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Abstract Taxpayers’ voluntary compliance attitude
with tax system is influenced by demographic, individual,
social, institutional and economic factors. Thus, the
objective of this study was to examine the factors
influencing tax voluntary compliance attitude with tax
system the case of Gedeo Zone. To this end, the author
used mixed research approach. The target populations of
the study were tax authority and taxpayers in Zone. A
sample of 323 taxpayers was randomly taken from the
1,678 taxpayers in the Zone but tax officers were
judgmentally selected by the researcher in order to collect
sufficient and relevant information required to prepare the
report of this study. Both primary and secondary data were
collected. Primary data were collected through structured
questionnaire and interview with officers and taxpayers
representatives. The secondary data were also collected by
reviewing of related published and unpublished materials.
Binary logistic regression model was employed to analysis
the data through Stata software application version 12.0
and SPSS version 23.0 were used to present the results of
this study. Then, the result of this study showed that out of
fourteen explanatory variables incorporated in the model,
seven variables such as gender, age, lack of tax knowledge,
simplicity of tax system, awareness on penalty, probability
of being audit, and perception on tax rate were found to be
key factors influencing taxpayers’ voluntary compliance
attitude with tax system in the study area. Whereas
variables such as education level, tax authority efficiency,
peer influence, occupation, income level of taxpayers,
perception on government speeding, and perception on
fairness and equity have no significant influence on tax
voluntary compliance attitude. Finally, the findings of the
study may inform policy makers about the factors
influencing voluntary compliance attitude towards tax
system in the Zone and supports to formulate constructive
policy in order to achieve the goal of raising required tax
revenue to promote the economic development of the
country.

Keywords Tax System, Taxpayers’ Voluntary
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1. Introduction

Tax revenue is powerful resource to funding the public
payments of developed, developing and underdeveloped
countries in the world. But the amount of revenue to be
generated by a government from taxes for its expenditure
program depends on the willingness of the taxpayers to
comply with tax laws of a country [20] and [21]. Moreover,
in developing countries many problems like poor
administration, failing to collect sufficient tax revenues,
tax structures where tax horizontal and vertical equity
considerations are not integrated, lack of government and
economic stability [55]. Besides, degree of tax compliance
in most these countries is affected by demographic,
individual, social, economic and institutional factors [33]
and [36]. Since each country has its own approach to
managing tax compliance attitude and each has different
tax laws and regulations for the factors affecting tax
compliance attitude appear to vary among countries [40].

Ethiopia, like any other developing countries, faces
difficulty in raising revenue to the level required for the
promotion of economic growth through making
different tax reforms for improving revenue generation,
enhancing the efficiency of tax administration and
improving equity in the tax system. To this effect, Study
done by [9] on determinants of tax revenue from time
series of [1992-2013] declared that the trend of tax
collection in Ethiopia is inconsistent, changing upward and
downward due to different individual taxpayers,
institutional, demographic, social and economic related
factors that influencing compliance attitude of taxpayers
with taxation.
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1.1. Statement of the Problem

Tax income is the major source of the government to
finance public expenditure. It is paid by citizens as an
obligation without expecting any direct benefit in turn.
Even if tax is base for the existence of the state, most
taxpayers become unwilling to pay their tax obligations
due to the presence of negative voluntary compliance
attitude. Non-compliant taxpayers take a variety of actions
to reduce their tax liability [8]. Negative tax voluntary
compliance attitude is individuals’ failure to comply with
their tax commitment. Hence, study by [36] broadly
categorized negative compliance as failing to file a tax
return; underreporting of taxable income; overstating tax
claims such as deductions and exemptions and failing to
make timely payment of tax liability. In contrary, positive
tax voluntary compliance attitude is the willingness of
taxpayers to comply with tax system. To this effect, [12]
stated that voluntary compliance attitude with tax laws
involves true reporting of the taxable income; correct
computation of the tax liabilities; timely filling of tax
returns and timely payment of the amount owing as tax
obligation.

Tax negative voluntary compliance attitude is burning
issue in developing countries in the world especially sub-
Sharan Africa countries. None-compliance attitude reduces
tax revenue generation capability to the amount planned to
be collected by government and leads to budget deficit
these countries. This evidenced by study [24] that argued
now the governments of developing countries, particularly
sub-Sharan Africa countries collect much lower
proportions of their GDPs of tax revenue which is less than
average is 16% even if they have high capacity to raise tax
revenue to promote their economic development. Ethiopia,
like any other developing countries, faces difficulty in
raising tax revenue to the level required for the promotion
of economic growth. Hence, according to [18] tax to GDP
ratio which was collected in GTP I is 13.3% even though
the government has been planned to raise 15.3%
tax-to-GDP. The main reason of this low revenue
collection performance is due to tax noncompliance
attitude of business income tax payers’ tax payers and poor
tax administration [28].

Most researches conducted on tax compliance attitude
issues were done in developed countries. For instance
studies such as [5] in Norway, [31] in New Zealand and
[43] in Spain and Turkey out tax compliance of taxpayers
is influenced by factors including age, education level,
ethnicity, income level, tax knowledge, probability of
being audit, perception on government spending, fear of
penalty, personal financial constraints and existence of
referent groups in self-assessment system. When it comes
to Ethiopia, there are few researches done on the same
topic and related issues in country. For example, the studies
conducted by [13]; [8], [55], [65] and [56] on the same
issue by incorporating up to nine explanatory variables in
their study and made different suggestions about tax

voluntary compliance attitude of taxpayers’ on different
study areas in the country.

