when they did not receive. However, as more theories stated that when publ ic goods 

increase, tax evas ion reduces lead ing to better comp liance, there was sti ll doubt whether the 

interdependence of taxpaye r and government in providing public goods is due to the equ ity effect 

or economic effect or both are responsible. They po int out a significant support for the relations 

between percept ions of fairness and compliance, exchange equity and compliance, and 

compliance and comm itment when tested fo r tax noncompliance using concepts such as tax 

underreport ing and cii sho nesty. 
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2,1.3 Factor's determining tax compliance behavior 

Fischer et aL ( 19.92) stated there are fou r bas ic factors that determine tax co mpliance behavior in 

his expanded mockl (Fischer Mode l). i.e., (i) demographic (e.g. - age, gender and education) (ii) 

noncompliance opportunity (e .g. income le ve l, income source and occupation), (ii i) attitudes and 

percept ions (e.g. fni rncss of the tax system and peer influence) and (iv) tax System/structure (e.g. 

com plexity of the tax system, probability of detectiun and penalties and tax rates). Thus, from 

The Factors, that affecting compl iance behaviour the spec ific factors that is fa irness issue and the 

fairness affecting factors of the Ethiopian income tax syste m remain as quest ions to be addressed. 

DelllogmpiI ic fa ctors 

The re lat ionship between delTIographiG var iables and tax compliance has long been of interest 

(T itt le, 1980). Thcce Illajor perso llal characteristics for which there is ev idence ofa relat ionship 

are age, gender, and education (Jackson and M ill;ron, 1986). The Fischer model suggests that 

demographic va riables ind irectly affect taxpayer compliance by their impacts on noncompliance 

opportunities and att itudes and perceptions. 

There is a pos iti ve link between age and taxpayer comp liance is repo lted (Jackson and Milliron, 

1986). Generally they pointed out yo ung taxpayers are more willing to take risks and are less 

sensit ive to sanctions as we ll as age is a factor for intentional evaders, with younger taxpayers 

less comp lain. I n add ition no ncompliance is significantly less co mmon and of lower magnitude 

among householders in which either the head or the head's spouse is over age 65. 
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Early research (Tittle , 1980) test ing the tax comp liance leve l of ma les versus females reports that 

females are more likely to tax compliance. Tradit ionally "females identifi ed with conforming 

roles. mora l rest raint s, and more conservat ive life patterns" (Jackson and Milliron, 1986) . All 

these att ri butes may promote higher tax compliance. 

Education, as a demographic var iable relates to the taxpayers' abi lity to comprehend and comply 

or not comp ly with the tax laws (Groen land and Ye ldhoven, 1983). Two aspects of education 

distinguished: "the ge neral degree of fi sca l knowledge and the degree of knowledge involving 

evasio n opportunities" (Jackson and Milli ro n, 1986). They find that those with more fisca l 

knowledge had more pos itive tax ethics scores than those with lower fisca l knowledge. 

Non-compliance opportunity 

In the Fischer model, noncomp liance opportunity can affect taxpayer compliance directly through 

income leve l, income source, and occupat ion. Almost all the theoret ica l mode l indicates that as 

income rises, tax evasio ns should increase over most ranges (Andreoni et aI., 1998). In other way, 

the lower income group tends to have a lower proportion of tax compliance by under-reporting 

income and by over-claiming expenses than the ir counterpatts in the higher income group. 

Taxpayers va ry in terms o f" the oppOItun ities ava ilable to them to overstating expenses and 

understating incomes. Greater tax noncomp liance opportunity is genera ll y resulted fro m se lf­

employment and income sources not subject to wit hho ld ing taxes . Sutherland (1949) point out 

that tax evasion considered as a white-co llar crime, committed by an individual of respectabi lity 

and high socia l status in the course of performing his emp loyment. In add ition, almost all so le 
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proprieto rs those who engaged in sales fi'om fixed locat ions (ca r dealerships, stores, restaurants 

etc) unde rstated taxes by the greatest percentage. 

A llitudes ami perceptiol1s 

The Fischer mode l suggests two major considerations for a ltering taxpayers ' attitudes and 

perceptions to tax compli ance are the fa irness o f the tax system and peer influence. Richardson 

(2006) it is w ide ly be lieved by tax admin istrators and the taxpayers that grow ing dissatisfaction 

with the fairness of tax system is the major causes for increas ing tax noncomp liance. As well as 

Grasm ick and Scott (1982) inc! icate that respo ndents with peers who practice tax noncompliance 

are more li ke ly to commit as well. My intention spec ifica lly focuses this theory area 

( invest igat ing taxpayers' perception and attitudes towards the fai rness of income tax system). 

Tax System/structure 

It is w idely ack now ledged that the extent of tax compliance in many developing countries has 

been decreas ing. The underdeve lo ped tax system/st ru cture is one of the major causes for thi s 

phenomenon. In the Fischer Mode l the effect ive ness o f tax system affected by complex ity of tax 

system, probab il ity o f detect io n, and penalties and tax rates. 

As the tax law has becorne in creasing ly complex, complexity has come to recognize as a possible 

reaso n for tax noncomp liance (Jackson and Milliro n, 1986). [n the context of tax compliance 

decis ions, complexity should include two dimens ions, excess ive detai l in the tax rules and 

numero us compu tat ions required. [;, add ition, if there is a higher audit probabilities and severe 

penalti es enco urage ta x co mpl ian ce. The thi rd majo r construct of t." system/structu re in the 

17 



Taxpayers' perception tmv;Jrds fai rness: personal business profit taxpayers in Addis Ababa 2011 

Fischer mode l is lax rates. Which reveal that the probabi li ty of underreport ing and the level of 

underrepolting are posit ively related to the marg inal tax rate. 

Socio-economic and psycll%gica/ filc/ors 

Culture considered as one of a powerful environmental ' facto r that affects the taxpayer's 

compliance. Different soc ial norms and ethical va lues wi ll. create different incentives for tax 

compliance. These cultural differences may have a direct impact on ethical values and moral 

dcvelopment and ultimately affect ing ta x co mpliance dec isions (Chan et ai, 2000). The next part 

will discuss about tax fai rness theo ries 

2.2 Theories 011 fairness perceptions 

As stated in Bhat ia ( 1976), a good tax system, in order to achieve var ious objectives, chooses and 

adheres to celt ain pj' inciples, which become its characteristics. A good tax system, therefore, is 

one, whic h is designed based on an appropriate set of principles, such as equality or fairness and 

certainty. According 10 James (2003), the most obv ious requiremenl of equity or fa irness is to 

treat equal people in equa l circumstances in an eq ual way. To put it differently, it is essent ial that 

a good tax system should appear egu itab le to the taxpayers. 

The literature has suggested that, distributive justice, and procedura l justice equity theory can 

give insights to examine tax fairness. Torgler (200 I) mentioned that tax fairness is a very 

important factor infiuencing taxpayers' compliance behaviour because it is related to tax burdens. 

Next paragraph is abollt tax fai rness framed under the theories below. 
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2.2.1 Equity theory 

Equity Theory emerged in the 1960s through the work of Adams (1965) who was particu larly 

interested to test th c concept of just ice ;n organizat ions (Greenberg, 1987). Since Equity theory 

has been extends (Leventhal et al. 1980; Greenberg 1987; Watson et al. 1996) and applied in 

va rious fields of studies, such as payment and job-related rewards (Aryee et al. 2004) and 

in fo rmation systcms (DollgiJs et :.11. 2007). 

Adams ( 1965) suggests that Equ ity Theory comprises two dimens ions namely reciprocation and 

allocation. Reciproca l equity, or exchange fairness, based on the premise that one would only 

respond fairly if the other party acts fa irly to them. Within th is exchange framework, equity, or 

fairness ac hieved when there is an equivalence orthe outcome/input ratios for all patties involved 

in the exchange (Coo k and I-I egtvedt, 1983). Inequity, on the other hand, sa id to ex ist whcn these 

rat ios are not equal. In other words, a perso n will perceive a system as fair if the benefit he/she 

receives equals their contribution, and vice versa. 

I n contrast to rec iprocal fa irness, which deals with mutual exchange, Eckhoff ( 1974) contends 

that allocation fairness mere ly in vo lves a one-way distribution of resources across a group or 

circle of recipients. This fai mess dimension is also known as indi rect exchange (Blalock and 

Wi lken, 1979). 

POI'cano and Price (1992) suggest that tradit iona ll y equ ity theory indicates two types of equity 

within a tax system: (I) horizontal equ ity and (2) vert ica l equity. Horizontal equity refers to 
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providing equal treatment to ai l in the same group whereas vertica l equity refers to giving a 

suitab le differentiation among unequal persons in that group. That means those who are rich 

should treat as ab le to pay higher than lower groups of income earners. In addit ion, the 

implemcntation of the tax systems bascd on either progressive tax structure or flat tax rate 

structu re however. most oF the individua l taxes are progress ive tax structures. i. e., that is vert ica l 

in terms of prov iding equity does not meet the expected equ ity. Therefo re, saw, K, and Sawyer, 

A. (20 I 0) found that taxpayers adjust their perceived inequalities through tax evasion. Therfore 

For reaching in to judgment of tax fairness issue look ing the attitudes of taxpayers' is quite 

important . The taxpaye r behaves as tax fair or not based on the attitudes 'he/she has framed 

against the tax system. Therlo re the researchers cri t ical of equity theory claim that in a judgment 

on r.1irnc~;s , a lIu mber of other f.1ctors need to be add ressed apart from exchange (e ither mutual or 

indirect) and horizonta l and vertical equity aspect of tax fairness. 

2.2.2 Distributive justice theory 

In order to extend the idea oFa liocat ion as suggested in Adam's (1965) and Porcano's and Price 

(1992) Equity Theory. D.IT wi ll introduced. DJT, which represents one part of Social 

Comparison Theory (La mm and Schwinger, 1980), postu lates that individuals not only judge 

equ ity in terms ofasscss ing their benefits they rece ive from their tax dollars (exchange fairness) , 

but also by comparing themse lves with others. In other words, indiv iduals compare their benefits­

rece ivecl-to-contributions-rat io with that of others in their reference group. Based on this premise, 

DJT assumes that distribution outcomes should be equal among those with similar contributions. 

However, in the process of allocat ing an incentive or reward, the princip le of exchange fairness 
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will not always maintain. The re are ci rcumstances in which the al location of rewards violates 

exchange lilirncss as indicated In prevIous studies (Schwinger, 1980). Hav ing this in mind, 

Leventhal ( 1980) contend s that dist ri butive fairness can ac hieve by applying allocation rules, 

namely the equity rule , equalit y rule or needs rule, depending on the situation. In achiev ing 

fairness, the equity rule suggests that: there must be relative equality between an individua l's 

contr;bution and bcnefil s. Simply staled, the equity rule requires individuals that compensated 

with the same ratio to their effort. as stated in excha nge fa irness. In contrast, the equa lity rule 

ca lls lor eq ual dislribution or rewards regardless or individual contribution. The equality rule 

suggests that everyone deserves treated equally irrespect ive of hi s or her contribut ion. With the 

needs rule, Leventhal (1980) proposes that the allocation decision should made after taking into 

account the recipients' needs. Based on this ru le, individuals with a low or a zero contribution 

may be allocated more bcncii ts (10 fu llill their needs) , as compared to those with a higher 

contribut ion. Porcano ( 1992) argued justice is a mu Itid imcnsiona l concept thus it is appropriate to 

use distributive theory which uses seve ral justice rules in determining one' deservingness 

Another thing is, that it is no longer one is personal, or group treatment, but the distr ibution of tax 

burdens across as a who le e.g. , the fairness of progressive tax rate . Eckhoff (1974), on the other 

hand, incorporates five principles that fo rm DJT, of which three of them are similar to Leventhal 

( 19RO). The principles :Ire rel:llive cq ll:llil y (Ihc eqllil y rllle), objecli ve eqllality (the equality rule), 

subjective equality (the need s rule), rank order equal ity and equa l opportunity. The rank equality 

criterion postulates that, if invest mcnts of the members of one group are higher than, those of 

another their rewnrds shou ld be highcr too. This princ iple suggests that, even though the 
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effortlreward is not necessaril y eq uiva lent, yet those with higher contri but ions should allocate 

more benefits than other groups. The remaining pr incip le is equal 0pp0l1uriity, which normally 

d iscussed in re lat ion to rae ial integrat ion policies (Cook and Hegtvedt 1983). The above 

discussion tenel s to locus on the pos itive side of DJT, that is, the allocation of benefits. However, 

DJT is also concemeci with the fa irness of allocation of punishments, known as retributive 

fa irness (Cook and Hegtvedt 1983). Under retributive fairness, the social system considered fair 

if the penalty imposed matches the comm itted crime. Sim ilar ly, the socia l system wi ll also 

perce ived as fair if the compensation received is equiva lent to any loss incurred in the social 

syste m. 

2.2.3 Procedu ra l justice theory 

PJT, an extension oi"cquity theo ry, orig ina ll y inspired by the contention in the legal context, that 

a community's acceptance of judicial decisions is highly influenced by the procedures employed 

to formulate them (Fuller, 196 1). App lying that foundation, Thi baut and Walker (1975) embark 

on a study of d ispute reso lution procedures and repo rt two interesting find ings. First, the 

dispu tants wit h process cont rol perceive verd icts fai r than those without process control. Second, 

d isputants that are invo lved in the decision-maki ng process are more li ke ly to accept the 

decisions even in the case 0 f advcrse outcomes. These find ings conclude that procedu ral fairness 

is important as it enhances the acceptance le vel of the outcomes received. Based on the 

pioneering ello rt o! Thi baut and Walke r (1975), Leventha l (1980) extends the notion of 

procedu ral justice into organ izat iona l settings contexts . Leventhal ( 1980) identities six principles 
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against which fa irness of procedures may evaluate, namely: consistency, bias suppression, 

acc uracy, co rrectab ili ty, repl'esentativeness, and ethica li ty, 

A consistency criter ion req uires the allocat ive procedures applied consistent ly among different 

individual s at a ll times, No one should g iven privileges over another, In add ition, the consistency 

criterion a lso demands the allocati ve procedures remain constant without frequent change, 

Regular a lterations made to the procedures may lead to a vio lation of the consistency ru le, When 

the consistency rul c is vio lated perceptions of proced ural fairness will decline, 

A bias suppression criter ion pos its that prejud ice should avo id in a llocat ive procedures, Everyo ne 

shou ld treat tilirly without any disc l'iminat ion or misconcept ion, Allocative procedures that 

promote preferenlial I,-eatment, or personal se lf-i nterest, will vio late a bias suppress ion rule, and 

consequently proced ura l fa irness will perce ived as unfair. 

The accuracy cri terion states that allocat ive decis ions based on accurate information. This is 

essent ial since fail ure to co llec t and process accurate in fo rmation wi ll result in incorrect decision­

making and jeopardize an ind ividuaf' s confidence in the fairness of the procedures adopted. Thus, 

the accuracy crit er ia should sustain to increase a positive perception of procedural fairness. 

Correctab ili ty deals with the opportu nity to revise incorrect decisions made. This criteria requires 

a leg itimate channel to mod ify dec is ions must exist as a prerequ isite fo r allocat ive procedures to 

be perce ived as fa ir, 
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Representativeness defined as the opportunity given to persons in the decision-making process. 

The rule postu lates that the a lloca tion p,rocess must represent the concerns of al l recipients to 

ensure greater acceptance of the procedures. The final criterion is ethics, which contends that 

allocat ion procedures based on prevailing moral and ethical standards. In the. absence of the 

ethics rule, individuals may perceive that procedural fa irness vio lated and thus their fairness 

perceptions wi ll reduce. 

Gerbing (1988) mentioned the pivotal role of leg itimacy on tax comp liance behaviour. Procedural 

justice will lead to legitimacy. Leg iiimacy in tax comp liance behaviour is define as a be lief! trust 

by taxpayer on the Lai< authNit)'. Thi s b.::liefthat they are fairly treated will want to obey the laws. 

Murphy (20.05) states every year . sign ificant middles income taxpayers' use aggress ive tax 

planning to either legally or illega lly conceal their actua l income. The illegal taxes planning 

behaviour cannot sellie just by using fo rce or threatening st rateg ies, because in the end the 

legitimacy of tax authorities wi ll be undermine. People are less inclined to accept an unfavorable 

outcome and are like ly to challenge the situation when they bel ieve that the procedures are un fa ir. 

Therefore , the authority has to playa fai r ro le that will increase the perception of legitimacy and 

can create coo peration and get the public to obey tax laws. Two aspects; att itudes and behavioral 

can be measured to assess the noncomp liance behaviour of taxpayer as well tax fail'l1ess issue. 

In genera l, terms, from the .above-mentioned theories the six princ iples of Leventhal ( 1980), 

consistency (Fry and Chene)" 198:, Barret and Tyler, 1986) and representativeness (Makkai and 

Braithwaite, 1996). are the 1110st important criteria that indicate procedura l fairness. 
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2.3 Theories in tax fa irness perception 

Under thi s sectio n, the researcher deducted the general overview of the theory that is applicable 

fo r th is study only as fo llows: 

2.3.1 Equity theory and tax fairness 

Equity Theory predicts that individual's judge fairness based on outcomes and they be lieve that 

incenti ves and punish ments should distribute acco rdingly, with reference to the inputs or 

contri but ions (Bobek, 1997). In add ition, Equ ity Theory postulates that individuals are more 

like ly to comp ly with the ru les if they perceive that they treated fairl y under the system. In simple 

terms, Equi ty Theo ry is co nce rned with exchange fa irness . 

In the context of taxat ion. the ' exchange parties' are individuals (taxpayers) and the government. 

Theoret ica lly, individ uals wi ll perce ive the tax system as fa ir if the benefits rece ived from the 

govern me nt fo r tax paid is an eq uitab le ratio. If the rat io is not eq uitab le, then the exchange 

deemed as unfa ir and indiv iduals are li ke ly to seek to restore equity, through non-compliance. 

However, in practica l terms, exchange fairness in taxation may not achieve due to different needs 

or requirements of taxpayers. For examp le, a high-income earner will probably receive less 

benefit from the governllle nt, despite their contribution, compared to the low-inco me earner. 
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2.3,2 Distributive justice theory and tax fairness 

The essence of D.IT is that individua ls evaluate the fa irness of the distribution outcomes by 

comparing the benelits- rece ived-to-the ir contribut ions-ratio with that of others in their reference 

group. Individuals will find their interact ions, as equitable if the distribution outcomes are equa l 

among those with simila r contributions (Walster, et al. 1978); this known as horizontal fairness. 

In the context of taxation , horizontal fa irness (equity) suggests that equa ls before tax should be 

equal after tax (Gravelle, 2006). In other words, it requires ind ividuals in similar economic 

positions taxed at s imilar rates regardless of their we lfare . Th is based on the equal ity rule 

suggested by (Gravelle, 2006). However, in taxation, horizontal fairness should least be permitted 

to stand on its own . Notwithstanding a s imilar amount of inco me, two persons might have 

different commit men ts, such as the number of dependent s. A sing le person hav ing tax deducted 

of $2,000 fr 'OIl1 a gross sa lary of $ 1 0,000 wo uld consider the tax deducted as not so burdensome 

compared to another person with the same income (and tax withhe ld) but with four dependents. 

Thus, this d imension or lilirness should complement with the othe r d imensions of distribut ive 

fa irness to ensure an overa ll fa irness percept ion. 

Le venthal (1980) suggests that d istr ibutive fairness should make after tak ing into account the 

rec ipients' necess ities. The idea of this principle is that the rat io of inputs and outputs need not 

necessaril y be eq ui valent to ach ieve fa irness, but rather it depends on ind ividua ls' needs. This 

illlp lies as vertical I<,irl1e" (eq uit y). In the case 01' taxation, vertical fairness is usually concerned 

with thc abilit y to pay (Ki rchlcr et a l. 2006). In other words. vert ica l fa irness suggests that those 
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w ith hig her incomes should pay more ta x (at a higher rate) than those with lower incomes. 

Alternativel y, ve rtical fairness also linked to bene fit s received by the low-income earners. In 

re lation to thi s, the low- inco me earners do not only pay less tax but they are also entitled to 

receive more bendits li'o m the govern ment. Thus, unlike horizo ntal fairness, vert ical fairness 

takes into acco unt the " welfare" of ind ividuals before determining the ir contribution to tax and 

entit lement to rece ive governmcnt bene/its. 

2.3.3 Procedural jus tice theory and tax fa irn ess 

Procedural Justice Theo ry (PJT) predicts that procedural fairness may have influent ial effects 

because fairness in procedures may lead to fairness in o utcomes (Thibaut and Wa lker, 1975). In 

other words, PJT suggests that the em ployment of fair procedures is like ly to lead to more 

equitab le outcomes than when unfair procedures employed. In add ition, Leventhal (1980) asserts 

that there are si x principles against which fai rness of proceclures may evaluate, namely: 

cons istency; bias suppression; accuracy; correctabil ity; representati ve ness: and ethicality. 

In the context o f ta xation , procedura l fai rness emp loyed by the tax system may influence the 

fa irness perceptio ns 0 r taxpayers. I f taxpayers perceive that procedures applied in assessing the ir 

tax returns are until ir, the tendency fo r taxpayers not to comply is high, and vice versa. In 

fo rmin g the ir fairness judgments, taxpayers will normally evaluate the consistency of the 

procedures applied by thc tax system. The procedures applied by the tax system should perceive 

as consistent thro ugho ut t ime and across all taxpayers. In add ition to this, bias suppress ion is also 

an impoltant feature of fa irness procedures. The procedures in the tax system sho uld not promote 
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prefere ntial treatment or pe rsona l se lf-interest. In other words, a ll taxpayers must treat in a 

s imilar manne r. With regard to accu racy, the lax system sho uld handle tax matters with great 

care. Decision-mak ing based on the wro ng in for mat ion will lead to perceptions of unfa irness by 

taxpayers. Fo r the co rrectabi lity cri teria. this requires taxpayers g iven an opportunity to rev ise 

and amend any inco rrect decis io ns made by them. To ensure greater acceptance of the tax system, 

the procedures employed must be representat ive of all rec ipients. Thibaut and Walker (1975) 

prov ide ev idence that d isputants who are involved in the dec isio n-mak ing process are more like ly 

to accept the dec is ions even in the case of adverse outcomes. 