But, the current research is different from the above
reviewed researches in Ethiopia by incorporating five
more additional variables influencing tax voluntary
compliance attitude of taxpayers’ with tax system. And
also unlike the previous studies, current study also
employed logit model and planned to fill time gap that the
studies have been conducted earlier time does not disclose
the current impact that determinants of tax voluntary
compliance  attitude  of  taxpayers’.  Therefore,
aforementioned problems necessitate this study to be
carried out and doing this research will fills the gap of
methodology and other gaps mentioned above about
factors influencing of tax voluntary compliance attitude
from both taxpayers’ and tax authority perspective in
Gedeo Zone.

1.2. Objectives of the Study

The major objective of this study is to identify the
factors influencing taxpayers, voluntary compliance
attitude of taxpayers in Gedeo Zone.

In line with above general objective, the specific
objectives of the study are:

1. To test whether the demographic factors such as
gender, occupation, age and education level have
impact on tax compliance attitude taxpayers.

2. To examine effect of individual factors such tax
knowledge and awareness on penalty on
compliance attitude of taxpayers.

3. To investigate the influence of social factors, peer
influence, perception on fairness and equity of tax
system on compliance attitude of taxpayers.

4. To see the effect of institutional factors like
simplicity of tax system and organizational
efficiency of tax authority on tax compliance
attitude

5. To confirm the impact of economic factors such as
the probability of being audit, perception on
government spending and perception on tax rate on
tax compliance.

6. To examine the level of tax compliance among the
three categories of taxpayers in the Zone

1.3. Research Hypotheses

H1: Male taxpayers have negative voluntary compliance
attitude than female taxpayers

H2: Elder taxpayers are more compliant than young
taxpayers

H3: Education level of taxpayers is positively correlated
with tax compliance attitude

H4: Tax voluntary compliance attitude is positively
correlated with tax knowledge
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HS: Peer influence or referent group has negative
association on voluntary compliance attitude of taxpayers

H6: Occupation of taxpayer is positively associated with
compliance attitude

H7: Simplicity of tax system is positively related with
tax compliance attitude.

HS8: Perception on fairness and equity of tax system is
positively associated with compliance attitude.

H9: Tax voluntary compliance attitude is positively
related with awareness on penalty on of taxpayers

H10: voluntary compliance attitude of taxpayers is
negatively related to government spending

H11: Organizational efficiency of tax authority is
positively correlated with voluntary compliance attitude

H12: Probability of being audit is positively correlated
with voluntary compliance attitude of taxpayers

H13: The perception on tax rate is negatively related
with tax voluntary compliance attitude

H14: Increase in income level of taxpayers is positively
associated with tax voluntary compliance attitude of
taxpayers

2. Review of Related Literature

Factors that affecting tax voluntary compliance attitude
of taxpayers can be divided to five major categories such as
(1) [demographic factors like age, gender and education],
(2) [individual factors like tax knowledge, personal
financial constraints and awareness of offense and penalty],
(3) [social variables includes perception on equity and
fairness of tax system], (4) [institutional such as simplicity
of taxation, role of tax authority, change in government
policy and referent group and the probability of being audit]
and finally (5) [economic factors consists of tax rate
income level, tax audit and perception on government
spending [33], [36] and [40].

2.1. Demographic Factors

Demographic factors like age, gender and education
have long been researched by different authors. With
regarding the impact of age on tax compliance attitude
findings are difference along the different studies. [58],
[62], and [60] postulate negative association between tax
compliance attitude and age; older people are less
compliant. In contrast, [14] argued that age was positively
related with tax compliance attitude of tax payers.
However, there have been significant number of studies
which found no relationship between age and compliance
[43], and [38] also found that older people are more
compliant than young people. Concerning the gender of tax
payers’ study done [25], and [58] found that female
taxpayers were more compliant than males. In difference,
[47], [8] and [39] suggested that gender has no significant
impact on compliance attitude of taxpayers. Foregoing
literature supports the direct, positive relationship between

educational level and taxpayer compliance attitude’ [10],
[11], [31], 33], and [39] also suggested that education level
is directly linked to a likelihood of compliance attitude.
Educated taxpayers are more compliant than uneducated
taxpayers.

2.2. Individual Factors

Decisions regarding either to evade or not to evade taxes
are heavily reliant on taxpayer’s personal judgment [38].
Personal circumstantial factors like tax knowledge,
personal financial constraints and awareness of penalties
and offences are therefore likely to have a significant
impact on taxpayers’ compliance attitude. The influence of
tax knowledge on compliance behavior has been described
in various researches. Previous studies have evidenced that
tax knowledge has a very close relationship with taxpayers’
ability to comply [51], [17], [37] and [44] concluded that
tax knowledge have significant impact on tax compliance
attitude of the tax payers. Personal financial constraints
are believed to have an impact on tax evasion as financial
distress faced by an individual and may encourage him to
prioritize what has to be paid first as basic survival needs
such as (foods, clothing, housing etc.) People who face
personal financial problems are likely to be more disposed
to evade tax. When compared to people with less financial
distress [38]. With regarding to Awareness of offense and
penalties a theoretical economic model introduced by
studies [5], [6], [20], [21], [22], [23], and [24] has clearly
indicated that penalties as well as audit probability have an
impact on tax compliance behavior. The higher the penalty
and the potential audit probability the greater the
discouragement for potential tax evasion. If the taxpayers
are aware of the offences they are committing when
evading tax and the consequences of being non-compliant
taxpayers, they might reduce their tendency to evade tax.

2.3. Social Factors

Besides to demographic and individual factors affecting
tax compliance attitude of citizen, social life of taxpayers
has its own impact on compliance attitude. To this end,
[34], stated that the issue of noncompliance is not only a
question of state-society relationships but also a question of
relationship between citizens or groups of citizens within
local communities. There is an existing social bond
between the society and this bond influences the members
of the society in complying with the tax. These factors are
perceptions of equity and fairness, changes to current
government policy and referent groups.

Perceptions of equity or fairness: one of the main
principles of the taxation system design is equity or
fairness, which can be perceived through three dimensional
views horizontal equity (people with the same income or
wealth brackets should pay the same amount of taxes),
vertical equity (taxes paid increase with the amount of the
tax base or taxable income) and Exchange Equity
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(expectation the same share of public service from
government for paying tax) [61]. The perceived fairness
of the tax system also has an influence on the inclination
towards tax evasion [29].

With regarding to changes to current government
policies as one factor that affect tax compliance attitude of
taxpayers, studies have disclosed that the government
decisions and changes to policies in accordance with the
economic and political situation have a significant impact
on compliance. For example, a positive move made by
political situation has a significant impact on compliance
attitude. For instance, a positive move made by the
government such as an increase in tax rebate [25] is likely
to increase taxpayers’ compliance.

A referent group (peer influence) has its own impact on
compliance attitude of taxpayers. [2] In their Theory of
Reasoned action [TRA] and Theory of planned Behavior
[TPB] hypothesized that referent groups play a significant
role in determining people’s intentions and behavior
regarding tax compliance. Decisions either to evade or not
to evade tax sometimes are influenced by family members
or friends [5]. Therefore, the influence of referent groups is
seemingly important in making a decision, particularly
involving monetary aspects and the obedience to laws.

2.4. Institutional Factors

The evidence suggests that institutional factors role of
the tax authority, simplicity of tax system and probability
of detection also play vital role in their compliance
decisions [38]. The role of the tax authority in minimizing
the tax gap and increasing voluntary compliance is clearly
very important. [15] Exemplified that tax compliance is
placing the government and the tax authority as the main
party that need to be continuously efficient in
administering the tax system in order to decrease tax
evasion. Besides, the study of [48] also suggested that the
role of a government has a significant positive impact on
determining attitudes toward tax. Concerning the
simplicity of the tax system [8] and [50] discussed the
importance of the tax authority having a simple tax return
and system from the taxpayers’ point of view encourages
the taxpayers to comply with tax law. In addition, [50]
again added that simplifying the tax return will encourage
tax payers to complete the tax return on their own rather
than employing a tax agent and thus reducing compliance
costs as the main feature of SAS. Probability of detection
by audit also plays a significant role in reporting behavior
of tax payers. Taxpayers will declare the whole thing if
they perceive that they will be one of the taxpayer to be
audited in a particular year [45] and [48]. On other hand,
[52] investigated the relationship between the probability
of being audited and the taxpayers’ attitudes recommended
that as the probability of detection increased, taxpayers are
encouraged to comply with tax laws and accurately report
their income.

2.5. Economic Factors

The effect of tax rate on tax compliance is mixed.
According to [63] raising marginal tax rates will be likely
to encourage taxpayers to evade tax more. [41] In their
empirical study also find that the increase in tax rate
strengthens the incentive to report less income to
compensate the reduced income. Another study in [53]
used an econometric model to explain the relationship
between marginal tax rates and noncompliance by using
aggregate data in the United States, demonstrated that tax
rates were negatively correlated with tax compliance
according to his data. Opposite to the view there are some
researchers who found out there is positive relationship
between tax compliance and tax rate. For instance, [7]
fined a positive relation between the tax compliance and
high tax rate. In their experimental research fined
respondents to be more compliance when the tax rate was
increased. Put differently, [43] in their study find out there
is no relationship between tax compliance and tax rate.

In most researches income level is classified as one of
demographic factors affecting tax compliance but in
current study it classified as economic factor because,
income earning capacity of a Person or corporate citizen is
depending on economic aspect citizens. Even if [27], [28],
[29] and [31] found that income level has a mixed and
unclear impact on compliance, but they did not clearly too
inconsistent findings. For instance, progressive tax rates
might encourage the higher income group to evade rather
than the lower income group because of high tax rates
which makes their taxable income high, consequently,
making the tax liabilities much higher than lower income
group. In a country where income redistribution is not
satisfactory, the higher income group tends to evade more
[38].

According to [38], tax audit could be an important
stimulant to increase tax compliance. This indicates that
tax audit influence tax compliance. Audits rates and the
diligence of the audits could encourage taxpayers to be
more prudent in completing their tax returns, report all
income and claim the correct deductions to ascertain their
tax liability [39). Tax audit increases tax compliance
because of deterrent effect of audit on the noncompliance
of taxpayers. Some studies by [15], [16] and [28] claimed
that tax audits have a positive impact on tax evasions.

Citizens will be sensitive to what the government spends
their money on. If the government is wisely spending the
national revenue, for example, for basic facilities like
education, health and safety and public transportation tax
payers feel positive and comply but, if it is spending too
much on something considered unnecessary or
unbeneficial to them or general public, then taxpayers will
feel betrayed and attempt to evade. To this end, [32] stated
that taxation is one method of transferring resources from
the private to the public sector. The role of taxes as an
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instrument that stabilizes the economy and reduces private
demand so that resources can be released for public sector

purposes, but mainly to raise funds in order to cover public
expenditures in one hand and to properly allocate resources

use and generally, governments levy taxes for multiple of  on the other hand.

Demographic factors
—Genger

-Age
-Education level
-Occupation
Economic factors
-Tax rate
-Income level
-Tax audit :
-Perception on gov't spending
Individual factors
-Tax know =
-Awareness of offence
-Personal financial constraint
Institutional factors
-Efficiency of tax authority
-simplicity oftax system
-Tax aundit
Social factors
-perception on equity

1ge 11 gov tpolicy
-peer influence

Figure 1.

2.6. Conceptual Framework of factors influencing Tax
voluntary Compliance Attitude with tax system

NB: The variable in the rectangle at the right side (tax
voluntary compliance attitude) is dependent variable and
the other variables such as (economic, social, institutional,
individual and demographic factors) that listed in the
rectangle at left side are independent variables.