Fina ll y, the procedu res employed based on preva il ing mora l and ethica l standards. T he presence 

of the above princip les in the tax system is im po rtant because they form the bas is of procedural 

fairness eva luation. If taxpayers perce ive procedura l fairness v iolated, and consequently their 

fairncss pe rcc ptions will dccli nc (Aizcn, 1982; Doug las ct a l. 2007). 

Therefo re based o n the ta x fa irness thco ries di sc ussed so far , the resea rcher deve loped the mode l 

show n in fi gure 2. I .the mode l depicts the relatio nship between business profit tax fairness 

perceptions and the facto rs lhat affects tax fa irness perceptions. 
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Figure 1: Factors affectin g fairn ess perceptions (the influence of independents va riables on 

dependentvariabl~ 

Tax fairness 
dimensions 

Tax 
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~ General fa irness 

~ Exchange fairness 
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Vert ical fa irness 

Persona l fai rness 

Ad ministrative fa irness 
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Tax 
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2.4 A review of empirical studies 

Po licYlllakers claim lha l laX fai rncss is an important goa l for the state in order to encourage tax 

compliance (fo r examp le, the tax authority in the US (in land Revenue Service - (IRS» has put a 

great emphas is on fa irness perceptions in an effo rt to improve tax co mpliance - Bobek,1997). 

Thus, it is CO mmon for a tax system that vio lates the bas ic principles of fairness and effi ciency to 

an tic ipate no n-compliancc among tax payers (I-lead, 1999) . The quest ion is how to define 

fa irness? Accord ing to I( irch!cr ct a l. (2006), a tax system de fin ed as being fair when taxpayers 

are ta xed based on the ir abilit y to pay (o r vertica l fa irness), i.e., vertica l fa irness asserts that 
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taxpayers with diffe rent economic situations should be taxed at different rates. This would result 

in higher inco me earners pay ing tax at highe r rates than the low-incomc earners. 

However. this definition docs not encompass the comprehensive fairness percept ion since past 

studies ha v f~ unanimous ly agrcGci tl~ at lax fairness is a multi-dimensional construct. For example, 

Jackson and Mill iron ( 1986) suggest a.nother component to fa irness, horizontal fairness. 

Horizonta l lilirness rCFol11l11e lids t.hat taxpayers of s im ilar econom ic pos it io ns shou ld pay the 

same amount of tax. However, such equa l treatment somet imes conflicts with other economic 

object ives of taxat ion, which therefo re need to be compromised (Holines 200 I). Holmes (200 I) 

further c laims that , in practice, al l income tax systems have breached the horizontal fa irness 

premise to meet economic, socia l, or polit ical object ives. 

Other dimensions of iilirness further documented in the fol lowing studies. The first study is a 

major stud y on fairne ss pe rceptions, wh ich was undertaken in the US after the (then) latest Tax 

Reform Act of 1986 by Gerbing ( 1988), th rough a mail survey of 225 taxpayers in the Dallas/Ft. 

Worth ll1!:tropoliu!1l arca. Us ing a Illclor a nal ys i~ 011 the se lf-deve loped measures of fairness, 

Gerb ing ( 1988) ident illed fO<l r underlying d imensions ofi-airness that in clud e: 

(I) Genera l fairness and distribut ion of the tax burden; 

(2) exchange with the government; 

(3) Attitude towards taxation of the wea lthy; and 

(4) Pre fe rred tax rate structure 
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Using a refined version of the survey inst rument of Gerbing ( 1988), Christensen et a!. (1994), 

who stud ied the impact of education on fairness perceptions among 296 university students in the 

US, report consistent underlying dimensions of fai rness, as fo und in Gerb ing (1988), with an 

additional dimension kno wn as se lt~ inte re s t. Simi lar tindings were documented when a survey 

instrument was administered among tax professionals and tax educators in the US (Christensen 

and We ih rich 1996). prov iding evidence of the robustness of the instrument (Richardson 2005). 

Another study on the US inco me tax system was conducted by Bobek ( 1997), that concerned 

with distributive fai rness, procedural fainless and policy fairness. While di stributive fai rness 

dea ls with horizontal and vertica l cquity, proced<lra l Ini rness relates to the process employed to 

reach distribut ion outco mes. Bobek ( 1997) Procedural fai rness argued to be impoltant since it 

may lead to greater acceptance of the distribut ion outcomes similarly, argues that the content of 

the tax law (policy) is al so important s ince it is the antecedcnt tor the distribution outcomes. 

Bobek (1997) concludes that po licy fairness is important fo r the distribution outcomes to 

perceive as fair. In her study, Bobek ( 1997) se lected three groups of respondents consist ing 108 

un ivers it y siudents, 19 elementary schoo! parents and 51 res idents of Flor ida and Georgia. 

While "greei ng th"l I'lirncss perceptions arc multi -dimensional, Turman (1995), on the other 

hand, foc uses on one dimension of fairness, that is, preference for either progress ive or 

proportiona l taxat ion. In Turman's ( 1995) study, an experiment: invo lving several tax tasks 

conducted with 58 community co llege students, revealing an overa ll preference fo r progressive 

tax rates. 
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The above-rnent ioned literatu re on va rious dimensions of fairness perceptions has been widely 

discussed overseas, espccially in the US, whi le a gro wi ng concern over this issue can seen in 

Australia and Hong Kong. In Aust ralia, fo r instance, a survey (a lso using a modifi ed version of 

the Gerb ing's ( 1988) instrument) cond~cted on postgraduate business students to evaluate their 

fai rness perceptions and the re lationsh ip with the ir tax compl iance behaviour (Richardson, 2005). 

That study revea ls Five underly ing dimensions of fairness perceptions including general fairness, 

exc hange with gove rnment, specia l prov ision, tax rate structure, and se lf-interest. In Hong Kong, 

six dimensions offa irness reported in a survey among postgraduate students (Richardson, 2006). 

The dimensions arc general fairness; tax rat.e stru cture; midd le-income earners' tax burden; 

exchange with the government ; se lf-interest; and spec ial prov isions for high-income earners. In 

his extension to the research, Richardson (2005) and Gilligan and Richardson (2005) made a 

cross-cultural comparison between the findings from Australia and Hong Kong, where several 

significant diffe rences of opinion regarding the fairnt.ss perceptions were reported. Such 

differences expected due to markedly different tax systems between the two countries, where 

Hong Kong app lics a flat tax ratc structu re, no withho ld ing tax, no se lf-assessment system, and 

no tax on dividend and interest incomes (R ichardson, 2005). Notwithstanding the importance of 

fairness issue as far as researcher, view almost no literature on fairness perceptions in Ethiopia, 

parrieul" rl), Add is Ab"ba Ci ly casco 

The multi -d imensional perceptions of fairness are not limited to the d irect tax only but a lso 

extended to the area of indirect tax i.e., this is empir icall y established by Takenishi (1990) who 

revea led lhal t:lirm;ss .iudgment is mulii-d imensional. By using mu lt iple regress ion analysis, the 
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researchers found that procedural fairness, (nOle: This refers to emotion-based attitude, which is the opposite of 

cognitive attitude (value-based). outcome eva luation, and affect ive responses, made up the fairness 

judgment of the consumption tax among Japanese citizens (Takenishi, 1990). 

With regard to fairne ss perceptions a comparative fairness perception study(which is not related 

to tax) undertaken in S ingaporc and China to observe how peop le across different regions fo rm 

their fairness judgments found that people in a more deve loped region and living in a more 

competitive soc iety will be more tolerant of social unfa irness (Richardson,2005). Therfore base 

on the above literature the researchers suggest that, in the case of an environment filled with 

reward and punishment (where the income tax system can consider as one of the lega lized 

environments, with various penalties), such fairness perceptions remain approx imate ly the same, 

irrespect ive of the regions and econom ic backgrounds (Richardson, 2005). 

While such a contention is ye t be tested in this study, emp ir ica l findings from previous stud ies 

indica te that taxpayers ti'om different countries have diss imilar leve ls of fairness perceptions 

towards thei r respecti ve income tax system. For instance, a comparative study conducted in Hong 

Kong and Austra lia by Richardson (2005), revealed that there were severa l significant differences 

of fairness perceptions on their inco me tax system, particularly in terms of general fairness, 

special provision s, tax rate structure and self-interest. It argued that such differences were due to 

the different nature of the income ta x systems implemented between the two countries. While 

Richardson (2005) investigates perceptions on va rious dimcnsions of fa irness, measures persona l 

taxpayers fa irness perception s based on their ratings on the Aust ralian income tax system. From 
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the su rvey, it indicated that more than 60 percent of the personal taxpayers who completed their 

own return forms perceived that tax system to be unfair. 

In the US, Etzion i (1986), who measured fa irness perceptions in terms of the tax rate over 14 

years (from 196 1 to 1980), found that the Ameri can taxpayers had increasingly perceived the tax 

system as unfair. Meanwhile, a study on Dutch taxpayers (who were se lected us ing marketing 

bureau, and surveyed either through internet or face-to-face interview) on distributive fa irness 

(which is measured by one item) suggests that they perceived the tax system as moderately fair 

(Verboon and Dijke. 2007). However, when another survey was undertaken using five items to 

measu re distr ibut ive fairness , the taxpayers' mirness perceptions of the income tax system 

declined (Verboon and Dijke, 2007). Apart from the different measures used, the contradicting 

results may also due to the different sample selection used in this study where it was concentrated 

on Dutch emp loyees who worked for at least e ight hours a week. Besides th is fairness, issues can 

also al'l(;ct hy olher "Iclors like lax know lcdge and complex ity of tax system. 

Harris (1989) slatecl that tax knowledge had an indirect eflect on compliance behaviour through 

fairness perceptions. In that study, Harri s (1989) separated tax knowledge into fisca l awareness 

and technica l knowledge, and observed the impact of each type of knowledge on fairness 

pe rcept ions. The findings show that the types of tax know ledge influence fa irness perceptions. 

The influence o J' lax knowledge on i(lirness percept ions further documented by Schisler (1995) 

who carried ou t " study co mparing tax preparers and taxpayers. Taxpayers that se lected amongst 

MnA stllden ts wi th al 1L';ls{ live yC~lrs working cxpcricllcc whih..: lax prcparers comprised o f tax 

practitioners from certifi ed public accountant (CPA) firms in the US. Based on the analysis, 
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stated that ta xpayers have signifi cant ly lower fa irness perceptions co mpared to tax preparers. The 

result might be due to the absence of tax know ledge among taxpayers compared to tax preparers. 

1':lIlan (1000) laler confirmed Ihe lindings 111:1 1 la :\ knowledge signiiic:1Il1 ly changed att itudes 

towards the fa irness of the tax system. 

To ex tend the studies on tax knowledge ancl fairness perceptions, researchers have investigated 

poss ible ways to improve tax knowledge among taxpaye rs, and consequently their fa irness 

perceptions. 1'01' instance, White et al. ( 1990), in the ir experimental study on tax students, 

suggested that a 10 l'lnal c la ss in laxat ion would enhance their knowledge about the law and 

apprec iat ion of fi scal pol icy goa ls, thus increasing perce ived fairness. This study is supported by 

Warlick (1994), who claimed that exposure of inl'o rmation during a tax law change will improve 

taxpayers' knowledge. and subsequently mitigate their perceptio ns that the tax system is unfair. 

Apart from the impact of tax knowledge and fai rness perceptions, a review of previous studies 

also provides overall picture of taxpayers' leve l of knowledge in several countries. Wh ile it is 

a lso appropriate for the researcher to have a genera l understanding of taxpayers' knowledge of 

taxa tion as a who Ie. 

Coctzee and Oberholzer (2009) also stated in the ir stud ied the tax pract itioners in South Afr ica to 

gauge their percept ions on the tra inees' ta x knowledge. The results revea l that majority of tax 

practitioners (abo ut 85 percent) be lieved that trainees mainly have general knowledge and a 

wo rking knowledge of ind iviclua l inco me tax. It is not surpri sing that they possess such good tax 

knowledge, as the trai nees are the fLlture tax profess ionals who will be ass isting less specialist 
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taxpa ye rs. It expected of such trainees to possess such a high level of know ledge, as suggested by 

tax practitioners and educators. 

Tax complex ity c~n take many forms · such as computat iona l complexity, forms complexity 

(American Institute of Certified Public Accountants, 1992), comp liance co mplexity, rule 

complex it y (Carnes and Cuccia, 1996), procedural complex ity (Cox and Eger, 2006), and the 

low level of readability (Saw and Sawyer, 2010) and suggested that tax complexity ar ises due to 

the increased sophistica l ion in the lax law. 

A review on tax complexity in a co mparative stud y of seven countries by Strader and Fogliasso 

(1989) suggests that Japan, the UK, France, Italy and the US, all have highly complex tax 

systems. Only Sweden and Netherlands co nsidered having a moderately complex tax system. 

Hasse ldine and Bebb ington in Malaysia reforms made since the mid 19805 to overcome the 

complexity of the tax system. However, Tan and Tower ( 1992) claim that the effo rts made by the 

tax authorit y at that time to simpli fy the tax law fa il ed. In their study, the authors applied the 

Flesch Reading Ease Index to measure the readability leve l of New Zealand tax legis lat ion, Tax 

Information Bulletins (TIBs) and Tax Return Guides. The Flesch Reading Ease Index measures 

thc dillicult y ranging li·o m zero (most difficult) to 100 (least difficult). Their fi ndings indicated 

that there was no progress with s impl ifi cat ion at that time, except fo r the Tax Return Gu ides. Tan 

and Tower ( 1992) recommend that shorter sentences and an active sty le of writing will help 

improve the readability of tax legislat ion and consequently reduce the complexity of the tax law. 
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A more recent stud y by Pau et a l. (2007), however, prov ides contrary ev idence on tax 

simplification in Ncw Zealand. The researchers test the ef'iccti ve ness of the newly written Income 

Tax Aet 2004. Tins. and binding ruli ngs using readab ility measures, namely the Flesch Reading 

Ease Index. Flesch-Kinca id Grade Lcvel Index, avcrage sentencc length, and percentage of 

pass ive sentences. They found significant improve ments in respect of tax simplicity through 

these measures. Sawye r (2007) agrees that there have been some improvements in tax 

simplification but continual change to the leg islation has a certa in extent delayed the rewrite 

programmer (a nd delayed the benefits). 

As an extension to the prev ious studies (Pau et al. 2007; Richardson and Sawyer 2007; Tan and 

Tower 1992). Saw and Sawyer (20 10) recently examine the readability of a sample of the 

se lected sections of" the Inco l11e Tax Act 2007, TlBs, and binding rulings using similar measures 

as in Pau et al. (2007). Overall , the resu lts suggest further significant success to the rewrite 

project, undertaken by the New Zea land government in its tax simplicity goa ls in the context of 

improved readabi lit y. Int erestingly, the Income Tax Act 2007 appears to be more readable 

compared to either bindi ng rulings or TIBs, although these tax-related materials are supposed to 

be the explanatory mater ial s. Fo llow ing thi s rewri te project, the results of this study also indicate 

that thc pe rcentage of peop le with an educat ion level of Years 11-1 3 to understand the Income 

Tax Act 2007 has significa nt ly increased. 

In Ma lays ia, Mustafa (1996), who studied taxpayers' perceptions towards the se lf-assessment 

system which was to be introduced (at that time), suggests the presence of tax complexity in 
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Malaysia, particularly in terms of record-keeping, too much detail in the tax law and ambigu ity. 

The findings are partly cons istent with the six potential causes of complexity labe led as 

ambiguity, calcu lations, changes, details, forms, and record keep ing, identified by Long and 

Swingen ( 1997). Such complex ity is also present in Australia where it forces taxpayers to engage 

tax agents to dea l with their tax matters (McKerchar 2005). McKerchar (2005) further identified 

the most common prob lem faced by taxpayers is to understand the instructions in the Tax pack. 

This fo llowed by the problems of understand ing the rules, the tax return forms, and other relevant 

written information prov ided by the tax authority. 

In Austral ia, McKerchar (2005), who carr ied out a survey among tax agents, notes that tax agents 

are not happy with the increas ing complexity of the tax law. Also further claims that the tax 

agents desire a much simpler tax law, with less regu latory materia l and ad-hoc change. 

Some researchers agree that a certain degree of complexity in the income tax system is necessary 

to ensure the system is l ~li r (lo r example, Forest and Shel'fi'in, 1990). Th is particu larly represents 

the perceptions oJ the tax authority and tax professionals, as suggested by White (1990). 

Applying four scenarios of tax complex ity, White (1990) asserts that both the tax authority and 

tax profess ionals (tax lawyers and tax accountants) prefer complexity in the tax law but at 

different levels. The tax author ity prefers tax complexity that will increase the ir probab ili ty of 

winn ing cases in disputes, while tax lawyers on the other hand, are in favour of tax complexity 

that gives rise to a higher probability that the taxpayers will win the case. Similarly, tax 

accountants' preferences are also towards a high level of tax co mplexity, as it will increase the 
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demand for their tax se rvices. Des pite these diffe ring leve ls of des ired co mplex ity, the ultimate 

goal o f the tax authority and tax profess ionals is ( 0 ea rn as much fee income as possible from 

taxpayers. Thus, undoubtedl y. taxpaye rs do not support tax law complex ity. 

Notwithstand ing preferences by the tax authority and tax profess ionals, tax complexity actually 

causes disappo intment and consequently negative perceptions of fairness amo ng taxpayers 

(Carro l, 1980). Milliron (1985) clai ms, in a study of jurors, that the participants viewed 

complex ity and fairness as distinct but incompatible featu res of the inco me tax system. 

Carnes and Cucc ia ( 1996), and Kirc hler et al. (2006), also share s imi lar views on the inverse 

relationship between co mplexit y and fai rness percept ions. In that respect, however, Carnes and 

Cuccia (1996) fu rther argued that such assoc iatio n might be perfectly true in the case of 

"unnecessary co mplexity," but not on "justified complex ity", where the perce ived justification 

may moderate the effect of "justified comp lex ity" on fa irness perceptions. [n Carnes and Cucc ia 

( 1996), the authors prov ide evidence of the weakening effect of complex ity on fa irness 

perceptions when the percei \'ed justificat ion increases. 

In genera l, by adopt ing a deductive ap proach on the rev iew of the literature the following section 

presents co nclusions and know ledge gaps. 

2.5 Conclus ions and knowledge gaps 

This chapter descr ibes the re leva nt theories, including equity theory, distributive just ice, 

procedural j ustice, and deterrence theo ry that fo rm the background of this study. Based on the 
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discussion, the extension to equity theory cons idered that appropriate to exp lain that perceptions 

of fai rness of the business profit tax system. Briefl y, the extended equity theory (which 

embedded D.lT and P.lT) assert s that ind ivid uals no rma ll y form their overall fa irness judgments 

on any particul ar sys tem by referring to their views on rec iproca l fa irness, distri but ive fairness 

and procedural fairness . When they have pos itive percept ions on these dimensions of fairness, the 

likelihood to have a fa ir judgment on the system would be high, and vice versa. Accordingly, 

judgme nt so iOf'lned would be in ll uence thei r inte nt ions. 

A review of past studies on tax fairness, tax knowledge, and tax complexity indicate mixed but 

interest ing findings. For instance, while the proposition under the equity theory that fairness 

percept ion have a number of considering factors ma inly supported by empirica l work which is 

widely cond ucted in developed count ries particularly in Australia, Canada, New Zea land, and USA. 

On the other hand, in deve loping countries there has been a relatively small number of tax fairness 

issues studies carried Ollt in Kenya, Hong Kong, and Ma lays ia. More specifica ll y, in the case of 

Ethiop ia to the knowledge of the researcher there is no single study on such issues especially in the 

case of business profit tax system. This encourages the resea rcher to assess taxpayers' perception 

towards the fa irness of business profit tax system thro ugh considering various tax fairness 

dimens ions and other influenc ing factors in the case of Addis Ababa City Admin istration 

Business profit taxpayers. 

These gaps lead to the main resea rch quest ion of the thesis. How is the Addis Ababa business profit 

laxpayers percepliol7 lowards Ihe jiu'rness of business profil lax system? The fo llowing chapter 

provides deta ils of the research method in respect of the identified research problem . 
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Chapter 3: Research design 

The preceding chapte r indicated that the literature on business profit tax fairness issues is limited. 

J::specia ll y li'om the perspecti ve o f Ethiopia, it appears that there is no research conducted in 

invest igating act iv ities of whether the Ethiop ian tax system is fair or not. 

The purpose of th is chapter .is to present tbe research question and hypotheses, the underlying 

principles o r research methodology and the cho ice of the appropriate research method for the 

thesis. The chapter arranged as fo llows. Section 3. 1 presents the hypot heses and research 

question for the thesis. Sect ion 3. 2 presents the resea rch approaches. This is followed by the 

philosophy of quantitati ve (section 3.2.1), qualitative (section 3.2.2), and mixed methods (along 

with disc uss ion or thc choice of the appropriate met hod for the current research) (section 3.2.3) 

approaches. Then, the research methods adopted in this study in sect ion 3.3. The quantitative 

aspect in sect ion 3.3. 1 and qualitative aspect in section 3.3.2' presented. Fina lly, conclus ion and 

the relat ionsh ip between research question and hypotheses, and so urces of data are presented in 

(sectio n 3 .4). 

3.1 Hypotheses and research question 

As presented in chapler I, the broad o bjecti ve of the thesis is to explore how Addis Ababa City 

bus iness profit taxpayers perceive business profit tax fairness issues. Thus, this paper tries much 

to show taxpayers' pe rcept io n towards the fairness of business profit tax system in line with the 

soc ial aspects (perceptio n of the taxpayers); po litical aspects (the way the adm inistration 

conducts in accordance with tax fai rness dimensions); in the case o f the C ity of Addis Aba ba. 
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To achieve these broad objecti ve, one-research quest ion and four hypotheses was developed in 

th is chapter. 

J) "How is the perception o/A ddis Ababa Cily business projittaxpayers towards the business 

proJit tax ;ystelll " ., 

Tax fai rness cons idered as the practi~es place an undue tax burden on certain segments of tile tax­

paying population, while ma king it easy fo r other segments that significantly lower their tax 

burdt lls. Fairntss i ssu~s r~ l a l t wil h j us ti ~t; it mtans that what is right and being equa l in 

opportunity and provision (Richardson, 2005). 