3. Research Methodology

3.1. Research Approach

In general there are two research approaches. These are
quantitative and qualitative research approaches.
Quantitative research approach involving numerical or
statistical data and emphasis is on the quantifiable
observations of the research which is mainly objective.
Whereas, qualitative research approach is an approach to
gather non-numerical data in which Words and
observations are used to express the reality where 'getting
close to the data' and an 'in-depth' approach are key
concerns. This type of research is mainly subjective [1]. In
current study the author employed both approaches to
achieve the objective of the research.

3.2. Data Type and Methods of Data Collection

In this research, the author used both primary and
secondary data. To collect primary data structured

Tax voluntary Compliance
Attitude

Source: own construct [2018]

questionnaires and direct personal interview were used.
The questionnaire was prepared in both Amharic and
English languages that helps to reduce language
understanding barriers. The questionnaires were adopted
and developed with some modification from previous
similar studies such as [38]; [39]; [56] used Closed ended
questionnaires were prepared in the form of five
Likert-Scale, Where; Strongly Agree [SA] = 5; Agree [A]
= 4; Neutral [N] =3, Disagree [D] = 2; and Strongly
Disagree [SD] = 1; for continuous variables. The use of
Likert scale is to make it easier for understanding, reduce
confusion in reading and answering the questionnaire by
respondents. Rational yes or no questions were also
developed for dummy variables to be easily answered by
taxpayers.

3.3. Target Population of the Study, Sampling
Techniques and Sample Size Determination

The study population of this research is tax authority
and total taxpayers in Gedeo Zone of Southern Ethiopia.
According to “[19]” there are three categories of
business income taxpayers based on their annual gross
income. These are “A”, “B” and ‘C’ categories
respectively. Categories “A” taxpayers are business
entities that have an annual gross income of Birr
1,000,000 (one million Birr thousand Birr) and more.
Category “B” taxpayer being a person, other than a
Company, having an annual gross income of Birr
500,000 or more but less than 1,000,000 and category “C”
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taxpayer being a person other than a Company, having an
annual gross income of less than Birr 500,000.

According to Gedeo Zone Revenue Authority report of
the year 2016/17 G.C, there were total of 1,678 taxpayers
consists of 1,069 category “A”, taxpayers 396 category
“B”, taxpayers and 213 category “C” business income
taxpayers in Zone. These have taken as target population
of this study by the author. Then, the researcher
considered three categories of taxpayers as clusters and
selected sample out of each three clusters using simple
random sampling because in scenario of selecting
sample from clusters “the groups are termed clusters in
this form of sampling and can be based on any naturally
occurring grouping”[79].

To determine the sample size from total taxpayers in the
Zone, mathematical formula of [64] was used by taking in
to account the total population, the sampling error and the
level of reliability. It is assumed that the sample would
have 95% reliability about population and a sampling error
was 5%. This simplest formula is:

N
n=——m—
14 (0.05)2 N

Where N= study population, n = sample size and e =
error margin

Accordingly, sample was first determined from total
target population by formula of [64] as 323 =

1,678
—————then, to randomly select sample from three
1+(0.05)2%1,678

categories by the following formula of [29] was also used
by the author and showed in the following table 1. This is:
nh = (Nh/Ns) *n Where, nh = sample size from
each site, Nh = total population, Ns = target population
and n = sample size from target population.

Table 1. Determination of sample size from each category by applying
formula

Sampling Population of Sample size Sample
cluster each category Calculations size
Category (1,069/1,678)

A 1,069 303 206
Ca}%%?ry 396 (396/1,678) ¥323 76
Caiecg,f’ry 213 Q13/1,678) %323 | 41

(1,678/1,678)
Total 1,678 323 323

Source: Personal survey [2016/17]

Therefore, the maximum sample size from all business
income taxpayer was 323 taxpayers. The logic behind
using probability sampling technique is to give equal
chance to the all taxpayers’ in all three categories, to
select representative sample for the study and to save the
resources. Besides, the researcher used purposive
sampling technique to select tax officers in the Zone using
for interview purpose to obtain relevant information about
the topic. This is concept of using probability and
non-probability sampling techniques to achieve the
objective of this study.

3.4. Econometric Model Development

Tax voluntary compliance attitude is discrete random
variable and dummy in nature that could be measured
through logit or binary logistic regression model.
Accordingly, the researcher has developed the model by
driving logit function from odds ratio and incorporated
fourteen explanatory variables which disclosed as follows:
TVCA =F [GED, AGE, EDU, TK, SIM, TAU, PFE, AP,
PTR, IL, PGS, PI, OCCP, TAE]. Hence, the researcher
has developed the logistic regression model to achieve the
objective of this study.

Logistic regression is one of binary choice models (or
dichotomous models), which is designed to model the
‘choice’ between two discrete alternatives. This model
essentially describes the likelihood of observing success
event (¥;=1) is directly depends on observed
explanatory variables which are exogenous to the model.
Tax compliance attitude issues is the two kinds attitude
matter in its nature; tax payers may comply voluntarily
(positive compliance attitude) or (negative compliance
attitude). Taxpayers are assumed to have positive
voluntary compliance attitude if they assess themselves by
reporting their correct taxable income to tax authority (at
right time, place, correct amount and in appropriate
manner) without any legal enforcement and it is their
willingness to comply with directives and regulations of
authorities. In contrary, taxpayers may have negative
voluntary compliance attitude if they are enforced by tax
authority on those who are unwilling to pay their taxes at
right time, place, correct amount and incorrect manner
through the threat and application of audit and fine.
Therefore, based on the above theoretical concept, the
researcher developed the model. Since, dependent variable,
(i.e., tax compliance attitude) is a binary outcome
(dichotomous) variable and treated as qualitative data and
the researcher assumes one (1) for positive voluntary
compliance attitude, otherwise zero (0). For this data,
logistic regression is appropriate model to measure how
explanatory variables (factors influencing voluntary
compliance attitude) affect individual’s likelihood of
having positive voluntary compliance attitude or negative
compliance attitude. Because the binary result variables
violate some assumptions of linear regression models such
as (heteroskedastic and non-normal). The Logit function
can be derived from odds rations:

log(Oddsratio) = log(

Success)
Failure

=log (55) = Bo + /B (3.1)

Where, y; = 1represents an individual “i” is being
compliant attitude (success), y; =0 represents an
individual “i” is being non-compliant (failure), x; is
column vector of explanatory variables (GEND, AGE,
EDUC, TKLDGE, SIM, PFE, TAU, APEN, PTR, and TAE,
B is column vector of parameters (coefficients) to be
estimated and B is the intercept term. Equation (3.1)
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shows that natural logarithmic form of odds ratio depends
on observed explanatory variables.

Equation (6.1) can also be expressed in terms of
probability:

P(yi=1) P(yi=1) '
lOg (P(inO)) = lOg (m) = BO + x; B (32)

Where, P(y; = 1) is the probability of having positive
compliance attitude and 1 — P(y; = 1) is the probability
of having negative compliance attitude. The stochastic
version of equation (3.2) can be formulated by adding
disturbance error term:

P(yi=1) \ _ ’
log (—I—P(yizl)) =Po+txB+U;

Where, U; is stochastic error term which represents all
unobservable factors of tax compliance, and this model
shows that odds ratios is not only depends on variables
incorporated in the model but also other factors which are
not included in the equation. By taking exponential
(antilogarithm) both side of equation [(3.3] and rearranging
it we have logistic function as follows:

(3.3)

Py, =1)=Q1Q-P(y; = 1))exp(li'o+x§/3+ui)

exp(Bo+xiB+Ui)
Py:=1) = 1+exp(Bo+x,B+U))

Equation [3.4] describes that the probability of being
positive compliant attitude depends on observed
exogenous variables. This probability is positive and
limited between 0 and 1 because the underlying model
follows logistic distribution. The predicted probability of
positive tax compliance attitude therefore can be expressed
as:

(3.4)

i‘)(yl_ =1)= exp(Bo+x;B) (3.5)

- 1+exp(Bo+x|B)

3.5. Description of Variables and their Scale of
Measurement

From the theoretical and empirical literature, traditional
observable characteristics that may influence the
probability of having voluntary compliance attitude of tax

Ply;=1) exp(Bo+xlB+07) payers were 'summarized with their respective unit of
1-Piy;=1) p measurement in table 2 below.
Table 2. Variables and their description
Variables ‘ Symbol ‘ Unit of measurement ‘ Expected sign
Dependent variable
Tax voluntary compliance attitude ‘ TVCA ‘ Dummy ‘
Explanatory variables
Gender of respondent GED Nominal +
Age of respondent AGE Ordinal +
Education status of tax payers EDU Ordinal +
Probability of being audit TAU Continuous +
Peer influence PI Ordinal -
Occupation OCCP Dummy +
Perception on government spending PGS Continuous -
Income level of taxpayers IL Continuous +
Perception Simplicity of tax system SIM Continuous +
Perception on fairness and equity of tax system PFE Continuous +
Organizational efficiency of tax authority TAE Nominal *
Tax knowledge of tax payers TK Nominal +
Perception on tax rate structure PTR Nominal -
Awareness on Penalty for tax evasion AP Continuous +

+, Positive effect; -, Negative effect.

Source: Own construct (2018)
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3.7. Tools of Data Analysis

After accomplishment of data collection procedure, it
should have classified as per each variable, the qualitative
data was coded to be measured quantitatively. In this
research data were analyzed by the help of Stata Software
package version 12.0 and SPSS version 23.0 in order to
get the reliable finding.

3.8. Ethical Consideration

The following ethical considerations have been given
attention by the researcher and enumerators while
conducting the research that includes voluntary
participation, no harm to participants, anonymity and
confidentiality, not deceiving the subjects and privacy of
participants. Conserving the voluntary participation of
respondents, no participants were forced to take part in the
research and participants were free to withdraw from the
research at any moment. With regarding to harm to
participants, the researcher ensured that there is no any
physical or psychological harm done to the participants as a
result of the study. When it comes to Anonymity and

confidentiality, all information gathered during the study
has been handled confidentially and permission from the
participants was obtained for all information to be shared
publicly. Not deceiving the subjects since participants have
informed clearly about the aim, purpose and procedures of
the study and was not deceived in any way. Finally Privacy
of participants the privacy of the participants have been
respected.

4. Results and Discussion

The total numbers of (323) three hundred twenty three
questionnaires were organized and distributed to taxpayers,
of which (201) two hundred one questionnaires were filled
completely and returned back. This has made the return
rate around 62.23%. After the data were collected, checked
for errors and completeness. This study employed binary
logistic regression for data analysis. Besides, an in-depth
interview was also conducted with tax officers and
taxpayers’ representatives in the study area to know clear
findings of this study and to forward conscious
recommendations.
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4.1. Pearson Correlation Matrix for Dependent and Independent Variables analysis through SPSS
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Table 3. Pearson correlation matrix for dependent and independent variables