Schiskr (1995), who c:lrritd oul a sludy co mparing lax prcpai-ers and taxpayers, documented the 

innuence o f tax knowledge on fa irness percept ions. Sch isler found that taxpayers had 

significa ntly lower fairness perceptions compared to tax preparers. The result might be due to the 

absence or tax know ledgc aillong taxpaye rs compared to tax preparers. Despite the ev idence that 

fai rness is a mu lti -dimensio na l construct, these prior studies tend to focus on the effect of tax 

know ledge on tht overailiai rness of the tax system rather than on each dimension of fairness. For 

critical assessment of lhe role of tax knowledge on fairness perceptions of the tax sys tem, I 

believe it is essential not only to distinguish the types of knowledge, but also the dimensions of 

fairn ess that the type of knowledge has affected. 

Tax complex ity arises cl ue to the inc reased soph ist icatio n in the tax law and this leads to negat ive 

perceptions or lilirness among taxpayers; however, the partic ipants viewed complexity and 

fa imess as distinct but incompatib le fea tures of the in come tax system (Richardson, 2005). Also 
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cla imed that complexity in tax law resulted in a negat ive perception of the tax system and 

conseq ucntly encouraged an unwillingness to comply. Based on the prior discuss ion, therefore 

hypothes ized that: 

Hypothes is l: 7hel'e is I/O diJj'erence in the level Ci//climess perceptions, lax knowledge, and !he 

levels oj' perceptions oj' the complexity among Addis Ababa City taxpayers of !heir 

business proj'it tax ":)lslel11s. 

The earlier review or various theories and studies of fai rness suggests approximate ly ten 

dimensions of fairness (lo r example; Gerbing, 1988; Richardson, 2005; and 2006; Azmi and 

Perumal, 2008). However, in th is study, six dimensions identified to be important in assess ing the 

fairness of the income tax syste m. The dimensions are general fairness; exchange fa irness; 

horizo ntal fairness; vertical lai rness (measured by ability to pay); personal fa irness; and 

administra tive fairness. 

General fa irness re la tes to an overa ll fairness evaluation of the income tax system. Exchange 

fnir ll css is concerned w ith rec iprocal exchange bl:lwCen taxpayers and the govern ment, while 

hor izontal fairness deals with equa l tax treatment among taxpayers in similar economic positions. 

Vert ica l ra irness bascd on the ab il ity to pay princip le and preference for tax rate structure, either a 

flat rate or progress ive rates. Personal fairness leads to individua ls' judgments about whether the 

in co me tax system is favourable to them. Fina lly, adm inistrat ive fairness relates to the content of 

the tax law (policy fair ness) and procedures emp loyed by the tax authority (procedural fa irness). 

A rev iew of the literature also suggests that the multi-dimens ion of fairness perceptions is not 
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limited to income tax (as indicated in the above-mentioned studies), but also applies to property 

taxes and indirect taxes (Vlassenko, 2001) 

While the research conducted to date has provided useful ins ights into various fairness 

dimensions, this stud y aims to extend the tax Fairness literature by looking at Addis Ababa City 

environments. Thus, the study proposes the Following hypothesis: 

Hypothesis 2: Addis Ahaba Cily laxpayers perceivefairness aftheir business profit tax systems as 

being l11u/li dimensional. 

The e flect oFtax know ledge on Fairness percept ions provides strong SUppOit to the argument that 

possess adequate knowledge of the income tax system will improve taxpayers' fairness 

perceptions. In line with this argument, some researchers have enhanced their studies by 

invest igating the possible ways to improve taxpayers' knowledge and fairness perceptions. White 

et al. (1990) found that a fa 1'1118 I cla ss in taxation and exposure to information, especia ll y during 

tax la w changes, wo uld helpi'ul to improve taxpayers ' knowledge and fairness perceptions. Loa et 

al. (2008) stated that taxpayers who have adequate knowledge of government expenditure for 

public benelits view the income tax system to be unfair, as they are not receiving sufficient 

benefits in return for their tax paid. 

Whereas, in the context of our country Ethiopia there is no organized sources that implies the 

impact of tax knowledge on Fairness perceptions of the peop le. In the absence of such empirical 

evidence, the proposition that tax Knowledge inlluences fairness perceptions shou ld have to be 

tested . !-I owevcl', th is study covers the overall aspects of the tax knowledge. i.e, Knowledge 
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Hypothes is 4: COlllfl/e.rill' 0/ bllsiness projir lax sy,lem has impact on taxpayers' fa irness 

perceptions in the Cily of Addis Ababa. 

The above di scuss ion has ·shown the hypotheses and research quest ion deve loped based on the 

broad objecti ve o f the thes is. The research problem a long with the philosophy of research 

methodo logy would guide the choice o f the ·appropriate research method. Depending on the 

nature o f the research problem and the resea rch perspective, the research method based on the 

phi losophy of qua ntitative or qua litat ive or a comb inat ion of these two approaches. 

3.2 Research approaches 

The inquiry paradigm used in research is generally influenced by a researcher 's ontological and 

epistemo logica l be li efs. These be liefs represen t how the rescarcher views and seeks to understand 

the wo rld. The two ex trcmely co ntradicting paradi gms are pos itivism and constructivism. Thus, 

pos itivist researchers normall y adopt quantitative methods and constructiv ist researchers adopt 

qualitative methods. The other paradigm is combination o f positivism and constru ct ivism (that is 

mixed method) . Th us, thi s section includes the ph ilosophy of quantitative in section 3.2.1, 

qualitative in section 3.2. [, Bnd mixed methods approaches in section 3.2.3 respect ive ly. 
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3.2.1 Quantitative research approach 

Leedy and o rmrod (2005) exp lains that a study is classified as quantitative, if the researcher wants 

to quantify the variation in a phenomcnon, s ituat ion, problem or issue , if information is gathered 

using predom inantly quant itative va riables (i nterval and rat io sca les), and if the analysis is geared 

to asceliain the mag nitude of the variat ion. 

Quantitative research is the systematic and sc ientific invest igation of quantitative properties and 

phenomena and their relationship. Creswe ll (2003) noted that quantitat ive research is one in 

which the investigator primarily uses positivist claims fo r develo ping knowledge. The positivism 

approach views that the world as objective reali sm and therefore suggested that knowledge 

created by deduct ive reaso ning where by a prec ise and systemat ic process is adopted 

(McKerch ar, 20 I 0). Bes ides quaillitati ve research is to deve lop and emp loy mathcmaticalmodcls, 

theories, and hypotheses pertaining to natura l phenomena. The process of measurement is central 

to quantitative resea rch because it prov id es the fundamental co nnect ion between empirical 

observat ion and mathematical expressio n of an att ribute. i.e. , 111 this approach, the research 

proble m trans lated to specific va riables and hypotheses. As the literature on research 

methodology indicates. qU:lIllitaliv L: research a ppr(J~I(.;h it usually starts w ith a theory or a general 

statement proposi ng a ge neral relationship between variables. With thi s approach, it is likely that 

the researchers wi ll take an objective pos it ion, and the ir approach w ill be to treat phenomena as 

hard and rea l. /Is a result propos ing of such st udie s c lai m that quantitative research wo uld 

undertaken in a value free framework. In line with this, quantitat ive research tests the 
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theoretica lly established relat ionship between variables using samp le data with the intention of 

stat ist ica II y genera I iz i ilg to': the popu la t ion under in vestigat io n. 

Quant itat ive research favo r methods such as expcrinicnts and su rveys, and wi ll attempt to test 

hypotheses or statemellts with a view to infer from the part icular to the general. This approach 

typ ically concentrates on 1~'Jea~Ll ring or count ing and in vo lves co llecting and ana lyz ing numerica l 

data and app lying statistica l tcsts . Well-formu lated quantitat ive research has a significant 

con tribution of generaliz ing 0 1' the broader po pUlation. This leads to consistent procedures in 

sample selection. instrument des ign, implementat ion, and ana lys is: This consistency in turn 

increases the replicab ility of procedures, and the re liability of findings helpfu l to mitigate 

interviewee biases. 

Apa rt the above signi ficant contr ibut ion, qua ntitat ive research design has its own ins ignifi cancy. 

Like quanti ta ti ve resea rch based on the assumpt ion that research procedures (instrument design, 

sample select ion, measurement decision, and imp lementation) can standard ized, and wo uld lead 

to reliable outcomes. Ir, praclicc. this Illay not be casy lo r a num bcr of conditions . First of all the 

resea rch prob lelll may require creating of new ideas, wh ich is imposs ible through structured 

procedures. Secondl y, due to absence and access of in fo rmat ion about the population and for the 

achievement, the sample se lected may not be representative of the popUlation under study. This 

wou ld bring as insignifica nce. which Illay compromise the reliabi lity of find ings. Also in the case 

of prepa ration of questions and document ana lysis bias may be inducing. For instance, in the case 

of designing sur vey questions, the researcher may use word ings, which wo uld lead to 

predetermi ned outcomes. The other insignificance of this approach is that it does not assess 
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human behav ior in general this . leads to reduce huma n beha vior to predetermined variables. 

Because these app roaches bel ieve ihat, there ai·e human characterist ics and processes that 

constit ute a Form· orrealit)' in that they occur under a wide va riety of condit ions and thus can be 

generalize to some degree. Therefore, this approach can be criticized For its attempt to study 

human. In addition, qua nti ta ti ve research appears that there is a flex ibili ty problem in design, 

wliich may be vit al when add itional information revealed through data collect ion needs further 

exp loration for knowledge. Therefo re quanti tative research approach alone may not bring 

effect ive result in interpretive and explorat io n of research problems. 

3.2.2 Qualitative research approach 

Leedy and ormroci (2005) explains that a study ca tegorized as qualitative, if its purpose is 

primar ily to descr ibe a situation. phenomenon, prohlem, or event. i.e., the informat ion is gathered 

using variab les measured on no m; nal or ordinal scales (that is, qualitative measurement scales); 

and an analysis is done to establ ish the variat ion in the situation, phenomenon or problem without 

quantify ing it. This approach also ca lled as interpretat ive, constructivist or post positivist approach 

(Lecdy and Ormrod, 200S) . In add ition qualitat ive approach views as the world based on 

researcher's interpretation, which ma y influenced by the researcher own views, be li efs, 

experiences, and exi sting know ledge (McKerchar, 20 I 0). In this respect, it assumes that 

know k:dge is created by ill ti w.: t ive reasoning and lypica lly adopts qualitative methods in their 

research, sll ch as interviews. A quantities reseal·eh approach in vo lves stud ies that do not attempt 

to quanti fy the ir results through statistica l sUl11mary or analysis rather to seek descr ibe various 

aspects about behav ior and other iactors studied in the soc ial sc ience and hu maniti es. Thus, data 
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are onen in the form of descri ptions not numbers. Qualitative research it is exp loratory in its 

nature because of this in qualitative research approach there are no hypotheses, which would 

guide the st ud y and mostly qua litat ive resea rch approach more appropriate when the researcher 

have little knowledge or idea about the area of in vest igation or exp IOl'at ion . 

McKerchar (20 I 0) stat ed t. hat, the qua litati ve approach views the wor ld based on researcher's 

interpretat ion, wh ich Illay iniluenced by the researcher own views, be liefs, experiences, and 

ex isting know ledge. This shows qualitative research tries to assess exper iences and events 

contextually and wit hin their natural setting as we ll as attempts to ana lyse them holistica lly. In 

add ition to examines events without much disruption in the ir natura l environment and it focuses 

on understanding a phenolllenon in it s entirety instead of detaching a constituent and assess ing it 

separately from its whole part this leads to a comprehensive understanding of the in vestigation area. 

A qualitative resea rch approach characte rized by adherence to diverse array of orientat ions and 

strategies fo r max imizing the va lidity oft rustwOIt hiness of study procedures and resul ts, it is thus 

a type or emp irical enqu iry that entails purposive sampling for gathering data. It typica ll y 

in vo lves in -dept h interview, group discuss ion, project ive techniques, and observation without 

l'o rl11al measurement nre a cla ta co llect ion methorls of a quali tat ive research approach. That is, in 

qualitati ve resea rch the main emphasis is on phenomenologica l and interpretat ive research or in 

descript ion and inductive disco very of evo lving theory that may arise after data is co llected. 

Specifi cally the ~ua li tMive research design has its own Merit and demerit as quantitative research 

app roach too. The merit ofa qua li tative research des ign is that it is fl ex ib le and emergent without 
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being const rained by standardi zed procedures (Liamputtong and Ezzy 2005, p. 204 cited in 

Wollela 2009 P, 74). This feature of clua li tative research enables the investigator to explore and 

understand phenomena entirely in their, natu ra l envi ronment and discover emerg ing theor ies. 

Notwithstanding the above advantage, qua li tat ive research design has its own demerit. First, the 

lack 0 r standard ized rules in the resea rch design and the emphasis on giving meanings and 

interpretations to events and th ings reduces the object ivity and replieabi li ty of the research 

process. This in turn co mprom ises the rel iability of findings. Sarantakos (2005, p. 46 cited in 

Wolle la 2009 1' ,74) as argued , qualitat ive studies do not produce data that allow co mpar ison; the 

methodo logical approach does not ensure objectivity, and hence the quality of the findings is 

questionable and the research structure and procedure do not ensure the validity and reliability of 

methods. fourther, there is no way of assuring that the researcher full y and correctly captures the 

true meanings and interpretations of the respondents. 

The concern abo ut reliability in qualitative research design also re lated to issues of bias. In 

qualitative research bia s may introduced by the resea rcher or interv iewer. For example, the way 

the interviewer asks questions, the appearance of the interviewee and facial expressions, among 

other actions. mny introduce bias in the desig n. Further, the personal view and stand of the 

researcher ma y introduce bias in the interpretat ion of the data. Secondly, the findings of 

qual itative research cannot be statist iell "l' general ised for 3 broader population of interest it based 

on a sma ll and un representati ve number of investigated cases. 
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3.2.3 Mixed methods approach 

Other inquiry paradigms lie between positivism, and construct ivism known as critica l realism and 

pragmatism. These two paraciigms genera lly combine both orientations of positivism 

(quantitative) and constructi vism (qualitative) research approach . Researchers adopting these 

paradigms view the world as complex and therefo re difficult to understand simply through 

empirica l real ism (ivlcKerchar. 20 I 0). 

A gradual developme.nt of studies inco rporating both quantitative and qualitat ive orientations that 

indicate not only moves toward an end of paradigm wars (between pos it ivi st and constructivist) 

with respect to taxation , but also the compat ibility of the two approaches. Th is development 

clearly expressed by Brelver and Hunter ( i 989 p, 16-17) in the following quote: 

"Social science lIIethod,' should not he treated as mutually exclusive alternatives 

among which we l1Iust choose our individual methods may be flawed, but fortunately 

the flaws are not identical. A diversity of impeljections allows us to combine method 

to compensate fiJI' their parlieularfc/l[!ts and impeljeclions. " 

IVIcKerchar (20 I 0 p,20) dl"gues that "each strategy has its strength and weaknesses and the drive 

for mixed method reseoreh is to use one strategy to either inform, validate. or compensate for the 

weaknesses of another." In other words, the combination of both quantitative and qualitative 

methods is a mo re pragmatic approach lO gain a better understanding of the phenomenon under 

study. 
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While acknowledging an ;l11pori ant contribution of a mixed method approach in taxation studies, 

McKerchar (20 10) also highl ights several reasons behind the use of such an approach. The first is 

the need to add ress clilTerent objectives of the study, which cannot achieve by a s ingle method. 

The sccond reason is to enable one approach to in fo rm another approach, either in design or in 

interpretation. The third reaso n is to triangu late the findin gs of different approaches (either 

performed concurrently or sequentia lly) in an effortto provide greater confidence to the study. 

Based on the above resea rcher recommendat ions, it appears that the main reason fo r the 

researcher to adopt a mixed method approach is to enable one approach to inform another 

app roach in the interpretation of' the overa ll results . To be consistent with this strategy, a similar 

sampling fi'ame used. to draw the potential respondents for both approaches. 

In the current study, as stated in tbe previous chapter, the overall research question is "How is the 

percepiion of Addi.l' Abaha City business profit taxpayers towards the business profit tax 

system? "" In order to address this research problem and to answer the research objective 

comprehensively several hypotheses and one specific research quest ion were developed at the 

beginning of this chapter. In light o i' the research question and hypotheses, the studies were 

employed both qualitati ve and quant itat ive research approach, i.e. , se lf administrated 

questionnaircs and in -depth int ervicw. Therefore, using both approaches is helpfu l fo r generat ing 

the benefits of a mixed methods approach presented earl ier and mitigating the bias in adopting 

only either quant itati ve or qual itative approach. Thus, the fo llowing sect ions present the speci fic 

quant itat ive and qua!irative aspects of the research method used for this study. 
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3.3 ReseHl'ch methods adopted 

This study in co rporated both quantitative and qualitative research approaches (used mixed 

method) in o rd er to genernte the ad va ntage of both arrroac hes like: to address different 

objecti ves orthe st udy, which can not be achieved by a single method ; and to enable one approach 

to in form another approach, eit her in design or in interpretat ion. As we ll as to triangulate the 

findings o f different approaches (e ither performed concu rrently or sequentia lly) in an effort to 

prov ide greater con fidence to the study. McKerchar (20 I 0, p. 20) argues that "each strategy has 

its strength and weaknesses and the drive for mixed method research .. . is to use one strategy to 

eillter iJ!/cJ),Il1 , valida!e 0)' cOll1pens{llelur Ihe weaknesses uJ anuther )) , 

Thus, this section presents the specific data co llect ion methods fro m both approaches. As a result 

of thi s Section 3.3.! presents quantitat ive dala co llection method used while section 3.3 .2 and 

3.3.3 present the qua litat ive data co llect ion method and data ana lys is methods ( both qua litat ive 

and quantitative compo nents) res pect ive ly. 

3.3.1. Quantitative aspccl-S lIl'vey design (self-administered questionnaires) 

To gather data re levant fo r the exa mination of taxpayers' perception towards the fairness of 

business profit tax system in Addi s Aba ba C it y case to employee a survey method with se lf­

admini stered questionnaire. 
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Surveys is one method o f descript ive research me thod that he lp us to gather data at a particular 

poin t in time w ith the intention of desc ribing the natu re of ex isting co nditions, or identifying 

standards agai nst whic h existing co ndit ions ca n be co mpared, or determin ing the re lationsh ips 

that exi st between spec ili e events . They may vary in the ir leve ls of comp lex ity and in terms of 

thei r scope. 

Therefo re, the ado ption o f su rvey des ign in the study, he lpfu l in order to represents a wider 

population. prov id es dcsc ri plivc. infereJlt ia l and cxplanntory info rmation, gather data on a one-

shot bas is( hence is e'~o l1omical a nd etTic ienr), o r gathering of informatio n that wi ll not avai lab le 

fro m archive records. As we ll as to make inferences abo ut the income tax system and percept ion 

abou t it based o n the responses o ra sample of respo nd en IS. In this rega rd , Fowler ( 1984, p. 12) 

noted that the strengths of survey methods that result in the ir wider use inc luded the va lue of 

statistical sa mpling, co nsiste nt measurement, and the ability to obtain information not 

systematicall y ava il able e lsewhere. 

From a differe nt type o f survey for thi s study, a resea rche r was goes to use se lf-administe red 

questionnai res. When we see the se lf-admi nistered questionna ires has the advantage of scann ing 

a w id e f'i e ld of issues. po pu latio n. programs etc. w ith low cost. However, thi s method is like ly to 

result in a low res ponse rat e. On thc demc rit.s of se lf-admini stered the response rates were 

typ ically not as hig h as mig ht. be des ired . Wit h very low respo nse rates, it is diff'icu lt to estab lish 

the representati ve ness of the sa mpl e because those who resJlo nded to the survey may be different 

f'i'om the populat io n they w ill intc nd to represe nt. III the currcnt research, by us in g the survey 

method wi th se lf-adm ini stered qu est ion na ires, the des ired data for the study were gathe red. The 
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drawbacks of the selt~administered question naires will believe to be mit igat ing large ly by 

inrnrrning rcspondcnl11m.'ugh dilTl!rCnlllcccssary pcrsonai tech niques and using other methods. 

In addition to the mode of col lecting data , a sample survey is concerned with issues including 

sa mrling and in slnll1l~nt d ~s ign s. :I nd pr~·surv~y ~valuation . The subsequent sect ions, hence, 

review these issues in a sa mple survey in respect of the current study. 

Sa mple design 

II is a co rnma n practice III rescnt'eh 10 use sample in order to genera lize about the targeted 

populalions. Taba ~ hni ck and Fidell (2001) noted Ihal idea!!y, samples are selected on randomly 

bases this indicates the representati ve of the population. 

The intention of the study was to general ize the fi ndings to all taxpayers and potential taxpayers in 

Addis Ababa City bus iness pro Iii taxpayers as we ll to obtain a large and sumcient ly di verse 

samp le in order to obta in a meaningful spread of perceptions concerning tax issues. Therefore, the 

sample des igns and mode of co llecting data wo uld be statist ica lly representative of the 

perceptions of the all bus iness profit taxpayers of Addis Ababa City. In the case of sample design, 

as the literatu re on survey method revea ls, how we ll a sample represents a populat ion depe nds on 

the sample fi'ame, the sarnple size, and the spec ific procedures of se lect ing potential respondents . 

In respeci of sample fralne. in a sludy wilh Ihe inlention of slatistica ll y generaliz ing about a 

Add is Ababa Cit y business profit taxpayers, the sample frame frorn which potential re spondents 

are to be chosen have to be representat ive of the popu lat ion. In sample design, a sample selection 

about broader potential respondents giv ing equai chance of se lect ion is vital to increasing the 
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representativeness of the samp le. Therefo re, the target fo r the sample includes population consists 

of all business profit taxpaye rs in Addis Ababa Ci ty Administration. There are 230,036 bus iness 

profi t taxpayers in Addis Ababa City Adm inistration as the informat ion gathered fro m City 

Government of Add is Ababa finance and Economy development Bureau Revenue Agency in 

March 20 I I. 