Variable TVCA GED AGE EDU TK PI 0OCCP SIM PFE PGS AP IL TAU PTR TAE
TVCA 1.000
-0.230%*
Sig 0.001
GED N0l 1.000
0.231%* -0.002
Sig 0.001 0.978
AGE N0l 501 1.000
-0.043 0.012 -0.035
Sig 0.549 0.868 0.623
EDU N=201 201 201 1000
-0.283%* 0.051 -0.039 0.084
Sig 0.000 0.475 0.585 0.237
™ N=201 201 201 201 1.000
0.002 -0.099 0.169* -024 0.213*
PI Sig0.976 0.236 0.042 771 0.010 1000
N=201 201 201 201 201
0.021 -0.037 -0.039 0.091 0.084 0.117
Sig0.770 0.604 0.587 0.201 0.235 0.160
ocer N=201 201 201 201 201 201 1000
0.489%* -0.055 0.125 0.034 0.112 0.016 0.167*
Sig0.000 0.435 0.076 0.628 0.066 0.817 0.018
SIM N=201 201 201 201 201 201 201 1.000
-0.037 0.066 0.145* 0.020 -0.051 0.209* 0.272%* 0.065
PFE Sig0.598 0.355 0.040 0.779 0.468 0.012 0.000 0.360 1000
N=201 201 201 201 201 201 201 201
0.014 0.058 0.135 0.121 0.111 0.225%* 0.101 0.112 0.150
PGS Sig0.847 0.342 0.056 0.011 0.055 0.001 0.152 0.056 0.119 1,000
N=201 201 201 201 201 201 201 201 201
0.506%* -0.156* 0.098 0.008 -0.190 -0.182%* 0.135 0.344%% 0.036 0.026
AP Sig0.000 0.027 0.164 0.890 0.002 0.010 0.056 0.000 0.614 0.719 1000
N=201 201 201 201 201 201 201 201 201201 201
0.155* -0.071 0.002 | -0.032 -0.042 -036 0.240%* 0.243%* 0.297** 0.110 0.110
- Sig0.028 0315 0.975 0.652 0.652 666 0.001 0.001 0.000 0.121 0.119 11000
N=201 201 201 201 201 145 201 201 201 201 201
0.508%* -0.127 0.089 20.002 | -0.176* 0.090 0.270%* 0.213%* 0.083 0.107 0.228* | 0.181*
TAU Sig0.000 0.072 0.209 0.981 0.012 0.205 0.000 0.002 0.241 0.010 0.001 0.010 11000
N=201 201 201 201 201 201 201 201 201 201 201 201
0.230%* -0.071 0.006 0.052 -0.170 0.176 0.195 0.153 -0.097 0.151* 0.081 -0.078 0.041
PTR Sig0.001 0314 0.916 0.395 0.094 0.056 0.056 0.010 0.112 0.032 0.253 0.270 0.563 1.000
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N=201 201 201 201 201 201 201 201 201 201 201 201 201
-0.110 -0.014 0.045 0.013 0.061 -0.002 -0.145* 0.165%* -0.146% 0.135 -0.133 0.022 -0.036 -0.161*

TAE Sig0.118 0.843 528 0.855 0.387 0.976 0.040 0.006 0.038 0.056 0.060 0.757 0.616 0.022 1.000
N=201 201 201 201 201 201 201 201 201 201 201 201 201 201 )

**Correlation is significant at 1 % significance level (2 tailed), * Correlation is significant at 5 % significance level (2 tailed), Sig implies p-value, and N=number of sample observations. Source: SPSS version 23.0 correlation
result [2018]
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The result of the study in the above table 3 shows that
each variable incorporated in the model has perfectly
positively correlated with itself having Pearson correlation
coefficient value 1.000. About the relationship between
dependent variable (tax compliance attitude [TVCA] and
fourteen independent variables, the table3 displayed that
gender of the respondent [GED] being male has
significant and negative relationship tax voluntary
compliance attitude having Pearson correlation coefficient
value of (-0.230) and p-value or sig of 0.001 which is less
than 5% significance level. Accordingly, the age of the
respondent [AGE] and voluntary compliance attitude were
positively correlated with Pearson correlation coefficient
of 0.231 and statistically significant at 5% level of
significance for the reason that p-value or Sig of 0.001 is
less than 5%. At the mine time, voluntary Compliance
attitude is negatively correlated with lack of tax
knowledge [TK] on attending tax education having
correlation coefficient of (-0.283) and significant at 99%
confidence interval because p-value 0.000 is less than 1%.
Besides, compliance attitude is also positively correlated
with the age of the respondent [AGE], simplicity of tax
system [SIM], awareness on penalty [AP], income level of
taxpayers [IL], probability of being audit [TAU] and
perception on existing tax rate [PTR] having Pearson
correlation coefficients of 0.231, 0.489, 0.506, 0.155, 0.08,
0.30 and Sig of 0.001, 0.000, 0.000, 0.028, 0.000, and
0.001 respectively were found to be significantly
correlated with tax voluntary compliance [TVCA] at 1%
as P-value is less than 1% except for income level having
sig 0.028 which is positively correlated with TVCA at 5%
significance level as P value of 0.028 <0.05]. while
perception of tax authority efficiency was found to be
significantly negatively correlated with tax compliance
attitude with Pearson correlation coefficient of 0.154 at
5% significance level because Sig or p-value of 0.011<
0.05.

When it comes to relationship between independent
variables incorporated in the model, peer influence is
positively correlated with age and tax knowledge with
Pearson correlation coefficients of 0.169 and 0.213 at 5%

since p-values of 0.042 and 0.010 that less than 0.05.
Simplicity is also positively correlated with occupation of
the respondents with 0.167 Pearson correlation coefficient
at 5% significance level since p-value 0.018 is less than
5%. The perception on fairness of tax system is positively
correlated with age, peer influence, occupation having
Pearson correlation coefficients of 0.145, 0.209 and 0.272
and statistically significant at 5% and 1% because Sig of
0.040, 0.012 is less than 5% and 0.000 for occupation
respectively. Followed by perception on government
spending which is positively related with peer influence
and simplicity at 1% level of significance with coefficient
of 0.225 (see table 3). Income level of taxpayers is

positively  correlated with occupation, simplicity,
awareness on penalty, perception on fairness and equity
having Pearson correlation coefficients of 0.240,