Ano ther point in sample des ign is the samp le size. The choice of a sample s ize has a bearing on 

the re liability of a study. However, this does not mean that large sample size a lways leads to high 

leve l of accu racy rathe r it is to indicate that sample size is one of the fac tors that contribute to the 

credibility ofa survey estimate. Fo r the cho ice of sa mple size, di fferent researchers g ive different 

ideas. For example, Al reck and Sett le (995 p,63) noted that the choice of sample s ize is normall y 

made after conside ring stat istical precision, practical issucs and ava il ab le reso urces (e.g. cost and 

time). Fow ler ( 1984 p, 43) noteci that there is no a s ing le prec ise way for the determinations of 

sample size hence there are a number of inadeq uacy for dec iding on sample size . For instance, in 

decidi ng of a samp lc s ize by spec ifying the fraction of the populat ion to be included in the 

sample, there is no any right way. Th is is because the population from which a sample of a 

particular size is drawn has vi rtua lly no impact on how we ll that sample is likely to describe the 

popUlat ion. In add it ion, for using that a particular samp le is the typical approach to studying a 

popu lation may also practically lead to the wrong answer. Therefore, it is better if to see the 

sa mple size used by other researchers, because it is better if the sample size to be decided by 

considering the dillerent goa ls to be achieved by a particular study. Final ly, a lso for dec iding on 

the samp le size by calculat ing a desired confidence in terva l ror one variable for an entire 

rorulation is uncomll1o n .However. Fowier co ntends that nothing is wrong with this arrroach in 
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terms o f so me theoretica l sense . Apart fi'om the problem of bas in g samp le s ize dec ision on the 

need fo r precis ion of a s ing le estimate and the d ifficulty of determ ining the leve l of spec ific 

precis io ns in adva nce, the estimation of the level o f accuracy fa ils to take into account errors 

arising from so urces other than sa mp li ng. 

T he aforement io ned po ints he lp us cons ider d ifferent co ndit ions in deciding on the desired 

sa mple s ize lik e the ava ilabi lity of time and reso urces,. and the aim of the research. However, if 

the final co nditi o n is employed, Fowler (1984, p. 43) indicated that for a popu lat ion, the leve l of 

precis io n in creases stead il y up to sample s izes o f 150 to 200. If the desire is to increase the 

sam ple s ize beyond this limit , there is much more gain that is modest. In this regard, taking the 

avai lab le resou rces, time, budget, data, and geographic distances into acco unt, a sample size of 

200 were feas ible fro m the 230,036 Add is Ababa City business pro fit taxpayers. In order to 

supplement the into rmat ion obtained from 200 busi ness profit taxpayers, 30-business profit 

taxpa yers were intervi ewed. In order to ensure representativeness and thereby exp lore the genera l 

perceptions towards the fairness of business profit tax system, the bus iness profi t tax paying 

populat ion was stratified into annual turnover and sector catego ries. Ra ndom samp ling technique 

was employed to draw sa mples from each stratum. Stratified sa mpl ing technique was chosen to 

make sure that all characteri stics in the popu lat io n a re re fl ected in the sa mp les drawn. 

According to the Add is Aba ba C ity Reve nue Agency o f Info rmation commun ication technology 

an d Admin istra tio n depa rtment (MIS), there are 230,030 individua l taxpayers in Addis Abeba 

C ity Admini stration. These are stratili ed in to three sectors, namely Manufacturing, Merchandi se, 

and se rv icc. Each sector is further stratified in to three taxpayers' categories A, Band C based 
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ann ual turnover. To draw a representative sample size of 200, Strati fi ed - multi-stage -

proport ionate sampl in g technique is employed as follows. 

Chart 3. i Sample s ize selection procedures; using stratified mult istage sampling 

I I 
Manufacturi ng Merchandise Service sector 
sector (580) sector (189000) (40456) 

I I j I 
CA CB CC CA CB CC CA CB CC 

(280) (220) (40) (3800) (78000) (107200) (22100 (17776 (580) 
-. 

I L, J I L" I tJ l", Il'~"" I I 
I Ss (91) II SS (3) I Ss (19) I Ss (15) 

Note that: C;. (Calego'y A). C/J (CategOlY B;, Lli (CategOlY C) and SS (Sample size/rom each calegOlY) 

T he survey in struments 

The adoption of the survey instrument wou ld helpfu l to represents a wide target population, and 

generates numerical data as well as to gather information that wou ld not ava il able from archive 

records. Flabhie ( 1990) no ted that the su rvey'" the preferred type o f data co llection procedure 

for st ud y because it is used to generalize from a sample to a populat ion. In designing survey 

instruments cau tion need s to exe rci se in preparing instructions and wo rding of quest ions to avoid 
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ambiguity and enab le the collection of the relevant data for the resea rch. The survey instruments 

consisted of both open and closed ended quest ions. To des igned for co llect ing both qualitative 

and quant itative data to invcstigate husiness profit taxpaycrs' perception towards the fairness in 

case of Addis Ababa City. The quest ionna ires was initia lly prepared in English and then 

translated into the Amharic. Copies of the Eng lish and Amharic versions of the taxpayer survey 

instrument along with the coverin g letters are at Appendices I and 2 respective ly. 

The survey instruments that used in this study prepared in the form of semi structured se lf-

admin istered questionna ire and the questionnaire served as the measuring instru ment fo r the 

study. There are 'five parts to the questionnaire. Thc fir st part intended to gather background 

information about respondents. Wh i:e the second pa rt is concerned with taxpayers' percept ions of 

tax. fairness issues specifically determinants of tax fairness percept ions such as General fairness, 

exc hange fairness, vert ica l fairness, hc rizonta l fairness, personal fa irness, and administrative 

fa irness. In Part three, questions related to taxpayers' genera l knowledge about taxation. The 

fo urth section questions related to the complexity of bus iness pro fit tax system. In the last sect ion 

provided respondents with the opportunity to suggest poss ible so lutions if to take. by the 

government make the tax system fa ir and gives respondents the opportunity to provide further 

comments all the entire bus iness pro fit tax fairness issues and the factors which affecti ng the tax 

fa irness . 

In orde r to measure, the it ems the resea rcher was used a Likert type-scale. (i.e. , "Strongly Agree 

·' to-. "Strongly D isngrec" ' ·y~ s ". and "no", "agree" nnd "disagree" . A s we ll as mu ltip le choice 

and mu lt iple-response sca les (which prov ides mu ltiple options but the respondent can se lect 
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anything fro m one to several a lternatives) . In this regard, John W. creswe ll (2003) noted that 

open-ended questioners are appro priatc when the o bjective is to discover opinions, att itudes, and 

degrees of knowledge and Nard i. P. fvl. (2003) noted that the specific measurement sca les that 

comprised the questionnaire are Simp le category sca le, fvlulfip le-c hoice s ingle- response as well as 

multiple choice and multiple- respo nse scales. 

3.3.2 Qual itative aspect: - in depth interviews 

In add ition to se lf-adm inistered questio nna ires, th is stud y invo lved in-depth interviews to provide 

more informatio n to the data o btained through the survey questionnaires. The use of interviews is 

app ropriate in obtaining eithe r mu ll ililected 0 1' sens itive informat ion, as well as understanding 

concepts that require detail e laborat ion (Hair et a l. 2007). Since fairness perceptions co ns idered 

sensiti ve iss ues this approach appears to be suitable. In relation to the interview method, research 

in the social scie nces has seen a range of interview approaches, including structu red interviews, 

se mi- stru ctured interviews and unstructured interviews. In Na rdi, P. fvl. (2003) book provides the 

underl y ing criteria of each type o f interview described as structured, semi-structured, and 

unstru ct ured interv iews. Structured interview: the interviewer fo llows scripted questions in a 

particular sequence, the interviewee chooses responses from a range of opt ions that are fixed 

coded quantitatively (responses provided by the interviewer), and asymmetrical structure. In 

addition. data a na lyzed via ded uctive analysis for hypo thes is tes ting in multivariate studies. 

Whereas Scm i- st ruclUred Interv iews: I nterv i10w protoco I is used as a gu id e and questions may not 

always be asked ill the same o rder (the interviewer initiates questions and poses fo llow up 
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"probes" in response to the interviewee's descr iptio ns and accounts), asymmetrical structure and 

data analyzed via inductive ana lytic methods tor descript ions and interpretat ions in interpret ive 

studies. Unstructured Intervicws: Both int erviewer and interv iewee in it iate questions and discuss 

top ics, poss ibly less asymmetrical structure, and data analyzed via inductive ana lytic methods for 

descript ions and iJ1lerpretat ions in interpretive studies. With reference to the guidel ines, th is study 

adopts sem i-structu red interviews to co llect qua li tative data. It anticipated that this approach would 

provide richer and 111 0re accurate data to en hance the findings for this study. Eleven questions we re 

developed as a gu ide for the semi-structured interview sess ions. These quest ions were formu lated 

with reference to the top ics under st ud y, "thal is: nl irncss perceptions; tax knowledge; and tax 

complexit y .. The semi structured in-depth intcrv iew quest ions attached in the last section 

append ix 3. 

3.3.3 Da ta a lIa lys is 

This section sets out the proposed ana lys is to evaluate the survey data beginning with the non-

rcsponse hias tcst and rcsponse rep rcsentati ve ness. Next is a brief discussio n of the descriptive 

analys is and the Weriel-te st ana lys is. Fina lly the appl ied ll1ultiple regress ion analys is through logit 

model 

3.3.3.1 Non-response bias ano response representativeness for quantitative aspect 

A non-responsc bi"s test was perto rmed to ensure that there is no bias on the samples. Leong, C. 

Y. ( 1980), highlight thai the popular app roach to prove non-response bias is by comparing fi rst 

responses to respo nses generated alter fo llow-ups. If there are no signifi cant differences between 

the two groups of responses. it assumed that there is no prob lcm of non-respo nse bias. One 
62 



TaxPJyers' perception towards rai rnes!': personal business profit taxpayers in Addis Ababa 2011 

--- --.--. .•....•. -----_ .. 

method of proving response representativeness is by comparing the demographic background of 

the responses with the ent ire population (Leong, C. Y. 1980). In this study, the responses 

cons idered representative of an entire populat ion if they reflected a simila r distr ibution in terms 

of sectors and annual turnover. Therefore result of the study indicated about the response rate, 

response bias and response representati veness as fo llows: 

Re!11)OIlSe rate 

The survey was conducted between April and May 20 I I.Quest ioners were di stributed to 200 

random ly chosen business profit taxpayers. All the taxpayers' survey respondents were located in 

Add is Ababa City. A one-week ret urn date was requested. To increase the response rate, Follow­

up reminders (together with questionnaires), and a lternatively, te lephone call reminders were 

made to the representatives request ing them to remind them to return the questionnaires. Out of 

this sample. 10 questionnaires were returned as non-answered. One possible reason for not 

completi ng the questio nnaires is the subject of research itself (taxation) cons idered as difficult 

subject. This is based on the comments give n by the sample in the blank response section of the 

questionnaire: unab le to supply answers as I have little knowledge of taxes." and I do not have 

much knowledge on taxalion. etc." 

Overall, 150 responses were received, giving a response rate of 75 percent. Th is shows that the 

response rate co nsidered as filiI'. (D illman. 2007) suggests that the response rate for a personal 

delivery approach varies considerabl y fi'o l11 the lower of28 percent to the highest of 50 percent. 
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NOIl - respollse bitl.\· 

To test if there is any non-response bias on the samples, a t-test analysis performed comparing 

the ea rly responses to responses genera ted after fo llow-ups (D illman, 1992). Therfore in order to 

decide whether the groups were signifi cantly different from each other, the p-value was 

examined. The resuli shows that the majority of the items ha ve a p-value of more than 0.05, 

ind icati ng that the groups are nol. significantly d ifferent. While the results provide an indicat ion 

that there is no problem of response bias among the ear ly and late responses in the Addis Ababa 

City business profit taxpayers' sample, it is important to note that they do not guarantee that the 

sample is free of non-response bias cons idering the low response rate achieved. 

Respoltse representativeness 

One method of establishing response representati veness is by co mparing the respondent profile 

with the entire population (Mc innis, 2006). In this slud y, the responses were compared based on 

turnover and work sec tor. The majority of the respondent in the survey responses is under the 

annual turnover of ETB of below 100,000. In terms of working sector, however, the percentage 

of the survey responses is co mparab le to the total popu lat ion. The majority of them are 

merchandise sector as we ll as service sector was represented . In sum, comparing the survey 

responses with the total population on two criteria s ignifies no major differences. Thus, it can 

conclude that the responses are representat ive of the tota l population (Addis Ababa business 

profit taxpaye rs) . 
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3.3.3.2 Desc rip tive a lia lysis, the log it model, and Wald 's-test analysis quantitative aspect 

Dcscriptive ana lys is prov ides on how ta xpaye rs perce ivc their business tax systems, in re lation to 

tax fair ness. tax knowledge, and ta x co mplex ity. In th is analysis, bas ic featu res of the survey data 

presented w here the mean , standard dev iation, va riance, and minimum and maximum value for 

each item are ca Iculated. In add il ion, the fj'equency distribution is a lso determined . All these 

measurcs ohtaincclli'om lhc desc ri ptive statistics available in the SPSS software. 

Subsequent to the desc ript ive analysis, Wa ld ' s-test analysis ca rried out to check whether there is 

any difference in perceptions among taxpayers. For this pu rpose, an independent samples Wa/d 's-

test performed using the SPSS program the latest version, where the p-values generated. With 

reference to the !,-values obta ined. the degree of di ffe rences (whether significant or not) are 

determined, and subseq uently II conclusion can be drawn whether to accept or reject the 

hypotheses in the study. In respect of data gathered fi'om in terviews. To conducting thc interview 

and transcribe the data . Subseq uent to th is, ma in interview captured and analysed to produce a 

report. 

In thi s stud y, the resea rcher appl ied the log it mode l. Log it model beco me very popular among 

socia l sc ient ists due to it s abil it y to peria rm pat h analyti c modeling with latent variables Pallant, 

1. (2005). Hair et aL (2006) claim that log it model relati ve ly new stat ist ical too l, which combines 

the multi variate too ls such as mult iple regression, path ana lys is, factor analys is and principal 

co mponent analys is. as we !! as a so lution to the multi co llinearity problem actually originated in 

the fir st ha lf of the twent ieth century but only became wide ly used in the 1990s. The reason why 

the use of log it is preferred among researchers is its greater fl ex ibili ty to interact between theory 
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and data , the est imation of multip le and interrelated depende nce relat ionships, and an abi lity to 

represent unobserved concepts and co rrect for measurement error in the estimation process (Ch in 

and Newsted 1999). More importantly, it helps to test binary type of data for mak ing linear. Let n 

c1enote the probabili ty that Y= I when X=xi. If we lise the standard linear model to describe n, 

then ou r model fo r the probability wo uld be: 

n =l'r(Y= I /X=x) = ~o + L~iX, + Pi 

Since n is a probab il ity it must lie between 0 and I.the relat ionship the pro bability n and X can 

often be represented by a log istic respo nse function. The probability n initiall y increases slowly 

with increase in X, then the increase acce lerates, finall y stab ilizes, but does not increase beyond 

I.intuitive ly thi s make sense. Consider the probabi li ty ofa fa irness issues being fair as a fu nction 

of General Fa irness, Ve rtical F'airness, Exchange Fairness, Horizontal Fairness, Persona l 

Fa irness, Admin istrative Fa irness, Tax Knowledge and Tax Comp lex ity. 

P (Y l/X) po + 2:p x 11 + po + 2:p xl' . . f .) 
IT 0 r = / oX ° e i i e i i + Ei (th is is ca lled OglS tlC regressIon unction 

Where x h Co fC.· Co • • Co ' I 2 8 P . I I i represents t e factors a lecl lllg tax lall'ness Issue lor 1= , .... art lcu ar y, 

TFair =Tax fairn ess, Pi=Coeffic ient fo r Xi, Xl = Genera l Fairness" X2 = Vert ica l Fa irness" 

XJ= Exc hange Fa irness, x.= Horizontal Fai rness, X5= Personal Fa irness, X6=Admin istrative 

Fa irness, X7= Tax Know ledge and Xs= Tax Complex it y. Ei= Residual term 

TFairi = aO + ~1 Xl+ ~2 X2 + ~3 X3 + 84 X$ + ~5X5 + ~6X6 + ~7X7 + ~8X8 + Ei 

Source=Sampr it Chattergee, Al ic, Hadi 2006 
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Instead of work ing directly with n, we work with a transformed value of n. If n IS the 

probabi lit y ofa fa irness issucs being fair, the ratio rII ( 1- n ) called the odds rat io. 

nl ( I - n ) = e 110 + LI""', 

Taking the logarithm of the above equatio n 

G(x I."" xP) = Iog(n l 1- n) (this is called log it) 

The logarithm of the odds rntio is ca ll ed the logit note also that while the range of va lues of n is 

between 0 and I,the range of va lue of log(n/(l- n ) is between -00 and +00, which makes the log its 

(the logarithm of the odds ratio) more appropriate for linea r regress ion fitting. 

Modeling Ihe response probabilities by the log isti c distribution and estimating the parameters of 

the model const itutes I'itting a log isti c: regress ion. In logistic regression, the fitting carried out by 

working with the log its. The logit transformation produces a model that is linear in the 

parameters. The method of estimation used is the maximum likelihood method. The maximum 

likelihood or estimates obtained numerically, usi ng an iterative procedure. Unl ike least square 

titling, no c losed-torm expression exists for the estimates of the parameters. 

I'rediction oriented measures, such as the R-squares (R2), path coefficients and the bootstrapping 

techniques used in thi s stud y to evaluate the logit mode l. R-squares (R2) indicates that the 

independent variahles cxpress ion of dependcn t var iables and to exa mine the impact of a 
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particular independent variable on a dependent variable. The path coefficient values indicate the 

strength of relationships amo ng independent and dependent va riables (Chin, 1999). 

Therefo re. the researcher used thi s model to test hypotheses H2 - H4. The model measures the six 

tax r;l imess dimensions together with tax knowledge and tax complexity system to see the 

influence on tax fairness perceptions and the analys is o f all facto rs contro lled by using dummy 

va riable. i.e ., .1 if fa ir 0 otherwise. In addition, with r:egard to the qualitative aspect, the data 

gathered [i'om interviews were analysed us ing thematic ana lysis, a method that identifies ana lyses 

and report s patterns wit hin data. 

3.4 Conclusions and the relationship between research question l hypo theses and sources of 

data 

This chapter ha s presented the research question and various hypotheses as well as the methods 

appropriate to address them. Table 3. 1 sets out how research question/hypotheses addressed by 

the appropr iate item in the su rvey and in depth interv iews with bus iness profi t taxpayers. 

To sum up, based on the overarching research problem stated in the ea rlier chapter, one research 

question anel f0ur hYP0theses ha ve been deve loped. With respect to methodo logy, the principles 

of qualitative. quantitat ive, and mixed methods research approaches shown. Based on the 

unclerl ying princip les of research methocls the mixed method approach were chosen as 

app ropriate to this research. More speci fi ca ll y, to address the research questions, survey (se lf­

adm inistered quest ionnaires) and in-depth interviews were shown to be the appropriate methods 

or inqui ry fo r this research. The next chapter presents the results and analysis of each of these 

methods of inquiry. 
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Table 3,1 Relation between the research q lIes tion/ hypotheses and SOll,'ce of data 

ReSC<lITII qtlcs/ioll / hypot hescs Name: (,/ I'ariable.\" I Items ill the s(.' lf-a dlllillistncd 

illves (igflled CJllcsl ioll ll <lircs and ill-depth interviews 

--

RQI) "Holl' is the perceplion oj Addis Self-admini stered questionnaires 8,9, [0, [ [, 

Ababa City business profit 12, 13, 14,1 5,16, 17,18,19,20,21,22,23,24,25 

tmpayers Iml 'onl.\· Ihe hllsiness Taxpayer survey interview ques tions I .2,3, 6,:lI1d 8 

pro!if fax system?" 

HI) There is no difference in the level oj Tax p'airness Self~administered quest ionna ires 8,9, I 0, 

fairness perceptions, tax knowledge, dimensional, Tax I 1,12,13,14,15,16,17, 18, 19,20,21,22,23,24,25,26,2 

and Ihe levels of perceptions (?f the Knowl edge ,mel Tax 7 ,2B, 29,:W,1 1 ,:l::~,11,14, 1) ,lG,17,~8, 

complexity among Addis Ababa City Compl exity 39,40,41, 42 and 43 

taxpayers of their business profit ta'( Taxpayer survey interview questions 2,3,6,7,and8 

systems. . L ----
fl2) Addis Ababa City taxpayer; perceive Tax Fairness I Self·adrninistered questionnaires 8,9,10,11, 

faimess qF their business profit tax dil1lensiona/ 12 , 13,14,15, 16,17,18,19,20,21,22,23,24,25 

systems as being 11111/li dimensional Taxpayer survey interview questions 2,and 3 

H3 KnDll'/edge of bllsiness profit tax Tax Knowledge Sel f-adm i n istered q uestionnai res26,27 ,28, 

~y~"/el1l /ras ir!!lllence 0/"1 laxpayers 29JO) 1,.12, DJ4J5,36 alld J7 

fairness perceptions in the City 0/ Taxpayer survey interview questiolls4,5 and 6 

Addis Ababa, 

H4) Complexity 0/ business prqjil tax Tax Complexi ty Self·admi ni stered questionnaires 38,39, 

syslem has impacl on larpayers' fairness 

1"''''''"'' " perceptions in the City oj Addis Ababa. Taxpayer survey interview questions 7, and 8 

-----l 
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Chapter 4: Results and analysis 

The previous chapter rresented the met hodology used in the thesis. More sp~eificall y, the chapter 

was showed the different research approac hes. methods of data co llection, and analys is adopted 

in the stud y. 

This chapter prese"ts the results of the vario us ciata col lection methods and analys is in the 

context of the ex isting knowledge j'eviewed in chapter two. Accordingly, thi s chapter is arranged 

into lour sec I ions; the !"irst section (4 .1 ) presents overview of the research object ive, spec ific 

research quest ion, and hypotheses and in section (4.2) presents the results of the different data 

sources. This is lollowed by the anal ysis of results in the context of the knowledge in the 

literature as reviewed in chapter two in section (4.3). Fina ll y, conclusion for the chapter presented 

in sect ion (4.4). 