0.243,0.297 and statistically significant at 1% with sig
values of 0.001, 0.001 and 0.000 that less than 1%
respectively. In the same way, tax audit (TAU) is
positively correlated with other explanatory variables such
as occupation, simplicity, awareness on penalty, and
income level of taxpayers at 1% and 5% levels of
significance but negatively correlated with lack of tax
knowledge of respondents at 5% (see table 3 for
coefficients and sig values). Next, perception on tax rate is
also negatively correlated with perception on government
spending having Pearson correlation coefficients -0.151
and significant at 5% as sig 0.032 less than 0.05. Finally,
tax authority efficiency is negatively correlated with
occupation, perception on fairness of equity and
perception on tax rate and statistically significant at 5%
but positively correlated with simplicity at 1% and tax
audit at 5% respectively (see table 3 coefficients and Sig
or p-value). In opposite way, the result of Pearson
correlation matrix shows that education status, peer
influence, occupation, perception on fairness and equity,
perception on government spending and tax authority
efficiency were not significantly correlated with voluntary
compliance attitude of taxpayers (dependent variable) due
to fact that their p-values are more than 5% or 1% levels
of significance respectively.
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Table 4. Regression result: dependent variable (TVCA)

Binary Logistic regression
Obs =201
LR chi2(14) 189.67
Prob> chi2 = 0.000
Pseudo R2=0.7041
Log likelihood = --39.853626
Variable Coef. Std. Err Z —value P-value

GED -1.406226 ** 0.6759197 -2.08 0.037
AGE 0.8263969* * 0.3363375 2.46 0.014
EDU 0.1713664 0.3348957 0.51 0.609
TK -3.007414* * 1.038218 -2.90 0.004
PI -0.2679415 0.3720005 -0.72 0.471
OocCcCp -0.11749 0.6174603 -0.19 0.849
SIM 1.480397 *** 4387967 3.37 0.001
PFE -0.5901695 0.6143349 -0.96 0.337
PGS -0.4656945 0.7346218 0.63 0.526
AP 1.446501 *** 0.3277764 441 0.000
IL 0.4286353 0.4657414 0.92 0.357
TAU 3.146994*** 0.6423867 4.90 0.000
PTR 2.702777*** 0.7252649 3.73 0.000
TAE -1.051603 0.6289767 -1.67 0.095
CONS -13.82375 4.101089 -4.38 0.000

*** Significant at 1%, **Significant at 5% respectively.

Source: Stata version 12.0 result [2018]

4.2. Regression Result of Binary Logistic Regression
Model

The result on Table 4 shows that the Pseudo R-square with
a value of 0.7041 implies that about 70.41 percent of the
changes in tax voluntary compliance attitude [TVCA]
could only be explained by explanatory variables namely
gender of the respondent [GED], age of the respondent
[AGE], tax knowledge [TK], simplicity of tax system
[SIM], awareness on penalty rate for evading tax (AP),
probability of being audit [TAU], and perception on
existing tax rate [PTR]. While 29.59 percent of the changes
in tax compliance attitude [TVCA] could be explained by
other exogenous factors. The likelihood ratio chi-square of
189.67with a p-value of 0.000 tells us that the model as a
whole is statistically significant.

Consequently, the result of this study shows male tax
payers have negative relationship with tax voluntary
compliance attitude but positive for female taxpayers [ =
-1.406226] and statistically significant at 5% level because,
(p-value = 0.037) is less than 5% significance level and Z
critical value of (Z=2.08) which more than 1.96 Z table
value at 95 confidence level . Hence, hypothesis H1 is
accepted. This result is consistent with finding of other
studies results [38], [54] and [8]. This result provides
evidence that the probability of having positive voluntary
compliance attitude for female taxpayers is more than that
of male i.e. women were found to have more compliant
than men taxpayers. The taxpayers representatives and

tax officers asked why female taxpayers comply more
comply tax than male and responded that according to the
total culture of Ethiopian, female more respects religious
code of conducts, customs of culture, social group
believes and different regulations of the country in general
than male taxpayers. This finding provides possible
recommendation for the tax authority and policy makers to
work on encouraging female business income taxpayers
since they have more positive voluntary compliance
attitude than male business income taxpayers and educate
male taxpayers to comply equally as much as possible with
female.

With regarding to age of respondents the probability of
having positive tax voluntary compliance attitude
[3=0.8263969] is positive and statistically significant at 5%
level because, (p-value = 0.014) is less than 5%
significance and Z critical value of (Z=2.46) which more
than 1.96 Z table value at 95 confidence level. Therefore,
hypothesis H2 is accepted. This finding is consistent with
that of [15], [36], [54], and [8], that more aged taxpayers
has positive compliance attitude than younger tax payers.
This indicates high the age of respondent, more positive
compliance attitude and lower the age of the respondents’,
lower the positive voluntary compliance attitude. As per
interview with tax officers of the Zone, aged taxpayers
comply more than less aged taxpayers because more aged
people learn more thinks about taxation through their
passage long life time and experience in business
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environment. The finding provides that the government
should educate the young generation about taxation for the
reason that they are less compliant old taxpayers. Hence, it
is well if the tax authority works on educating fresh
generation about taxation and the importance that it gives
for them in particular and the society as the whole in
general. So that educating taxpayer is the way they can
positively understand about taxation and may be best
alternative to improve the compliance attitude of younger
generation since the majority of business was occupied by
them.