4.1 Objective, r-esearch question and hypotheses 

As shown in the presiding chapter the broad objecti ve of th is study is to explore how Add is 

Ababa City bus iness profit taxpayers perce ive bus iness profit tax fa irness issues. Thus, this paper 

tries much to show taxpayers' perception towards the fairness of business prolit system in line 

with the soc ial aspects (percept ion of the taxpayers) and po li t ica l aspects (the way the 

ad ministrat ion co nducts in accordance with tax fairness dimensions) in the case of the City of 

Ad di s Ababa. To ac hieve thi s broad object ive the following four hypotheses and one specific 

research question were deve loped . 
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Hypothesis I : 'there is nu difFerence in the level ()//airness perceptions, tax knowledge, and the 

levels of perceptions of the complexity among Addis Ababa City taxpayers in the 

business prujlt tax ,systems. 

Hypoth es is 2: Addis Ababa City taxpayers perceive fairness of their business projlttax systems 

as being multi-dimensional 

Hypothes is 3: Knowledge oj' the business projl/ tax system influences taxpayers 'fairness 

perceptions. 

Hypothesis 4: Complexity of the business profit tax system influences taxpayers 'fairness 

percepti()ns. 

T he spec ifi c resea rch q1l est io n : "How is the perception of Addis Ababa City business profit 

taxpayers towards the business projlt tax system:'" 
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4.2 Hesults 

One of the purposes o i' thi s stud y is to investi ga te Addis Ababa City business profit taxpayers ' 

perception towards the fairness of business profit tax system. The princ ipal data sources to th is 

end are the survey and in-depth interview conducted to Addis Ababa City business profit 

taxpayers. The lollow ing di scuss ion presents the resu lts of the survey and in-depth interv iew 

therefore in section 4.2.1 presents survey results while in section 4. 2.2 presents in-depth 

interv iew result. 

4.2.1 Survey res ul t 

In light of the. abo ve idea, the purpose of this section is to show the results from survey that 

conducted in Addis Ababa City business profit taxpayers. Therefore, it covers the respondents ' 

profiles in section 4.1 . 1.1. Investigation of taxpaye rs' att itude towards the fa irness of business 

profit tax system in sect ion 4. 1.1.2., and in sect ion 4. J .1.3 it covers tax knowledge and tax 

complexity. 

4.2. 1.1 R e.l jJon dell 1.1' , profile 

Accord ing to Income Tnx Reguln t io n No. 78/2.002. there arc different ca tegories of husiness 

sectors. For this study, the sec tors d istribution of respondents was surnmar ized in Table 4.1. As 

per the outcomes of the sur vey, about 63.0 percent of the respondents were engaged in 

merchandise/trading acti vities, wh ile 35.0 and 2.0 percent were to be engaged in se rvice and 

manufacturing sectors respective ly (Table 4.1). 
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Table 4.1: Sectors distribution survey of respondents 

Business sector Frequency Percentage 

General III a nl! fact u ring industries production (factory 3 2.0 

level ) and other type o l' production 

General merchandise and other different types of trade 94 63 .0 

Services like profess ional alld other type of serv ices 53 35.0 

-
Tota l 150 100.0 

Source: Busf!1ess projlt laxpayers' survey ana Ol-vn computatIOns 

In terms of forms of bu s iness ownership , 84 percent and 16 percent o f the survey of taxpayer 

respondents were so le proprietors and pat1nership respectivel y (Table 4.2). 

Table 4.2 Forms of busiuess ownership 

------
Ty pe of 0 

Sa le prop 

wnership 

riet ors 

----
Partnersh 'p 

Pr ivate lim ited co mpanies 

Share co n ",panies 

I Tot"I __ _ 

-. 

.-

Frequency 

126 

24 

0 

0 

150 

Sources: BuslI7ess pro}" taxpayers' survey and own computations 

Percentage 

84.0 

16.0 

0 

0 

100.0 

The outcomes of the bus iness pro fit taxpayers' survey in respect of the corresponding business ' 

yea r of estab li shment also revea led that about 3 1.3 percent were establ ished before the 199811999 

li seal year while 35.3 perccnt , 16 perccn t, 8 percent were established in the 200010 I, 1999/2000, 

and 2002/03 fi sca l yea rs respect ively (Table 4.3). (A ll the stated years in the data are in Ethiopian 

ca Icndar). 
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Table 4.3 Yea I' ofestab lishmcnt 

Veal's of establishmcnt(fiscal year) Frequency Percentage 
-
Before 199811999 47 31.3 

1999/2000 24 16.0 

2000/0 I 53 35.3 

2001 /02 14 9.3 

2002/03 12 8.0 

Total 150 100.0 

So urces: BuslI1ess profit taxpayers survey and own computatIOn 

Exa rnination of business profit taxpayers survey responde nts in terrns of the ir turnover in the 

fi sca l yea r 2002/03 showed that more tha n half (64.7 percent) had a total turnover of Ethiop ian 

birr (ETB) 100,000 or less while 23 .3 percent had turnover between ETB 100,00 1 and ETB 

500,000 Cl'ab le 4.4). 

Tab le 4.4 Respondents' turnover for the 2002/03 fiscal year 

Tota l annual turnove r range (ETB) 

I 
Frequency Percentage 

Up to 100,000 97 64.7 

- 100,00 I - 500,000 35 23.3 

500.00 I - 1. 000.000 13 8.7 

Above 1,000,000 5 3.3 

To tal 150 100.0 

Sources: nllSI17CSS j)rn/i//o.rpayers sw'vcy and own compll/o/lOn 
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In respect of kno wing the pos itio n o f the respond ent in the sector, the result showed that about 

60 .7 perce nt and 15.3 percent or the respo nd ents respect ivel y were owners and managers while 

24 percellt were cmployees (Tab le 4 .5) . 

Tab le 4.5 Respondents ' positions 

Position i Freq uency Percentage 

Owners I 9 1 60.7 

Emp 10 yees 36 24.0 

Managers 23 15.3 

Tota l 150 100.0 

Sources : BuslI1ess projittaxpayers survey and own computatIOn 

In addi t io n to the respondent pos it ion, the res ult shows the workin g duratio n of managers and 

emp loyees in the sectors that cove rs the period fro lll I to 5 years (Table 4 .6) . 

Tab le 4.6 ' '''o rkin g dura tion s of manage rs and employees in a res pective sectors 

Workin g duration Frequency Percentage 

1-5 yea rs 58 38 .7 

Miss ing 92 6 1. 3 

Tota l 150 100.0 
I ._-

Sources: BuslI1ess pro/it taxpayers survey and o wn computatIOn 

111 case of the edu cat iona l qu a li fication o f respo ndent s, the survey revea led that about 31.3 

percent had Di ploma while 12.7 perce nt had a Bache lo r Degree. Nearly 32 percent of 

respo nde nt s ind icated that they had completed grade 12, whi Ie 14.7 percent and 7.3 percent were 

be low grade 12 and no fo rmal sc hoo ling respective ly (Table 4.7) 
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Table 4.7 Respondents educationa l background 

-

Level of edu cat ion Freq uency Percentage 

No formal schoo ling (( 7.3 

Below 12 grade 22 14.7 

12 grade complete 48 32.0 
. 

-
Diploma 47 31.3 

Bac helor deg ree 19 12.7 

M :l ~ t er or above 3 2.0 

-
Tota l 150 100.0 

-
Sources : BuslI7ess pro[il laxpoyers survey and own computa/lon 

4.2.1.2 Att itude towa rds the fa irness of business profit tax system 

Wi th respect to att it udes towards the fa irness of business profit tax systems, different questions 

were asked. One of the questions inquired about the respondents' attitude towards the size of 

business profit taxpaye rs who are not willing to pay their ta xes. In thi s regard , the survey 

outco mes revea led tha t abo ut 32 percent , 38.7 percent, 25.3 percent and 4 percent indicated that 

taxpayers that fa il to meet the ir obligation would be many, significant, few respectively whereas 

4 percent or the respondents replied that there is no unw ill ingness to pay tax Crable 4.8). 
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Table 4.8 T he size of t;np"yc rs who arc not willing to pay business profit taxes 

-- -- - --- - - -- --.--- ---
S ize o f taxpaye rs F requ ency Percentage 

Many 48 32.0 

Significant 58 38.7 

few 38 25.3 

None ex isten ce 6 4.0 

Tota l 150 100.0 

Sources: BusfI'Iess projillaxpayers survey and own compulallOl1 

To know the reason why taxpayers fail to comp ly profit taxes other than the non-existanant 

gro up the resu lt revealed that about 42 .7 percent showed lack of awareness as the major reason 

while 38.7 percent , 10 percent, and 8.7 percent showed lack of ability to pay, negligence and only 

intentional behavio r respecti ve ly(tab le 4.9). 

Table 4.9 Reasons for taxpayers ' tililure to comply with profits tax system 

Reaso ns F requ ency Percentage 

Lack of knowledge 64 42.7 

Lack of ability to pay 58 38.7 

Neg li gence 15 10.0 

Intcntionall y 13 8.7 

Tota l 150 100.0 

Suurces: HffSIIIc.!SS J)I'(~/!I {({xl](~) le,.s survey (Ind own cumpulaflon 
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Table 4.10 present s the descript ive stat istics result on tax fairness perceptions Issues. 

Exa mi nation o f the mea n va lue o f horizontal fairness showed horizonta l fairness was the only 

"lirness dil11ension with a mean or more than 4.0 lor a ll it s indicato rs. Which consequent ly 

resulted in high l11ean for the construct of ' ' horizo ntal fairness ' itse lf; at 4.14 simi larl y 94 percent 

o f the respondents desc ri bed that hor izo ntal tax system is fa ir. Inversely the mean value of 

administra tive lilirness had bdow the average, which resulted in 2.3 similarly 67 percent of the 

responcient s described that the tax system lacks ad ministra ti ve fairness. In add ition, the mean 

va lu e and percentage for genera l fa irness, vel1ica l la irness, personal fairness and exchange 

fai rness we re mi xed, which is 2.78, 3.32, 3.22, and 3.87 respectively as the same time for this 

construct the percentage sho\ved below the average. 
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Table 4.10 Descrip tive sta tistics on fa irness perceptions of Addis Ababa City business profit taxpaye rs 

Strongly Disagree I Neutral I Ag,'ee Strongly Mean Std.dey 
, Measures disagree I I agree 

~ 1

0

/

0 No ! % ~l o!.,-rNo 0/0 No I % 

I I I ! 
I 

.7ol ! 88 58.7 
, 

143 95.3 63 L 42 \ ~_1 60.6 65 ' 43.4 2.78 
Sum of creneral fairness 

a 1,43' 
I i I 

r believe the government uti lizes 28.7 76 50.7 18 1 12.0 9 I 6.0 4 1 2.7 ~ 94 I 
reasonable amount of tax revenue to I I I 
achieve social goals, such as the provision I I 

-~ ! 
I of benefits for low income families 

I ---
r believe everyone pays their fair share of 34 22.7 53 353r 18

1 

12.0 20 13.3 25 1 16.7 I 2.66 l AO 
income tax under the current income tax I I 

system 

18 or' I I 

r-r-think the govemment spends too much 11 7. 3 i 14 9.3 27 41. 3 36 24.0 3.65 1.16 
tax revenue on unnecessary welfare 

I , 
assistance. This IS especially true 111 I I 
developed countries with what is true in 
countries like Ethiopia I I 

I 

! Sum of exchange fairness 

1

64 42.7 ! 109 92.4 ! 76 50.6 139 92.7 62 \ 41.4 3.87 .87

1 

I 

I 
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It is fa ir thaI low-income eamers receive 19 1 12.7 I 25 16.7 33 220 I 45 30,0 I 28 18.7 4.44 1.641 
I 

I more benefits from the government 

I compared to high-income earners, 

~ C-=:-' . I i 
The Income taxes that I ha\ 'c to pay are 12 8,0 25 16,7 14 9,3 78 52 :0 I 21 1~, 0 3.47 1.16 1 
high considering the benefits I receive 

I 
i 

from the government 
I 

I receive fai r value from the government in 33 \ no 59 39,3 29 19.3 16 10,71 13 8,7 3.70 1.74 

I return for m y II1come tax paid (e,g, 
1 I 

I I 
I benefits) 

,GOI I Sum of horizontal fairness 6 8.5 12 ! 8.0 28 18.7 143 95.4 : 11 74 4.14 
I ----< 

It IS fair for individuals \\i th similar 2 1.3 4 2,7 21 14,0 67 44, 7
1 

56 ' 37,3 4,14 .85 ! 

amounts of income to pay a similar amount 
I 

, 
of income tax , 
I believe it is fair fo r me to pay a similar 

I 4~76 --
4 7.2 8 5.3 

7 1 
50,7 55 36,7 4.13 0,92 

share of income tax compared wi th other 
1 taxpayers earning an equivalent amount of I 

1 II1come I i 
Sum of vertical fairness 50 33.3 100 66.6 51 34 155 103. 94 62.7 3.32 .i41 

4 1 1 
- I~ It is fair that high-income earners are I 14 9,3 41 27,3 13 8,7 55 36,7 : 27 18 3,27 

subject to tax at progressive ly higher tax I 
I 

i 
rates than low-income earners , This also 

I applied practically, 
7 4,7 17 11.3 14 9,3 64 42.7 48 32,0 3,86 113 

It is fair that low-income earners are taxed 
at a lower rate than middle-income earners. 
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1 The share of the total income taxes paid by 29 19.3 42 28.0 i 24 16.0 36 24.0 

high-income earners is much too high. 

\ 
I 

\ 

135 1 \ Sum of personal fairness I 68 45.4 83 55.3 74 49:4 90 

I believe that [ pay my fair share of the tax 43 28.7 42 28.0 31 20.7 24 16.0 
burden under the current Income tax 

I 

]o.ot 40 I 26.7 
systenl I I 
Compared to other taxpayers, I pay more 21 14.0 29 19.3 i 30 
than my fair share of income tax. 

I I I i 
I believe there are a number of factors that 4 2.7 12 8.0 ! 13 8.7 ~47.3 
affect the fairness of income tax system 

--
Sum ()f administrative fairness 

, 
85 56.6 114 76 45 30 38 l 25.3 

I There are a number of ways available to I 35 I 23.3 55 36.7 21 14.0 26 17.3 
me to correct errors in the calculation of I 
my tax liability, if necessary, at no 
additional cost. I 

The administration of the Income tax 50 33.3 59 39.3 24 16.0 12 8.0 
system by the Ethiopian Revenue and 
Custom Authority or Inland Revenue 
Authority is consistent across years and 
taxpayers I 

I -Minimum f or mean. 5- the maximum mean, Number of re~pondeni- /50. Sf, Dev-standard deVQlio1l 

Sources: Business profit toxpayers survey and own computation 
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19 12.7 

90 60 

10 6.7 

30 20.0 

SO 33.3 

18 12 

13 8.7 

5 3.3 

1
2011 

i 

2.83
1 

I 

I 
3.21 

2.44 

I 
3.19 

4.01
1 
I 

2.3 

I 
2.09 1 

2.09 

.... ..... -' 
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I 
I 
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4.2.1.3 Tax knowledge a nd tax comp lexity 

To know the po int wh y taxpayers pay taxes, the su rvey resul t showed that 99 percent o f the 

respo ndents respo nded that they knew why they pay taxes. 59.3 percent of the respo ndents 

replayed that they pa y taxes because it is a compu lso ry act while 28 percent of the respondent 

said that it is a deuty of ant ic ipation in pu blic services. On the other hand, 6.7 percent of the 

respo l;dent replayed that thcy have no oppol1tlllity to evade , and the remaining 6 percent of the 

respondents said lhal they pay taxes to escape from the government intimidation (table 4. 11 ). 

Tab le 4.11 Rellso ns why taxpaye rs pay taxes 

Reaso ns Freq uency Percentage 

To avo id dist urbances (penalties, sanct ions) 9 6.0 

In ant icipa tio n of public se rvices 42 28.0 

There is no o pportunit y to evade 10 6.7 

I t is an ob liga tion toward s the govern ment 89 59.3 

Tht~ 1 150 100.0 

Sources : BUSiness profit taxpayers survey and own computatIOn 

As Table 4.12 revea !ed, 80 perce nt of taxpayer survey responded that the tax system is not fair 

and based on the principle o f ability-to pay whil e the remai ning 20 percent of the respondent 

responded that the tax they paid is I'it ir and eq uitable . 

Tab le 4.12 Tax fairn ess alld ability to pay taxes 

-
Fa i I'll ess iss ues F requency Pe rcentage 

Yes( fair) 30 20 .0 

-

No (unfair) 120 80.0 

T otal 150 100.0 

Sources: Business profit taxpayers survey and own computatIOn 
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The ju stification of the respondent showed that thc tax system is unfa ir and not based on the 

ability to pay principle. In thi s respect, 14.7 and 13.3 percent of taxpayers' responded that there is 

no administrative fairne ss and custom or paying taxes respect ive ly. On the other hand, the survey 

results or 15.7,9.1,18.4, 23.0, and 5.8 percent showed that the tax system is not in line with 

general , exchange, vertical , personal fairness, and simp li city of tax system respect ive ly (table 

4.1 3). 

Table 4,13 Reasons for unfairness of a tax system 

Reasons Freq uency Percentage 

Absence of general fairness 4 15.7 

Absence of exchange fairness 8 9.1 

AbSence of vertical r'airne~s 7 18.4 

--
Absence of perso nal fail'lless 9 23.0 

Absence of tax knowledge 20 13.3 

Absence oi'adl1linistrative fairness 22 14.7 

Absence of ta x knowledge 20 13.3 

Complex ity or lax sysl~Jll 12 5.8 

Total 82 100.0 

Sources: BlIslI1ess pro{tt taxpay ers survey and own computatIOn 

To know whcther Ihe tax autho rit y del ivercd train ing or ed ucatio n fo r enhancing the knowledge 

of taxpayers' the su rvey result showed that 43.3 percent of respondents were not taken any 

trainings that co uld developed there awareness. Whereas 19.3 percent and 26.7 percent of the 

respondent replied that, they had taken tw ice and once in a yea r respectively (table 4. 14). 
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Table 4.14 Prog rams of cd ucation I training sess ions delivcred in a year 

I Edncat ion 
------

Freq uency Percentage 

Once a year 40 26.7 
- -_. --

Twice a year 29 19.3 

r i ' hree times per year 10 6.7 
, -I Above th ree til11es per yea r 2 1.3 

Not at a ll 65 43 .3 
" ... 

Total 146 97 .3 

Miss ing system 4 2.7 

Tota l 150 100.0 

Sources: BuslI7ess pro(il laxpayers survey and own computallOn 

Table 4.15 and 4.16 presents the descript ive stat istics result on personal perceptions of tax 

knowledge and ta.' complexity o rthe l:urrent inco l11e tax systel11. Exal11 ination of the l11ean va lue 

of tax know ledge showed that sl ightly above the average l11ean value, which resulted in 2.85 

similarly 88 percent of the responses indicated that there is lower level of tax knowledge. 

Bes ides the l11ea n val uc lo r personal perceptions tax cOl11plex ity of the incol11e tax system, 

showed high. which result ed in 3.'1 8 s il11ilarly 91 pcreent of the respondents descri bed that the tax 

systel11 had cO l11ple xity nature. (Rcl11a rk: in Ihis silldy High mean vallie fot lat complexity believed 10 be 

treated as the tar .~vstem as complex and/or tax knowledge lower mean value), 
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Table 4.15 Descriptive statistics of personal PCI-ccption on tax knowledge of the business I)I-ofit tax system 

- I Strongly Ne~ Agree Stl"ongl~\ IVl ea Disagree 

MC41SlIl-eS I disagree Agreel II 

I No % No % No % No i % No % 

-- --_---L 
'General knowledge 214 71.3 335\ 92.2 211 80.6 291 193.9 149 99.4 2.85 

i 
The rules related to income tax are clear and understandable 52 34.7 26 17.3 14 9. 3 4 2 .7 2 .09 54 \ 36 

1 
- I-c-I-c--1-"61 4~71 1 3 I do not have any problem with completing and filing the tax return 50 " , 62 41.3 8.7 2 .22 jJ.J 

formes) , if they are required --L~ I know all what is required from me in respect of my business profit 20 13.3 71 47.3 

tax obligations 

As far as I am aware, everyone who earns income sourced in thi s 32 21.3 26 17.3 

country is taxable, regardless of whether that person is resident or not 

I believe that I do not have to be abide by the deadline for the 38 25.3 44 29.3 

submission of tax return fonn s. 

To my knowledge I have little idea about the deductions that I can 7 4.7 27 18.0 

claim as a taxpayer in the computation of my tax liability 

As far as i know the business profit tax is not fair in general. 10 6.7 28 18.7 

The income t,DC system is a legitimate way for the government to 5 ' , 23 15.3 J.J 

collect revenue to manage an economy 

I-Minimum for mean, 5- the maximum mean, Number a/respondent-150, Sf. Dev-standard devQtion 
Sources: Business profit taxpayers survey and own computation 
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" 1'-,\ 18 12.01 12 8.0 2.54 

I ----
29 19.31 36 24.0 27 18.0 3.00 

I 
22 14.7 33 22.0 13 8.7 2.59 

34 22.7 ') ..., I ...,,.. '"\ 
_j .) ).J 29 19.3 3.46 

I 
29 19.3 56 37.3 27 18 .0 3.4 1 

36 24.0 62 41.3 24 16.0 3.51 

SI.Oev 

-----
.·10 

1.27 

-II7 

--
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--
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~ 
I 

1.3 1 
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Table 4.16 Descriptive statistics of persona l perception on tax comp lexity of the business profi t tax system 

Strongl~ 

Measu res disagree 

No % 

;--. 

Tax Complexity 73 48.5 

II do not have to make a lot of effort to understand the 9 6.0 

lex planations given in Ethiopian Revenue and Custom 

Authority guidebooks and other similar explanatory 

materials 

I find tedious in procedural complications and to 17 11.3 

maintain ali my relevant records for the whole year 

for tax purposes 

\The term used in the tax return fo rms are difficult to 14 9.3 

understand 
i 

The Ethiopian business profit tax system is too 8, 5.3 

complicated 

The Ethiopian business profit tax rules are bulky and 14 9.3 

hard for taxpayers like us to navigate 

Most of the time, I need to refer to others I I 7.3 

(professionals) for assistance in dealing with the tax 

matters. Because of unclear and unfair treatment of 

the business profit tax system 

I-Minimum/or meat!, 5- the maximllm mean. Number a/respondent-150, SI.DI! \"-stQndard devotion 

Sources: Business profillaxpaJ1!rS survey and own compllt(ltion 
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Disagree 

No % 

132 88.1 

10 67

1 

, ~ 
19 127[ 

I 

I 
18 12.01 

! 

25 16.7 

25 16.7 

35 23.3 

Neutral Agree Strongly Mean l St.Oev 
ag ree I .. 

I 
No % No % Nol % 

i i 
155 803.3 363 91.1 1771 87 3..48i .48 

26 17.3 76 50.7 29 19.3 370! 1.04 

I 

I 
I 

344i 1 251 22 64 
, 

14.7 4271 281 18.7 

I I I 
I , 

32 21.3 "') 
),. 34.7 34 22.7 349 1.23 

.. -
26 17.3 66 44.0 y -) 16.7 3.50 1. 12 

I 

28 18.7 48 32.0 35 23.3 3.43 1.27 

211 
14.0 57 38.0 26 17.3 3.34 1.22 
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With regard to measures taken by the government , the survey respondents were given the 

opportunit y to suggest on the issue that is better if it implement for mak ing the tax system fair. [n 

this aspecl. 42 percent or the respondents agreed with strengthening legal enforcement and 

penalties to ensure tax fairne ss whereas, 58 percent disagreed with the aforementioned idea 

likewise the Illean value reillained below the average. In the case of other measures ( improv ing 

policy and adillinistration issues. educating the taxpayers and conduct ing awareness creat ion and 

consultation sess ions, to prov ide necessary information to taxpayers' like, services and utilization 

of tax re ve nues. In adelitio n reducing tax rates and Illaking the co ll ect ion procedures simple, 

transparent , and seating of different programs to enhance taxpayers' knowledge regarding the 

importance of illlrosing tax , and convinc ing taxpayers to be li eve, as the tax system is fair) 93 to 

99 percent of the respondents agreed that the government has to take measures that could ensure 

tax {-'lirne". I-Ience , the mean value also showed above the average i. e. 1.97 and 1.93 (tab le 4.17). 
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Table 4. 17: Tax payers ' responses on mcasul'es taken by the gove rn me n t to im prove ta x fairn ess iss ne 

, r-- I I I Response 

Poss ib Ie measu res Disag ree Ag ree Mi Ma Mea n Std. 

I d ey CYo) (%) 

I mp rov ing polic y and admi n istration issues I i -2' C97f1 
3 97 

Ed ucati ng the taxpaye rs and co nd ucting aware ness creatio n and I 2 1.9T ·25 7 93 

consultation sessio ns 
I 

To provide necessary informat ion to taxpayers' li ke : services and I 2 1.94 74 ' - I 6 94 

ut il ization o ft a,; revenues. 
I 

I 

Seat ing of d iffere nt programs to enhance taxpaye rs' know ledge I 2 1.99 .12 I 99 

regarding the importance of imposing tax, and conv inci ng taxpayers to 

be lieve as the tax system is fa ir. 

Strengtheni ng lega l enforcement and pena lt ies I 2 1.2 1 .49 58 42 

Reduc ing tax rates and making the co llect ion procedures s imp le and 1 2 1.98 .1 4 2 98 

I transparent 

Mi- Minimum, A1a- Maximllm, and Std. dev-standard devQ[ion, i-mnimllln min vallle,2-maximwn mean vallie 

So urce s: Business profit taxpayers survey and own computation 
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Apart from the d iscuss ions so far, survey respondents were given the opportun ity to comment on 

thc ovcral l lilirncss or business pro lit tax system. Morc speci ficall y, open·ended questions were 

asked concerning fairness of business protit tax system and factors affecting the tax fairness like; 

tax fa irness dimensions. cornplexity of the business profit tax system and knowledge of the 

business pr-ofit tax system. 

Therefore the following results were drawn: The current business profit tax system strained the 

practice of fairness and ability to pay. 32percent of the respondents indicated that the current 

business protit tax system did not cons idcr taxpaye rs se l r~il1le res l. Whereas 24.7 and 19.3 percent 

o t' the respondents replied that, the current business profit tax system is unequated with tax rate 

and unf11ir treatment orwealthy people Crable 4.18). 

Table 4.18 Fa irness of business profit tax 

I 

Summary of response Frequency Percentage 
._-_. 

Unfairness of tax burden distribution 15 10.0 
. 

I nappropriatencss of exchange with the 21 14.0 

government 

Unfai r treatment or wealthy 29 19.3 

Unequated tax ratei structure 37/ 
24.7 

. 
Lack of keeping selr interest 48 32.0 

.. 
Tota l 150 100.0 

L--._ .. ________ 

Sources: Busi!.'ess PJ'(dll 1({.rp(~Vl!"s slwI'ey ond own compu/alion 
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In respect of the bus iness profit tax know ledge, 37.3 and 38.0 percen t of survey respondents' 

replied there are no explicit mechanisms that enhance the awa reness of tax system and tax 

knowledge in general. In addition, 15.3, 3.3 , and 6.0 percent of the su rvey respondents indicated 

that there are no any tax training Ifollow up, technica l and legal knowledge prov ided by the 

respect ive pa rty Crab le 4. I 9). 

Table 4.19 Know ledge of th e uusiness pro!it tax system 

Summa ry Of responses 

Doesn't have technical knowledge 

Doesn' t have legal kno\V ledge 
---,-----,. 

Unavai lability offo llow up and tax trail 

Not ha ve much of general knowledge 
f--:--:---:-;-c~--o;- .-

Unavailability of tax awareness creation 
f-=-c---- - ---.---------

Tota l 
'-------_._-----

I 
I 
I 

==t 
ling 

mechanism 

-

Frequency 

5 

9 

23 

57 

56 

150 

Sources: L1usiness jJrofil taxpayers survey and own cOll1putation 

Percentage 

3.3 

6.0 

15.3 

38 .0 

37.3 

100.0 

Besides the above-ment ioned idea, survey respondents were also given the opportunity to 

comment on the co mplexity of the bus iness profit tax system. Base.d on this 40.7 percent of the 

respo ndent replied that the business profit tax system have computational and procedura l 

complexity. In addition , 28.7 and 20.0 percent of the respondents pointed out the business profit 

tax systems low le ve l of readability and complexity of tax treatment procedure respective ly. 

Whereas 6. 7 and 4.0 percent of survey respondents further showed that the tax return form and 

procedure is unclear and hi ghl y complex (Table 4.20). 
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Table 4.20 Complexity of business profit tax system 

-
Summa ry of res ponses Freq uency Percentage 

The tax structure by it se lf' co mplex 6 4.0 

The tax return IlJl'lll and proceclure is unclea r 10 6.7 
f-, . 
Comp lex it y 0 f tax treatment procedure 30 20.0 

Computational complex ity ancl procedural complex ity 61 40.7 

Low leve l ofreaclab il ity and rule complexity 43 28.7 

Tota l 150 100.0 

Sources: Busll1ess profit t{L\jJayers survey and own computatIOn 

figure 4 .1 Do you th ink \ha t th e bus iness p rofit tax you are paying is '·a ir and based on your ability to pay? 

>. g 
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Sources: Business pro/it taxpayers survey and own computation 
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4.2.1.4 The logit model results 

This section presents the re sult o r the model through regress io n ana lysis such as Wald's-test, 

mean va lue, p-value, R-squares (R2), ad.iusted R-sq uare, sig nificant test, path coeffic ients us ing 

SPSS. 

Investigating the mean values of r.1 irness perceptions among Add is Ababa City bus iness pro fit 

taxpayers, together with the corresponding two -tailed p-va lues to dete rm ine whether or not 

taxpayers percept ions different. The p-val ues column shows va lues of less than 0.05 fo r all 

dimensions or iilirnes5 tax complexity and tax know ledge with the exception of hor izo ntal 

I'lirness. In respect of the Wald' s-test, analysis revea led results wit h rega rd to the taxpayers' 

perceptions towards the fairness of bu s iness profit tax system. The result shows that almost all of 

the respondents have different perception towards the business profit tax system. More 

specifically The I'Va/d 's-t est analysis shows that the respo ndents have lowe r fa irness perceptions, 

and tax knowledge. Whereas in terms of comp lex ity of the tax system, s imilarly the Wald 's test 

viewed that the system is more complex. At the same time, path coeffic ients, in the log it mode l, 

represents the predielive iink among co nstru cts. T herefore, the path coeffic ients for tax fa irness 

dime nsion tested variables except horizo ntal fa irness and other var iables li ke tax knowledge and 

I", complex il y we re hi g hl y significanl at the 0.005 leve l. Finally, the R2 va iue suggests to what 

ex tent the independent co nstructs help to explai n the dependent co nstructs . Thus, the bigger the 

R2, the more predictive power the mode l possesses. Therefore, the R2 resu lt shows that 70 

percent of those fail'ness dime ns io n, tax know ledge and tax co mp lex ity system exp lain the 
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dependent variable. Table 4.21 presents the statist ical o utcomes, which inc lude p·va lu e, mean, 

path coefficient, observed Wald 's · statistics, and s ignificance level. 

M ultipl e regression a na lysis 

Multiple regress ion analys is is co nduct ed to identify the relationship between tax fairness 

perception as dependent va ri able and the independent variables. The outputs of multiple 

regressio ns are showed in (Tables 4.21). 

Table 4.21 Summary o f the Regressions Model/using logit model/ 

,------ .----r.-,~. . 
I I R AdJ usted 

Va ria b les ' I R' 
Path i Waft/ 's" 

Coefficient J statistics 
Significa nce 

Leve l 
Meal! p·value 

(two· 
tailed 

Effects on Fairness

l
' 0.69 0.67 

Perceptions ___ ._ --.---t------.-:-

Genera l timness _._ 1_._-f-___ ·."0.,,S.,-4--+~_· _'-:'4,-' 2,...2"'S,-+ __ _ __ . .,.0.,-05c-+ __ 
2
_. 7_8+ ___ .0::-0:--,3,-i 

Exc hange limness I .033 3. 123 .005 3.87 .0 II 

'--"--'-;; :----+--+-----+----;:;;--::+--;::-;:;-,c:;-I-----~+--~+-----,~ 
Vertical fan'ness .026 2.768 .005 3.49 .832 

Ho rizo ntal fai rness .002 2.901 .005 3.32 .000 

Perso na I [[lIrness .0 13 3.0045 .005 3.23 .006 

.037 3.430 .005 2.30 .000 Adm i n istrati ve 
fairness -:;:--:------- .---+,--- ----+- ----,,.,-:-+------,--:-c:--:-:-/-----:-:-:-i---:--:-:-+----,:-:-:c-1 
Tax knowledge .023 3.0569 I .005 2.96 .012 

L
Tax complex ity 

~-~I---,~JL~~~----~.4=2~O~~S~.2~06~3~~--~.0~O~5~-4~.1~4~~.0~1~3~ 
LCl'ei of significance: p <O. 00 I. * p <O. 05, 70/= tolerance level (acceptable level <0. J 0) 

I 

L 
TFairi -~ aO I 01 GF I 021:.'1' I- ~3V1' I- B41-IF + ~5 PF I- 06AF I- f37TK I- ~8TC I- Ei 

TFoir~O .054GF • . 03J EF -I- .026VF -I- .002HI·· -I- .0 13PF + .037AF + O.324TK + 0.420TC + Ei 

So urces : Business pro./i"! loxpayers survey and 01-1'11 computation 
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Pearso ll corre lat ion coeffic ient 

A correlation te st is conducted to determine the relat ionship between fa irness percept ion of 

business profit tax system as the dependent va riable and the independent var iable in this study. 

Table 4. 22 shows the corre lations between fa ir ness pe rception of on tax and the eight facto rs. 

Table 4.22: Co rre la tion of the major va riables 

TF GF EF HF VF PF AD TK TC 

TF .510 .596 -.202(***) .509 .467 .764 .328 .421 

GF 1 .369 .601 .270 .758 .516 .504 .623 

EF 1 .232 .663 .663 .328 .688 .643 

HF 1 .:;01 .515 .340 .456 .503 

VF 1 .250 .584 .138 .266 

PF 1 .442 .430 .516 

AD 1 .346 .412 

TK 1 .212 

TC 1 

Correlalion is sigmjlcanl aI/he 0.05 level (2-lailed) . 

Nole Ihal : TF(f,IX /aimess). (fF(,{!,c l1('ml /airne.n) , F.F(cxchol1ge /aimess), I-IF( 1101';:011101 fairness), VF( vertical 

Iairnes,~), PF(persvllGijairness).A D(ac/lilillisll'Clfive./i.]irnes.\j, TK(lax knowledge) and Te( lax complexity) 

Sources: Business profi/ /axpayers survey and own compu/a/ion 
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-------------------------------------------------------
~.2.2 In -depth in lerview results 

As stated in chapte r 3. apart li'om the surv ey, this study emp loyed in-d epth interv iews with 

busi ne ss pro lit taxpayers. Thi s aimed at obtaining the taxpayers ' perception of the fairness on the 

bus ine ss protit ta x system and the errect 0 1' tax know ledge and tax complexity on fairness 

perceptions. In the study, the bus iness pro fi t taxpayers participated from the different sectors and 

turnove r le vel s. Thi s in turn enab les the study to assess di verge nt views and arguments from 

different ang les. In the co ntext o f the above data so urces, the followi ng section presents the 

result s or in-depth inten' iews with 30 bus iness proti t taxpayers. 

As t' lr as this stud y is concerned on the iss ues of fa irness percept ion, the participants ' had 

re fl ected mixed ideas. Accordingly, fro m the different tax fairness dimens ion, 20 percent of 

interviewees showed that taxpa yers had filiI' percept ion towards the current income tax syste m 

whereas 80 percent of them howeve r were unhappy wit h the preva iling income tax syste m (table 

4.23 ). 
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Table 4.23 SuIII lIlary of responses on tax fairness issues 

Responses Frequency Percentage 
f-:o:;---:--;-,--:-;-----;-.. - - .-:-c----:-----;;-,---------;---:-;--f--------,-+-----,..,..-;;-j 

Those individuals wi th s imilar Hmounts of income pay a similar 4 11.0 

amount of tax. 
I Those who ea rns equiva lent amount o f income pays ta x 

accordingly 

Refo rlm fc, llow ing BPR improved ce rtain tax co llection process 

The administration 0.1' the income tax system by the Ethiopian 

Revenue and Custom Au thority or Inland Revenue Authority IS 

incons istcnt across ycars and taxpayers 
--c:-.---:---:---­

No t al l taxpayers pa id the'ir ra ir share of the tax burden 

2 6.0 

3.0 

5 18.0 

4 11.0 

~-:~~:~~--- -----------+-------~+-----~~ 
Practically high-income earners are not taxed at progressive tax 3 10.0 

rates than low-income earners. 
Tile . go ve rn men t a re- n-o-t-e-;r:;;fe-c-t-:-i v-e-;, I-y-[-, t-;i"l i-ze-s-a- I-'e-a-s-o-n-a;-b;-Ie a mo u n t 

of tax revenue to achieve soc ia l goals, such as the provision of 
benetit ~ fo r low income fami lies 

---------:-~~~-:--

Tlte benefit reCeive /i'o m the government by high-income Bnd 

low-income earners are not equ iwb le and ability to pay principles 

I 
The gove;-nment spends too much tax revenue on unnecessa;:y/ 
vvelfare assistance 

The initia l late payment penalty on the unpa id tax, imposed on 
non-co mpliant taxpayers under the cu rrent tax system, is unfair 

4 12.0 

3 9.0 

2 5.0 

2 7.0 

Individuals who deliberately evacle paying the ir taxes should be 2 8.0 

penalized with the same aIl1OUil1. of penalty regardless of the ~ 
aillount or-tax evaded is observable this is untair 

Total --'-,, _ ______ 3_0..1- 100.0 

Sources: l3usllless projit IOxpayers in- depth interview outcomes and own computation 

With respect to leve l or ta x know lcdge i;;sues the researcher has sought that 62 percent of the 

participant hac! general idea on the business profit taxes whereas the rema ining 38 percent 

replayed that they don't have detail technical and legal knowledge on the system. Bes ides, this 94 
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percent ofpal'li cipant of the interv iew re fl ected that the business profit tax system has complexity 

na ture with respect to ta" treatment proced ure. computational complex ity and procedural 

co mpk~ it y. and low leve l of readabil ity and rule complex ity. Whereas 6 percent of the 

participant refl ec ted , lhere is no complex ity nature and procedure of the current of the income tax 

system. Furthermore, 9 1 percent of the part icipant agreed that the absence of tax knowledge and 

tax co mplex it y had seri es effcct on the tax fairness perceptions. As the same times 99 percent of 

the respondent replayed that, the government patticularly the tax authority should improve the 

currcnl tax system, lhrough giving hi gh emphasis on tax fairn ess dimension (table 4.24). 

Table 4.24 Tax knowledge and tax comp lexity response 

Response 
I 

Frequency Percentage 

Tax paye rs ha ve only know how with a general knowled ge and , 7 23.0 

ideas or lhe lax system k There are many prob lems and un understandab le with respect to 

t-
8 27,0 

complet ing and fi li ng Ihe lax return fonnCs) . 
---- - _. __ ._------

There is a lillie idea abOlillhe dedll ctions thaltaxpayc r in the 5 17.0 
computat ion of tax liabi lity 

Doesn'l ha ve techn ical knowledge and lega l knowledge 10 35.0 

Tota l tax knowledge response 30 .~oo:o 

-
SU Ill ~ or,!l !"; participant rdkcLcd , tIH.;n..: is 110 compiL:xi lY nature and 2 6.0 

procedure of the current of lhe income tax. 

The Ethiopian bus iness pro fit tax rules are bulky and hard for 12 40.0 

laxpayers like us to na vigate 

The tax structu re and trea tment procedure by itse lf complex 10 35,0 

Low leve l o f readabi lit y and the tax return fo rm and procedure IS 6 21.0 

lInc lea r 
-

Tota l tax c0 111plex ity I'es ponse 30 100,0 

So urce: Business pro/ittaxpayers In-depth interview and own computatIOn 
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To sum up t he above ment io ned result sect ion presentcd the result 0 f different methods that 

adopted in the research independently. Specificall y, the results orthe quantitat ive and qua li tat ive 

methods of inquiry, namely survey and in-depth interview with business profit taxpayers were 

presented. Data obtained through these methods were employed to in vest igate att itude towards 

the la irness of bu siness pro fit ta x system, tax knowledge and tax complex ity. The results of the 

different data co llection methods revealed consistent findings. However, in order to address the 

research problems o f thi s stud y, as detailed in chapter 3, it is crucia l to exam ine the resu lts of the 

c1ifferent methods concurrentl y. It is therefore to pool the results presented in this sect ion together 

and co mprehens ively address the research question (specific research quest ion) and hypotheses. 

The subsequent section. hence. endeavours· to anal yse the results and address the research 

questions ho li sti ca ll y. 
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4.3 Analysis 

As stated in chapter 2 the specific research quest ion of this thesis is 'flow is the perception of 

!It/dis !llwho Cily bllsiness prujit I"-'pllyers luw"rds the business pro/il tax system? ' In this 

co ntext. the broad objective 01: thi s research, as presented previous ly, is to explore how Addis 

Ababa City bus iness profit taxpayers perceive bus iness profit tax fairness issues. i.e, (It tries 

much to sho\V taxpayers' percept ion towards the la irness of business profit tax system in line 

with the social aspect s (percept ion of the taxpayers) and po li tical aspects (the way the 

administration conducts in accordancc wi th lax Ii,i rncss dimensions); in the case of the City of 

Addis Ababa). 

This broad objective was stated as hypotheses and spec ific research question in sect ion 4.1. The 

purpose of th is chapter is to address the specific research question and hypotheses through 

considering broader objecl ivc of lhe study al la rge, using data presented in the preceding sect ion. 

Accorclingly. the following Analys is presents; how the research question and all the hypotheses 

were addressed. Th is is fo llowed by a di scussion of the app li cat ion of the findings to the research 

object ives. 

Hypothesis I , wh ich sta les. there is no difference infairness perceptions. level of tax knowledge 

perception, and level a/colllplexity perception among Addis Ababa City businessprofiltaxpayers 

of the currenl hU.I'ine.l'.I' profit lax systems. And "How is the perception of Addis Ababa City 

business pro/it laxpayers towards the fairness business profit tax system? " 
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Data obtained fi-om business profit taxpayer' survey and in-depth interviews were emp loyed to 

address this spec ific resea rch question and hypotheses. 

Bascd on table 4.9 , 4.10.4. 12,4. 13 4.15 ,4. I 9 and 4.20 the mea n va lu es of su rvey results of 

fairness percept ions among Addis Ababa City bus iness profit taxpayers, toget her with the 

corresponding two-tai led p-va lu es to determine whether or not taxpayers' perceptions is different. 

The p-va lue column shows values of less than 0.05 fo r a ll dimensions of fairness with the 

exception of horizontal fa irness. Based on these statistics, the null form of hypothesisl , which 

states. Ihere is no difTerence in/Gimess perceplions, leve! 0/ tax knowledge perception, and level 

of complexity perceplion among Addis Ababa City business profit taxpayers of the current 

income lax systems. 1n Fairness perception case, not accepted at 5 percent s ignificance leve l. In 

othe r wo rd, thc result imp lies that :'Iirness percept io ns amo ng Addis Ababa City bus iness profit 

taxpayers are different. The only fa irness dimension that taxpayers had similar perceptions was 

horizontalf'li rncss. Apart from providing ev id encc of s ign ificant d ifference in five dimens ions of 

fairness perceptions among ta xpaye rs, the mean values further indicate that taxpayers have better 

fa irness perceptions on the ho rizontal fairness. The result indicates that the tax they pay is not fair 

responded as the tax rates are too high, tax revenues are not spent o n public services, and 

taxpayers are not w illing to pay. From thi s response, it is clea r that the tax rate is not based on the 

ability-la-pay principle or it is pe rce ived to be unfair by taxpayers. In the levels a/ lax knowledge 

case, s imilar to the above case it is not accepted at the 5 percent significance level. This signifies 

that busincss profit taxpayers have d iffe re nt leve ls of tax know ledge. In addition to this, mean 

values indicate that taxpayers have lower knowledge . Fi nally, in the case of perceptions of tax 
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complexity among business profit taxpayers, the resu lt indicates that there is a difference in the 

levels of perceptions of the comp lex it y among business profit taxpayers in the current business 

profit tax systems as the same time the mean va lues, it appeared that taxpayers perceived the 

income tax system as a more complex. 

Besides this. the result s from the Wald 's-test analysis described earli er, the fairness perceptions 

among business pro Iii taxpayers indica te that the taxpayers who perceived their business profit 

tax system is unrair in different dimension i.e., . Genera l rainleSS, exchange fairness, vertica l 

fairne~s, persona l fairness, and admin istrative fa irness aspects with the exception of horizonta l 

fai rness. Because the data ind icates that, those taxpayers who are in simi lar economic posit ions 

taxed at sim ilar rates. As the same time, the tax knowledge of the taxpayers in table 4. I 5 earlier 

as the mcan value indicated that taxpayers had low level of knowledge. The poss ible exp lanation 

to r these findings is the business profit and other investment incomes of taxpayers where their 

fil ing mechanism is difficult to unde rstand easi ly. In th is respect, possib ly, respondents fe lt that 

their limi ted knowledge of tax is inadequate for them to comply with their tax obligations, and 

therelo re which require more kno wledge of the income tax system in the process of filing thei r 

tax return form s. Whereas the finding from inte rviews shows that , lack of know ledge among 

bus iness profit taxpayers caused difficulty fo r deal ing with tax matters the main reason for this as 

the suggestion of taxpayers is the tax authority docs not prov ide any genera l, technica l, and lega l 

knowledge. Subseq uent ly. the su rvey resull.s or business pro lit taxpayers indicated in table 4.1 5 

showed the mea n va lue of tax co mplexity is high in other words the tax system has complex 

morphology; thi s is due to the protracted and prolonged in nature of the tax system. 
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As the intcrviewed data anal ys is indicated that business, profit taxpayers had mixed perceptions 

on the fa irness o f thc in co me tax system. Participants who viewed the business profit tax to be 

tair cons idered that paying tax is fair and not burdensome in the sense that one part of a soc ial 

responsibility that should not avo ided by any person li ving in a city. Some of the respondent 

explained that: It is des igned reasonably fair to the Ethiopian soc iety because of the recent 

mociifica tions of the gove rnment , and the in co me ta x system is fai r, but it could always possible 

to tine-tune it. In addit io n to thi s, taxpayers' po inted out the complex ity of the tax system in 

respect o j' the ir sources o f incomes, whil e complying wi th the difficulties of the tax law for the 

business profit ta xpayers. 

Furthermore, the findings from the interviews indicated that the majo rity o f taxpayers crit icized 

several aspccts of fairness. This is due to the va riations in each dimension of fa irness perceptions 

with the exception of horizontal fa irness . 

In general. terms based on the survey, and an in -depth interview discuss ion implies that the 

findings answer the research question negative ly and the justificat ion opposes hypothes is !. 

Sim ilarl y, scho lars like Fallan (1999) , Richard so n (2005) and (Saw and Sawyer2010) as stated in 

the literature chapter suppOli S this .iu stitication~ . 

Hypothesis 2, which slates: "A ddis Ababa City taxpayers perceive/airness of business profit tax 

systems as being multi dimensional. " f o test this hypothesis survey result coupled with the outcome 

of in-depth interviews were used. 
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As Table 4.10 survey data revealed, the taxpayers perce ived the fairness of bus iness profit tax 

system from va rious d imensions: general, exchange, horizontal , vertical, personal, and 

adl11inistrati ve fa irness. These include the government spending extent of the co llected tax 

revenue for the be ne l~t s of the society at large, the consideration of business protit taxpayers in 

different economic leve ls in respect of compliance of tax . As we ll as administrat ion of the 

business protit tax system in linc with lega l, formal and procedu ral aspect and the fu lfillments of 

self~interest for ·reacting with tax fairncss iss ues. 

Whereas in case interview result showed tax, ta irness perceptions noted frol11 d ifferent angles. 

For instance, there was a clail11 that fairness of the inco me tax system should be determined based 

on how tax is collected and how tax revenue is spent. If fairness were defined in these manners, 

sO l11e taxpayers ,,,a uld have improved percept ions o f the fa irness of the business profit tax 

system. 

While majority of the participant s perception went beyond the aforementioned two aspects of the 

bus iness profit tax systcm. For them effi cient tax collection and proper governl11ent spending of 

the collected tax revenues as l11eaSure for tax fairness dimensions, this suppOlted by the analysis 

perforl11ed on taxpayers' vi ews on fairness perceptio ns, which subsequently generated fo ur l11ain 

themes of tairness perceptions :( I) General fairness; (2) Vert ical fai rness; (3) Adl11in istrative 

fa irness; and (4) Perso nal fairness. 

In Ihi s study, genel'a l filirne ss is conce rned with taxpayers ' perceptions of the broader aspects of 

the incomc tax system, sll ch as goverll il1c nt spending of the lax revenue and the benefits system. 
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The results fi·om the interviews ind [ca ted (hat, very the government spend ing of the co llected tax 

revenues whereas the major ity of the interviewed business profit taxpayers signaling their 

disappointment and disco mfort concerning this issue satisfied few. These participants firmly 

be lieved that tax revenues were not properly spent in desired areas, such as hea lth and education 

and instead wasted on govern ment bu reaucracy. Th is has intern led to the vio lation of trust in the 

government. 

111 relnlion to governille nt spending. sOl11e part ic ipants further commented on the tran sparency 

issue where they claimed that the taxpaye rs were not well- informed on the deta ils of how the tax 

revenuc was Spcllt. They cs pcetcd :1 fidl d ise losurc o f the government expenditure a llowing them 

to examine the acco unts and demonstrat ing greater government acco untabili ty. Specificall y 

comments like there are a lot of a hidden cost, which has not been made public or told to the 

public and the people should be informed, everyo ne has the right to be in formed and there should 

be an open book. 

Wi th regard to the social welfare/government benefits system, participants were generally 

pleased with the idea of assisti ng low-income taxpayers to have suffi cient money to live on. 

However. partic ipant s sta ted thilt the sys tem implemented with care to ensure that wealth 

distributed fairly and only to those genuinel y in need. This is essent ial to avoid the misuse of 

money by those not deserving assistance. 

Vertica l fairness suggests that people in differe nt economic situations should tax differently 

(K irchler et al. 2006). Ideally, ve rti cal fairness mainta ined when people with higher tIlcomes 
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laxed at hig her ral i,)s lhan lhose w ith I.uwt: r inco mes. Thi s iss ue considered by the Ethiopian 

income tax system where the progress ive tax rates currently as follows (FIRA, 20 I 0) : The 

partic ipants theo retical ly agreed thi s idea o l'progress ive tax rates when they claimed that it is fair 

to impose higher tax rates on high-income earners rather than low-income earners, However, the 

implementation of the progress ive tax rate under the current business profit tax system appeared 

to be unsuccess lill. The result of'the interviews indicated , vertica l fairness was not accurately 

m:lilltn incd ill the ta....: sy.s tem because; higher inco mes earners were not sufficiently taxed . Others 

condemned the income tax system as 'o ppress ing' the poor and hence, there was a suggestion to 

not tax low-income business profit taxpayers and between small business owners, who largely 

represent the midd le .. inco me group, and big co mpanies . Participants who had experi cncc running 

a small bus iness, such that small bus iness operators not treated fai rly re lative to the big 

companies, who were entitled to var ious tax break s, 

Adm inistrat ive fairness is concerned with taxpayers' perceptions of ho w the tax authority 

admin is ters the business profi t tax. This concept o f fai rness emerged from Procedura l Justice 

Theory (PJT) , which asserts that fairness in procedures may lead to fair outco mes, PJT postulates 

six princ ipks unci erlying fai r procedures, namely: consistency, bias-suppress ion, accu racy, 

co rrectabi lit y, representati veness, and ethica lity. This stateme nt s ignal s that the bias-suppress ion 

principle vio lated. 

Desp it e lil t..: c.:r itici sl11 s 0 11 lilt..: acccss ibili ly or the revenue autho rity , participants were quite 

satisfi ed with the tax au thority those thc ir annual tUl'llover less than hundred tho usand were no 
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longer required to file- tax return form s. Such s implicity, however, were not enjoyed by their 

ann ual turnover greater than hundred thousand business profit taxpayers groups, who remam 

burdened w ith a lot of paperwork. This situation seems to be most unsat isfacto ry as the 

responsibilities to organize tax matters rests so lel y with the taxpayers. 

Another aspect of administrative fairness that participants commented on was administering taxes 

for beneficiaries. Participants claimed that tax ing beneticiaries and low-income peop le had 

actually resulted ill huge tax admin istrati ve costs . In addition, partic ipants commented that it 

seems unreasonable lor the tax authority to impose tax on benefits, which essential ly designed to 

he lp low-income peo ple . In relation to this, participantS were suggested exclud ing low-income 

people ti'om the income tax system, which would subsequent ly red uces the number of people 

ERCA has to administer, and associated admin istrat ion costs. 

Persona llilirncss deal s with taxpayers ' perceptions as to whether the current income tax system is 

fulfilling the ir self-inte t-est. 1'1'0111 the interview conducted, the amount of tax an individual 

personally pays is too high generally and in cOl11parison with others, this shows they were 

unhappy with the current tax rates and wished to have both lower rates . 

In order to perceived as fair, the policy employed by the revenue authori ty must have gone 

through a decision-nmking process, which not on ly involved the tax aut hority, and tax experts, 

but also taxpayers. This P.lT pr inciple of representativeness suggests that society will be more 

likely to perceive a system to be fair when they have been in volved in the relevant decision­

making. The participant suggests that it should concerns about the admin istration of the inco me 
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tax system in terms of; access ibi lity to the lax autho rity; re spo nsibil ity in adm inistering tax 

matters; and dec ision-making process; a ll of which subsequently affected their fa irness 

percept io ns. 

Thus. Add is Aba ba C it y bus iness pro lit taxpayers viewed fairness perceptions as mult i­

dimens iona l. and co nseque ntly thi s provides support to the li terature, theory, and Hypothes is 2, 

whi ch slal cs: "Addis Ababa City taxpayers perceivefilirness a/their business profit tax systems 

as mull i dimensional. 

Hy poth es is 3 and Hy poth es is 4 w hi ch ass umes that 'kno wledge a/the business pro/it tax system 

i1?/llf<!I1C1.!S {(,-,payers' fairness percl:.'pliol1s (lnd 'complexity of Ihe business pro/il (ax ,~yslem 

il'~/l!lences foxf}a,l'l: rs 'fairness percepliorJY ., rcspl.:clivel y. Exam illntio ll of this hypothesis required 

survey result wi th the in-depth interview. 

lis the su rvey rcsult showed ill tab le 4 .2 1, and tab le 4.22 hypothes is 3 was tested by examining 

the path coeffic ie nt of tax know ledge to the fairness perceptions. The path coefficients of 0.023 

were highly s ign ifi ca nt at Ihe 0.005 leve l. T herefore, the study re vea ls that respondents of the C ity 

agreed, ta x knowledge had influence o n fai rness perceptions. At the same time Hypothes is 4, 

which was tested by examining the path coeflic ient of tax co mp lex ity effect on fairness 

perceptions. thi s showed thai the path coeftic ient had pos itive s ig nal thi s imp lies 0.0120, were 

significant at the 0.005 leve l. This intern suggests that the less complex tax system wi ll improve 

taxpayers' fa irness perceptions. Therefore, the stat istical outco mes reveal that tax co mplexity was 

a signitica nl factor affec ti ng taxpayers' fai rness perceptions. 
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In addition to this, Wald 's-fesf ana lysis also employed. In relation to tax knowledge the Wald 's­

test analysis indicates, the respondents are in a lower position. Whereas the tax complexity tests 

resu lt indicates the tax, system has complexity nature. Similarly, the logit mode l resu lt with 

respect to R2 reveals that, the tax knowledge and tax complexity system explain the dependent 

variable (influence tax fairness issucs). 

As indicated in table 4.15 , 4.16 ancl 4.19 and 4.20 respective ly, the sur vey result showed the tax 

knowledge and tax comp lexity had strained fairness percept ions to a certa in degree. This implies 

that taxpayers who were we ll aware of the tax knowledge understood the business profit tax 

system moderately. 

As the interview, result revealed , some participants who were asked about their know ledge on 

business profit tax system had described that a general idea( objectives o f income tax, and types 

of income tax) about the bus iness profit tax but not much on the details of the system. 

With regard to the co mplexity o r the business profit tax system. the majorit y of the interview 

partic ipants (bus iness profit taxpayers) c laimed that the system is generally too complex for 

taxpayers to understand. Since business profit taxpayers dea ls with various tax matters including 

income tax, turnover tax (goods and service tax) and so on. which expected to result in high 

compliance costs . Whereas participant put the blame on the multitude form s and tax itself is 

inherent ly caus ing the complexity in the business profit tax system. 
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Thus. the interviews result showed. both tax knowledge and tax complex ity are affected fairness 

perceptions to a certain degree. In other word, they suggested that taxpayers with good tax 

knowledge understood more of the bus iness profit tax system, which wou ld resu lt in better 

pcrceptions on lilirness; as well, a ju stiliablc busincss profit tax system would lead a simple and 

eas ily understandable business pro fit tax system. Based on the survey and in-depth interview 

resu It. Hypothesis 3, wh ich. assumes that 'knowledge of the business profit tax system influences 

taxpayers ' j i!irncss perceptions,' accepted by taxpayer and resulting in acceptance of the 

hypothesis 4. which slaled that 'complexily of lhe business profit lux .Iyslem injluence.l· taxpayers' 

.Iilimess percepliol7s" Similarl y. scholars like Harris ( 1989), and Cox and Eger (2006), as stated 

in the literature chapter supports these justificat ions. 

The co rrelation between dependent variab le and independent variab les of tax fairness issues as 

Table 4.22, the results show clearly that the correlat ion between tairness perception (dependent 

variable) :llld Gener:tI alld exc hange t:lirness (inciepcndcnt var iable) is Pearson Correlation (r) = 

0.5 I 0 and 0.596 with p-value = 0 .. 003 and .0 I I. The correlat ion is pos it ive and can be accepted 

in the relationship between the two variables, as the Pearson Correlation is less than 0.5 

Coefficients. !n this method, the sign ifica nt leve l is at 0.05. in case of the correlat ion between 

fairn ess perception and exchange tilirness is Pearson Correlation (1') = 0.0 13 with p-value = .0 I I. 

The correlation is positi ve and accepted the re lationship between the two variables, as the 

Pearson Co rrelation is less than 0.5 coeffic iems. In th is method, the sign ificant level is at 0.05. 

The co rrelation between tax fa irness percept ion and horizontal and vertica l fairness is Pearson 

Correlat ion (1') = -202 and 0.5 0l) and with p-va lue = .832 and .000. The corre lat ion is negative for 
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horizontal fai rness and pos itive fo r vert ica l fa irness this implies horizontal fairness is not 

accepted (negat ive relat ionship) but vertical fairness is accepted, as the Pearson Correlation is 

less than 0.5 coe l·ficicnts. In th is mclhod, vcrtica l f"irncss onl y the signifi can t levc l is at 0.05. The 

co rrelation between fa irness percept ion and personal, Adm inistrative fairness as well as tax 

know lcdge and tax co mplex it y is Pea rson Correla tion (I') = 0.467, .764,.328 and .421 wit h p-value 

= .006 .. 013 ,.012 and 000 respecti ve ly The co rrelat ion is pos iti ve and can be accepted in the 

relationship between the dependent and independent variables, as the Pearson Correlation is less 

than 0.5 coefficients. In this method a lso, the sign ificant leve l is at 0.05 . Thus, the re lationship is 

acceptab le. 

4.4 Conclusion 

To Slim up. the di scll ss ions in thi s chaptcr endeavored to integrate the results o f the quantitative 

and qua li tat ive methods so as to address the specific research quest ion and hypotheses and 

achieve the objectives o f the research ho listica ll y. However, the findings in this study are not 

without weaknesses. The subsequent chapter, thus, presents the strengths and weak nesses of the 

study coupled with impl ications to the tax authorities and the literature with future research 

ciirections 
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Chapter 5: Conclusions and recommendations 

This chapter presents the conclu sions and recol11l11endations. The purpose of the chapter is to 

rev iew the who le thesis and highlight futu re research directions. Accordingly, section one 

presents overview of the thes is and its major findin gs whi le the second section presents the 

recommendations with future resea rch directions. The third section covers the contribution of the 

thes is to the literature and tax au thori ty. The limitations of the thes is presented in the last section. 

5.1 Overview of the thes is and its major findings /Conclusions 

f'a irness percept ions, which derived from Eq uity Theory, establi shed as an important element in 

ind ivid uals ' lives (Zhiyo ng and Qingya ng 2007). In laxation, a number of stud ies in abroad had 

undertaken on the fairness percept ions, which prov ide inconclusive results. In Ethiopia, there is 

no studies are avai lab le, thus requir ing more research in this area. Therefore, the researcher has 

identified a research ga p that needs to be invest igated the fairness perceptions, and the tactors 

contributing to fa irness perceptions. 

The ident iliecl research ga p leads to the lo rmation of broad objecti ves in the study. i.e., to 

understand how Add is Ababa City bus iness pro fit taxpayers perce ive business profit tax fairness 

issues. Thus, the paper tries much to sho w taxpayers' perception towards the fairness of bus iness 

proti t tax system in I inc with the soc ial aspects (percept ion of the taxpayers); political aspects 

(the wa y the admini st ratio n condu cts in acco rdance with tax fairness dimensions); in the case of 

the Cit y o f Addis Ababa . To answer thi s ob.iective, taxpaye rs' responses in the survey 

questionna ires were anal yzed us ing descriptive analys is through SPSS. The resul ts suggest that 
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Addis Ababa Bu siness pro fit taxpayers viewed the current business profit tax system as 

reasonably fair in terms of horizonta l fairness , but not on vertica l fairness, personal fairness , 

adrnini straliv~ Illirnl.:ss, exchange Illirm:ss, alld general fllirnl:ss. Accordingly, a WlIld's-test 

analysis conducted to test how taxpayers test fairness perceptions on their current business profit 

tax system. In case of taxpayers' perceptions of fa irness as multi-d imensiona l, the resu lts from 

the analysis indicate that taxpayers have l11 ulti-dimensional perceptions of the fa irness of their 

income tax system. A similar indication provided in the interviews fi·orn the discuss ion on 

va rious aspects of fairness perceptions. The findings from the approaches pj·ovide support, not 

only to the premises under Equity Theory, but also to the existing literature on fa irness 

perceptions. In course of understanding the role of fairness perceptions, the study simultaneously 

addressed major factors that affect fairness perceptions, namely tax knowledge and tax 

complexity. 

Based on the presiding analysis the paper finally drawn the fol lowing conclusions/findings: 

v' The abse nce of adequate train ing, follow up, education and li mited knowledge on their 

respect ive business profit tax systel11s intern resulted in difference in the perception of 

taxpayers towards income lax system and the government ought to obtain the intended 

re venue fi·om the taxpayers. Further 1110re awareness is a corner stone as far as voluntary 

compliance is concerned. As the finding shows, lack of awareness was cited as the major and 

leading reason for tax. 

v' The absence of c lear-c ut objectives, programs, procedures, ru les and regulat ions which have, 

di rect intact with the taxpayers knowledge and awareness intern brought about complex tax 

system. 
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./ The au thorities treat those individuals who ha'/e similar income level equally. This indicates 

the acceptability o f horizontal fairness by the business profit taxpayers . 

./ There is no administration co nsistency in respect of the provis ions of business profit tax 

system. This negates the principles of adm inistrative fairness across business profit taxpayers . 

./ There is an over lap in the act ual practice and the stated principles in respect of vertical 

fairness; those bus iness pro fit taxpayers who make high-income would not be taxed in 

association with progressive tax structure . 

./ The tax author ity as a responsible organ to activate tax system In the c ity is not effect ively 

util ize a reasonable amount of tax revenue to achieve social goals and it spends much of the tax 

revenue for unnecessary we lfare ass istance. This impl ies the im proper practice of general and 

exc hange fc1 irness; 

./ In respec t of tax estimation most of the time experts from the tax authority levy tax burdens at 

the spot without considering the capac it y of individual taxpayers ( levy beyond the actua l 

capacity of taxpayers), thi s contradict the concepts of persona I fairness. 

From the above tindings, wha t the paper generally conclude that, though there have been 

considerable attempts and progresses to improve taxation system in the City, there are significant 

drawbacks. Unless these strains are reso lved there might not be changed the percept ions and 

att itudes o f the taxpayers as well as the social and economic development of the city. 
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5.2 Recom mencia tions 

Eellund (2003) summar izes that those who ha ve care full y studied the pub lic's attitudes. 

perceptions. and knowledge oJ'taxes aneltax po licy have generall y found that citizens are indeed 

remarkably misinformed/ confused. In other way Edlun (2003), pointed att itudes towards the tax 

system may affect by the be ha vior o f an individual' s reference group (re latives, neighbors, 

li'iends, and political associates) anelnature orthe tax systems (taxing environment). 

Based on th~ stud y co nducted using survey method and in depth interview taxpayers perception 

towa rds the fairness o f business profit tax system were identified and poss ible recommendations 

wo uld be forwarded so that it may help the ta x authority and other po licy makers to approach the 

issue accordingly. 

,/ leirst ly. as lo r sO l11e direction lu I' Ill turc research, resea rcher in this area o f stud y might want 

to exp lore further on the nelV dimensio ns fou nd di scovered in this exploratory study. A 

comprehensive study need to be co ns idered to further va lidate the operational aspects of the 

new dimensions. Another poss ible research wou ld be cond ucted to change the sample, to 

survey business profit taxpayers (so le propr ietors or taxpayers doing own bus iness) and 

employments inco me tax payers then make a co mparati ve study to find out if there are any 

significa nt di ffe rence between these groups of taxpayers '. The present study surveyed 

bus iness pro fit ta xpayers. Th is is reco mmended because employments income tax is 

subjected to monthly Scheduler Tax Deduction (STD) and is mandatory for emp loyers to 

comply. However, for business profit taxpayers they pay in full yearly bases. Therefore, the 
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differences in the schemes might show differences in perceptions of tax fa irness and their tax 

reporting behav iour . 

./ Second ly, the tax authority edu ca ting the public must be considered crucia l. It is possib le 

through tax education, concepts o f taxation and tax knowledge shall be imparted. 

Fu rthermore, tax pnyers· need more in fo rmation about the ir ta x obl igations and their role in 

promoting the growth of the eco nomy of the co untry and the well -being o f its citizens. The 

tax educat ion can be a roo! to incul cated tax fa irness issue up on taxpayers' . In the context of 

reaching to the soc iety, the tax authority can use the e lectronic media as a means to educate 

taxpayers' and change their percept ions about their tax reporting behavior and the ir overa ll 

perceptions of taxation in general. Public service advertisement covering aspects of tax 

reporting beha vior to influence change of perceptions among taxpayers' can be aired over 

telev ision . 

./ Th irdly. a rell1edia l suggestion to the tax authority and future resea rcher, there should be a 

large·scale sur ve y to st udy perception of taxpayers covering many determinants of tax 

lilirness . Result s li·om the stud y will prov ide indicat ion to tax authOl·ity of the perceptions of 

taxpayers' in part icular and the government in general to consider changes that will further 

enhance the tax system in Country . 

./ r:o tllthly, the most obvious requirement lo r maintain ing fairness or equity among taxpayers it 

should treat a ll taxpaye r based on his/her ab ilit y to pay and fa ir way. Ma intaining tax equity 

and fai rness is not achieved onl y through levy ing eq ual taxes on individuals who have equal 

income (horizo ntal fairness) but also in others cases o f affecti ng factors of fairness issues i.e. , 

vertica l , genera l, pe rsonal, ad ministration, and exchange fairness etc. Therfore the question 
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of fairness or equity is not on ly dealing with current taxpayers but also concerned with peop le 

outside the tax system because ensuring eq uit y means encouraging and protecting honest and 

loyal society by adopt ing I",i,. compet it ion and e ffi cient tax administration system. i.e, 

(Effect ive and efFicient tax assessment, co llection, awa reness creat ion, and providing 

in] l..l rrn:llion). so 111:11 . il w i l,' perceived :l S stro ng :Jlld powerrul by the soc iety especially 

taxpayers. Hence, to create I"ir tax system the tax autho rity needs to strengthen itse lf by 

educat ing and (raining its employees, computerizing its operations, devoting additional 

reso urces, the tax law and proced ures s imple. understandable, and transparent because tax 

fairn ess enhanced when vibrant and effi cient tax authority exists. 

,;' Fifthly, one of the areas to stress whi le dealing with the issue of fai rness perception is the 

develo pment of persuas ive communicatio ns between the tax authorit ies and taxpayers. The 

most effective tool for making people more positive is to empower them with knowledge and 

changing taxpayers' attitude through sus ta inab le awareness creation programs. Awareness 

creation should go beyo nd simply g iving tax educat ion to taxpayers it should extended to 

having consu ltative sess ions. Ther~ shou ld be more preventative educat ion for the public and 

increased awareness of tax responsibilities in schoo ls. Students should be educated early in 

the i,. cal""e r about tax responsibilities. All o f these promote a view for tax system fair at the 

sarne time to inculcatc in cit izcns a sense o f respons ibility toivard taxes and tinally 

,;' There is no su tlicient provis ion of socia l se rvices by the government. Acco rding to the result, 

the taxpayers need various soc ial se rvices ti'om the government in retu rn of what they have 

pa id as a tax. If there is no provision of sufFicient services, the willingness and motivat ion of 

the taxpayers to pay the ir tax ob ligat ion in full and on t imely basis may affected , i.e. the 
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taxpaye rs perceive that their money is being misappropriated or lIsed for meaningless 

purposes. Therfore the government shou ld be transparent for the taxpayers' money and the 

service prov ided to the society. 

,( Fina ll y. to improve ta x co llect ion enforcement measures and requirements of submiss ion 

(regarding Clnnual ta x returns) and the income tax rates should be adjusted, with adjustments 

made to both the incu llle lhl'~sho ld and ra tes. 

5.3 Contribution and implications of the study 

The t'indings o r thi s study expected to provide updated information and advanced practices 

towards tilirness perceptions in .the City. In the researcher's view, the results of this study have 

contributed to the tax li teratu re as we ll as to the tax authorities (po licy makers of the city 

Administration) o flhe Coun try. The contributions discussed be low: 

To Ih e lilerature 

This stud y contribu tes to the exist ing literatu re in several ways. First, thi s st udy adds to the 

limited literat ure ava ilable in the wo rld and countries. Because Mos t of the pnor studies 

undertaken on such area co nducted in United States (US), Europe, and Australia as we ll as there 

is no any research co nducted in our cOllntries context therefore this study shows the fairness 

perceptions in the cases of Ethiopia. In part icular, the filldings of this study wh ich suggest that 

taxpayers appeared to ha ve ncgntive perceptions on genera l fairness, exchange fa irness, vert ical 

fairness, admi nistrative fairness and personal fai rness or the curren! income tax system. Thus, the 

tin di ngs documented in thi s study wil l be a 'stepping stone ' for more st udies in the future . 

Seco ncl. the mixed-method approach undertaken in th is stud y provides complementary views 
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frolll diffe rent perspect ives, While the sur vey resul ts emphasise the predict ive power and 

signili cance leve l o f the ana lys is, the in-depth interviews enhance the findings by providing 

exp lanations that arc 1110l'e dctail ed, 1'0 1' instance, while thc survey results suggest that a fa irness 

perceptions and affecting factors, the interview participants further exp la in their concerns with 

the inco me tax systems that re ll ect their perceptions on I'lil'ness issues. Finally, this study helps 

as instrument for futu re resea rchers intend ing to study fairness perception and factors affecting 

fairn ess issues. 

To tli e tax aut/lOrities 

In addit ion to ad va ncing academic and knowledge in the taxation area, this stud y also has its 

practica l im plicat ions. First, the information pertaining to va rious dimensions of fairness will be 

uselLIi to the tax authorities to improve the ar~as , which have led to negative attitudes on the tax 

system among taxpa ye rs as we ll as to inco rporate measures that address these pitfalls while 

designing a tax system or policy (in review ing and modi fyi ng curre nt inco me tax systems). 

Bes ides . it may give some hi ghlight s that will serve as a basis for further nationwide research anel 

poli cy design. For instance, being aware that taxpayers of the City were dissati sfi ed with 

government spending and di sc losure iss ues wo uld ass ist the tax authorities in encourag ing the 

gove rnments im prove the efti c iency of government expenditure and the level of transparency. 

Secondl y, the inf()rJn<:tioll obtained in thi s study on taxpayers' knowledge of tax, which is 

generall y limited, would a lso be useful for tax authori ties to develop an appropriate education 

programme. f\ more consistent, rather than seasonal campaign through the pub lic med ia, could be 

an effective way to communicate ta x matters to the public. Inco rporating tax education in the 
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secondary schoo ls c'urriculum Illay also 'hclp lor early exposure to tax. Finall y, the information on 

taxpaye rs' perce ived complex ity of the in come tax systelll provid~s a signal to the tax authorities, 

to increasc the ir eno rts in prov iding a more user-friendl y income tax system. Whi le the income 

tax system has undoubtedly gone thro ugh a ~ implificat io n programme, the benefits of such a 

program me are still vague in the view of taxpayers. Perhaps more ass istance o ffered to taxpayers, 

especially the bus iness profit taxpayers, to deal with the ir tax ob ligations at the early stages of 

their business acti vit ies. 

5.4 Limitations of the research 

Notwithstanding the s ignificant contribut ions of thi s st udy, it a lso has a number of limitations. 

The fi rst is the in herent weakne~ses with the survey approach itsel f, like the respondents' 

dilJering interpretation o f the ques tions. However, acknow ledged that these weaknesses may 

rema in to some extent. For example, In terms o f the different interpretation of the questions by 

respondents, the researcher has made reasonable efforts to ensure the wording and sentences were 

straightlo rward and [Jrec ise. In terms o f the interview approach, the main weakness is probably 

the use of s imilar sa mples for the survey. In th is stud y, partic ipants for the interview invited to 

participate via the survey. 

On the other hand, the study on ly used business profit taxpayers who are largely sa le proprietors 

ancl partners. This becau se the afo reme ntioned sectors were under the control of Addis Ababa 

Cit y Government whereas, the rest business profit taxpayers were Administered under the 

Federal Gove rnment. Thus, it need crit ical caution should take whe n genera lizing to other 

119 



Ta.xpayers' perception to\·vards Fairness: personal business pro fit taxpayers in Addis Ababa 

--,---- .. ----,--.-~--.---.-----.----------

business proGt taxpayers. Bes ides th e respond en ts' att itudes in co urse of giving responses fe lt or 

perceived the study as if it encountered with the government. 

The time allo tted by the ciepartment for the acco mpli shment of this paper is not sufficient and it 

intriguing the researcher a 10[, Beside this. the scarcity of sutlicient fund and the absence of 

adequate source of materia ls made the wo rk more complex. Unless the undying effort of the 

researc her exerted lo r each of the protracted problems the pape,' would not been reaching to this 

status, 
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Appendices 1 Taxpayers sUl'vey instrument (English vel'sion) 

ADDIS ABABA UNIVERSITY 
School of Busiweu and Public ldmirdstr2tion 

Department of Accounting and finance 

Dear Pa rticipant 

This project is entitled "T?xrmyers' perception to w;1I'(ls rai rnc!;s: pcrsona l business profit 

taxpayers in Addis Ababa", The investigator is Wubshet Aborat Gebremeskel who is currently a n 

MSc (in accounting and finance) student at the Addis Ababa Univers ity, 

The aim of this project is to understa nd how Add is Ababa City bus iness profit taxpayers perceive 

income tax fa irness issues. To supplement the data obtained from in depth interviews with 

purposively selected business profit taxpayers ill Addis Ababa, the in vestigator seeks to gather 

relevant information from randomly selected taxpa yers by . means o f self-admin ist ered 

quest ionnaire. 

Participation in thi s project IS co mplete ly based on your willingness . The se lf-admi ni stered 

quest ionnaire results will be recorded anonymously and strict confidentia li ty will be maintained. 

Individua l responses will not be iLientilied in the invest iga tor 's MSc thesis. 

For further in fo rmation, please contact Wubshct Aborat Gebremcskel by the fo llowing address : 

Tel: 0912-75-09- 16 

E-mail: wub200 1@gmail.com 
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Sect io n I: Backgroll nd informatiOlt 

Please tick (,f) w here ap propriate 

I) Wh~t is your main business acti vit y" 

I c:=::J Manu facturing 

2 c:=::J Gcncral Mc rcha"di sc '1I1cl Trnclc 

3 CJ 

4 CJ 

Services i. e., profess ional etc 

Other, please specify ............ . 

2) What is your lega l form of business operation? 

CJ A so le proprietorship 

2 CJ 

sCJ 

A pri vate limi ted Co. 

Others, please spec ify ....... . . .. .... . ... . 

3) Whe" did you stan bus iness? Sta rtbus 

1 ~ Less than 1 year ngo 

2 CJ S-I Oyears ago 

3c:=::J A partnership 

4 c:=::JA share company 

J c:=::J I-S years ago 

4 c:=::J more than 10 years ago 

5 D Other, please spec ify..... ........... . .......... ......... ........ . 
4) What was the approx imate turnover/birr va lu e of sa les thaI yo ur enterprise made in 2002 fi sca l year? 

I [=::J Under Birr 100,000 

3 [=::J B itT 500,00 I - Birr 1,000,000 

2 C.=J Birr 100,00 I - Birr SOO,OOO 

4 c:::::J 8irr1000, OOlmore 

If your turnover was more than Birr 1000,00 I, please state the approx imate turnover in 2002 fi scal 
yea r: Birr. . .. ..... .......... .. ..... ......... . 

5) What is your levcl oi"cciucaliol1 ? 

I CJ Below 12 grade 

2 CJ 12 grade completed 

6 c:=::J Other 

Please specify. 
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6) What is yo ur posit ion in the secto r? 

I ~ Owners 3 D Manager 

2 ~ Emplo yees 

4c=:J Other respons ibilities, please spec ify 

7) If you r answer to question nUlllber 6 is o ther than owners, how long yo u have been in the 
position? 

I ~ Less than I year 

} ~ 5-1 Dyc"rs 

5 D Other. please specify . 

2 c=:J 1-5 years 

4 c=:J More than 10 years 

Section II: Questions relatedJo ta xpayers' attitude towards the fairness of Business profit 

tax system. 

8) I-low do you guess the s ize o f taxpayers who are not wiiling to pay bus iness profit taxes? 

o MallY 

3 0 Insignificant 

SODa not know 

2 

4 DOlle ex istence 

9) Why these taxpayers are not w illing to pay business profit taxes? (Multiple answers are 

poss ible) . 

o Lack of kn owledge 2 0 Lack of ab ili ty to pay 

3 0 Neg lige nce 4 Dntentional 

Please provide furt her CO lllments ifany .. 
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Please state vo ur ag reement or disagreement to the statements listed in the following table 

Ser I 2 3 4 5 

no S tatements Strongly Disa Neutral Agree Strongly 

disagree gree Agree 

10 I believe the government utilizes a reasonable amount 

of tax revenue to achieve socia l goals, such as the 

provis ion of benefits fo r lower inco me families 

II It is lair that high-inco mc earncrs arc subjcct to ta x at 

progress ively higher tax rates than low- income 

earners . This also applied pract ica ll y. 

12 The income taxes that I ha ve to pay are high 

considering the bendits receive fI'om the government 

13 The ad minist rat ion of income tax system by taxing 

Authori ty is consiste nce across years and taxpayers 

14 I think the government spends too much tax revenue. 

Th is is especia ll y true in deve loped countr ies with 

what is true in count ries li ke Eth iop ia 

15 There are a number of ways ava ilable to me to 

co rrect erro rs in the calculatio n of my tax liab ili ty, If 

, necessary at no add itiona l cost. 

16 I be lieve that I pay my fair share of the tax burden 

under the Clirrent inco me tax systelll . 

17 I be lieve it is Iilir lo r me to pay a similar share of 

income ta x compared with other taxpa ye rs ea rning an 

eq ui va lent amou nt of income 

18 I be lieve there are a Ilumber of facto rs that affect the 

fairn ess o f income tax system 
-

19 I receive fai r va lue from the government in return fo r 

my income lax paid (e.g. bene fi ts) 
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-----.---

20 Il is fair that low-income earners are taxed at a lower 

rate than middle-income earners. 

Il IS fai r fo r individua ls with similar amounts of 
21 

inco me to pfty [t similar <llllo unl o f' inco me tax. 

The share 0 1" the total Income taxes paid by high-
22 

income earners is much lOa high ! 

23 
I believe everyone pays lhei r fai r share of inco me tax 

under the current inco me tax system. 

It IS fair that low-income earners receive more 
24 

benefits from the compared high-government to 

IIlCOll1e earners 

25 
Compared to other taxpayers, I pay more than my fa ir 

share of income tax_ 

Sect ion Ill: Questions relatcd to taxpavcrs' general knowledge about taxation 

26) Why do you pay taxes? 

c::::::J To avoid disturbances (penalties, sanctions) 

2 c::::::J In anticipation of publ ic serv ices 

3 c::::::J There is no opportunity to evade 

4 c::::::J lt is an obl igalion towards the government 

5 c::::::JDo not know 

6 c::::::JOthers, Please spec ify 

27) Do yo u think that the business profit ta x yo u are paying is fair and based on your abil ity to 

pay? I DYes 20 No 

28) If yo ur answer to question number 22 above is No_ why not? -- -- ------------------------- -
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No 

30 

31 

32 

33 

I 

34 

I 

35 

36 

37 
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29) How onen yo u are attending education sess ions abo ut taxatio n? 

I c:::::J Once a year 2 c:::::J Tw ice a year 

3 c:::::J Three times per year 

5 c:::::J Not at all 

4 c:::::J Above three times per year 

Please state vour agreement or disagreement to the statements listed in the fo llowing table 

I 2 3 4 5 

Statements Strongly Disagree Neutral Agree Strongly 
disagree agree 

-
The rules re lated to income tax are clear and 

understanda b Ie 

I do not have any problem with co mpleting and 

ti ling the tax retu rn formes), if they are requi red 

I know all what is reCJuired G'om me in respect 

of my business profil tax ob ligations 

As far as I am aware, everyo ne who ea rns 

inco me sourced in th is country is taxable. 

regard less 0 f whether that person is res ident or 

not 

/ 1 be lieve that I do no t ha ve to be abide by the 

deadl ine fo r the subm iss ion o f tax return fo rm 

(s) ( in case or having ot her income slich as 

I renta l and business income), as the dead line is 

only a guide line and does not result in penalt ies 

I have little idea abo ut the deduct ions that I can 

claim as a taxpayer in the computation or my 

tax liab ility 

As ta r as i know the business profit tax is not 

ta ir in genera l. 

The income tax system is a leg itimate way for 

the government to co ll ec t revenLic to manage an 

economy 
-
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Sect ion IV: Questions re lated to the COll1p lc~ of busin ess profit tax system 

Please state vo ur llg recmcnt or disagrccrncnt to the statements listed in the following table 

No Statements 

38 I do not have to make a lot of effort to 

understand the exp lanat ions g iven in Ethiopian 

Re ve nue and Custom Authorit y guidebooks 

and other similar exp lanatory materia ls 

I 2 

Strongly 

disagree 
Disagree 

3 4 5 

Neutra l Agree Strongly 

agree 

~-+~ __ ~--~---·c--~·----------~-----_+------~--_+-
---~--~ 

39 I find tedioll s in proced ural complications and 

to maintain a ll Illy re levanl records for the 

whole yea r for tax purposes 

1-40.,-'+-=T~h·-c-t-e-rn-,-l-' s·-e-,d-,in--t ,-he '·tax return for·"-n-s-a-re'-----+----- --+--------t---------I- ----+-------j 

41 

42 
I 

d i riicult to undcrsland 

The Ethiopian bu siness profit tax system is too 

comp I icatcd .-----t------+-------+------+-----+------I 
The Ethiop ian bus iness pro fit tax ru les are ' 

bulky and hard for taxpayers li ke us to 

navigat e 

~~f~--~~--~~---~----~--~--4_--
----------_t__----_t__----~--~ 

43 Most of the t ime, J need to refer to others 

(profess ionals) for assistance in dea ling with 

I : I~c.tax matters, Bccau'c o f unclea r and unfa,r I 

l~tl11ent o f the bus iness profit tax system _ _________ L __ ._--'-____ ---' ______ L-____ ---' 
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44. Please indicate yo ur agreement or disagreement to the measures that the government 

should undertake in order to im prove the fairness of the income tax system 

1 2 
Possible meas ures Agree Disagree 

Improv ing policy anci Ad ministrat ion issues 

Educat ing the taxpayers and conduct ing awareness creat ion and 

consultation sess ions 

To Provide necessary in formation to taxpayers' like : services and 

ut il ization of tax revenues. 

Seat ing of diffe!'L: nt p ro~rams to enhance taxpa yers' knowledge regarding 

the importance of impos ing tax, and convinc ing taxpayers to be li eve as the 

t.ax system is fair. 

Strengthen ing lega l enforcement and penal ti es 

Reduc ing tax rates and making the co llection procedures simple and 

transparent 

~-

45. Please prov ide ",n her co mments (ifany) on the fo llow ing issues: 

A f:lirn~ ss nf bus ine ss profi t tax. 

B Complex it y o f"bu si ness pro fit ta x ........ ... ... ... ..... . ...... ...... .. ........... ... ........... . ...... .. 

C. Knowledge o l 't h~ bus iness pro fi t ta.x ............ .. .. .... .. ...... .. .. .. ........ ........ ..... ....... .. .. . 

Thank you very much for your cooperation! 
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Appendices 2 Taxpayers survey instr'ument (Amharic version) 
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~ lLU 'I'"l Coo 'Taxpayers' perception towards the fairness of Business profit tax system 

in the case of Addis Ababa City tax payers " ) (I):: I, 'j"';w, (}}m~,'t· l,n <'.:I· '/ ! mtl'l't.\ (un 
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taxpay ers) l, rn9><\,e ;ltJ o M1'aO) P'''l:'..!l;'· (Perception) ::I,C{I w,e?" P/,C{I .!!-Cj[.'f- (jIW 
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n .n ·r, '} ,p,. ,,.~ }'6Q (7lT.\ {I + n /, 'l'i:m' e r/.,<j: m,e?" n "'J;' ;/'my" (j ? ~.e p (1I1\ IT· "'f) H· 1'7 c,(TI 

I.,e<i'''o!,?';: '/' r'J)'6"9'l V T<;'/''} '1"/:/' rri/' ~'" (JI"/I\r.r;z, ), 'n:m· 'I'<;'l,') h~tJ n ~,,,, rlJne'~ 

(LP'7 'f ,eT~ 1\-: : 

(iGlh 251912750916 

wu b 2001@gmail . c om 
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Appendix 3 In-depth Interviews - to Addis Ababa City Business profit 

Taxpaye rs. 

I) What do yo u think of the cu rrent bus iness profi t tax system? 

2) Is the current business profit tax system fair/unfair? Could yo u please e laborate on the 

aspects (dimension) that yo u think it is fair/unfair? 

3) I f yo u are g iven a chance to improve the curre nt tax syste m, which aspect wo uld yo u 

focus on? 

4) How do yo u rate yo ur cu rrent knowledge of tax ? . Which aspect of tax knowledge that 

you think that you arc lacking of? 

5) Do you think that taxpayers have at least average leve l of tax knowledge? 

6) Do you think that if you ha ve suffic ient know ledge, you r perception on fa irness wou ld be 

difTerent? In yo ur opinion, how does knowledge of taxa tion affect one 's perception on the 

tax system? 

7) HoI\' do yo u perceive the co mp lexity orthe tax sys tcm? Does the level of complexity lead 

to I'airness perceptions'? 

8) Do yo u believe that a simpler tax system wou ld improve fa irness perceptions? 

9) Do you think the middle-income earners treated fa irly under the current tax system? 

10) What is yo ur opinion about the belief that hi gh-i ncome ea rners can easi ly evade tax with 

the help fi'om tax consultants? 

I I) Do yo u agree that the low-income ea rners receive many benefits despite of the low tax 

r a icl ') 

12) Would yo u have any other eOll1men ts and ideas? 
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