Concerning the impact that lack of tax knowledge for not
attending tax education [B= -3.007414] has negative with
voluntary compliance attitude and significant at 5% level
because, (p-value = 0.004) is less than 5% significance and
Z critical value of (Z=2.90) which more than 1.96 Z table
value at 95 confidence level. So, the hypothesis H4 is
accepted. The pervious study done by [51], [17], [38], and
[44],) have evidenced that tax knowledge has a significant
impact on tax compliance attitude even though the level of
tax knowledge varies significantly among respondents due
to knowledge gap between them. This implies more the
taxpayer knowledge about taxation, more the probability of
having positive compliance attitude. Thus, providing more
tax knowledge to a larger number of tax payers helps to
prevent tax evasion and enhance voluntary tax compliance
in Self-assessment system. On the other hand, poorer tax
knowledge associated with negative attitudes toward
taxation and increases the tendency to evading tax. The
interviewed taxpayers and tax officers evidenced that
taxpayers comply more after they obtain the possible
awareness about taxation than before having necessary
knowledge about tax system through tax education. It
provides the way to keep the same impact and make it
sustainable; the awareness creation should go beyond only
giving continuous awareness creation to taxpayers. It
should be extended to have consultative session with
elderly, tax payers’ representatives, clan and religious
leaders and other individuals that have high respect from
society to influence the overall society to have positive
compliance attitude by reducing negative attitude towards
taxation in general.

The finding of this study with regard to simplicity of the
tax system [B = 1.480397] has positive relationship with
voluntary compliance attitude and more statistically
significant next to tax audit and awareness on penalty at
1% level because, (p-value = 0.001) is less than 1%
significance and Z critical value of (Z= 3.37) which more
than 2.567 Z table value at 99 confidence level. Thus,
hypothesis H7 is accepted. This result is consistent with
studies such as [50], [8], and [41]. The word ‘simple’
carries numerous interpretations; at least the majority of
taxpayers require that the tax return should be as simple as
much as possible. The tax authority may assume as tax
return is simple and easy to complete but it may not equally
simple for all taxpayers. This indicates that simplifying the

tax return will encourage tax payers to complete the tax
return on their own rather than employing a tax agent and
thus reducing compliance costs as the main feature of
self-assessment. Therefore, simplifying tax returns and
administration system is the best way to ensure tax
compliance. Because taxpayers should not spend much
time in ascertaining the accuracy of the returns and
calculating their tax liabilities if it is simple and it can
facilitate efficient and enhanced administration and reduce
compliance costs. The tax officers and taxpayers’
representatives interviewed on the issue of simplicity of
taxation and responded that current taxation in Ethiopia is
simple and easy to understand and this way simplicity of
tax system is positively associated with compliance
attitude. In the current study the researcher recommended
that that, even if the current study shows positive
relationship between simplicity and tax compliance
attitude, it is better if the tax authority again makes tax
system simple as much as possible in general, the forms,
the law, the filling, appeal system and paying procedure in
particular to increase positive tax compliance attitude of
taxpayers better than the current state in order enhance
positive compliance attitude in one hand and boost tax
revenue in general.

With on the subject of the awareness of penalty for
evading tax [B =1.691497] has positive association with
compliance attitude and significant at 1% level because,
(p-value = 0.000) is less than 1% significance and Z critical
value of (Z=3.53) which more than 2.567 Z table value at
99 confidence interval. Thus, the hypothesis H9 is accepted.
This result is also consistent with studies of [5] and [8].
This indicate that higher the penalty the greater the
discouragement for potential tax evasion. If the taxpayers
are aware of the offences they are committing when
evading tax and the consequences of being non-compliant
taxpayers. The author made face to face interview with
taxpayers’ representatives and they responded that more
than all other things taxpayers comply tax laws and payer
their tax obligations at right time and place for the reason
the fear penalty from tax authority for participating in tax
evasion. Additionally, it is better to keep the penalty for
evading tax as current status and increase awareness of tax
payers regarding consequence of take part in tax crimes.

With regarding to the probability of being audit [B =
3.146994] has positive relationship with voluntary
compliance attitude and most significant at 1% level
because, (p-value = 0.000) is less than 1% significance and
Z critical value of (Z=4.90) which more than 2.567 Z table
value at 99 confidence interval. As a result hypothesis H12
is accepted. This result is consistent with that of [54], and
[56]. This finding suggests that more the probability of
being caught by tax audit, more positive the taxpayers’
voluntary compliance attitude of respondents. This implies
that taxpayers comply with taxation for the reason that they
fear may caught by tax audit. This supplement by asking
the taxpayers why they comply more the tax law due to
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presence of probability of being audit by tax auditors at the
end of each year and they responded that they obey tax rule
duet fact that they will be punished if they omit any wrong
action in preparing tax returns. The author forwarded that
tax authority can expand more consistent and regular
auditing activities still keeping in mind the cost associated
with it minimum and increase tax revenue to the planned
one.

At the same time the perception on tax rate [B =
2.702777] has positive association with voluntary
compliance attitude and significant at 1% level because,
(p-value = 0.000) is less than 1% significance and Z critical
value of (Z=3.73) which more than 2.567 Z table value at
99 level of confidence. Hence, the hypothesis H13 is
rejected. This result similar with that of [7] which suggests
that of raising marginal tax rates will be likely to encourage
taxpayers to comply with taxation. In opposite studies
such as [41] and [53] find out that increase in tax rate
strengthens the incentive to report less income to
compensate the reduced income. In Ethiopian from years
2004 up to 2018 the corporate, personal income and sale
tax (VAT) tax rates were 30%, 35% and 15% respectively.
The researcher has interviewed both tax authority and
taxpayers representatives about why tax voluntary
compliance attitude is positively associated with
perception on tax rate and obtained an idea that says “even
though the tax rates remains constant between the years,
Ethiopian government has revised the income tax
proclamation from proclamation number 286/2002 to
proclamation number 979/2016. By keeping tax rates
constant income exempted from tax was improved from
OETB up to 1,800 ETB in first proclamation to 0 ETB up to
7,200 ETB in the 2nd proclamation with difference of

5,400 ETB which was saved for business income taxpayers.

According to tax officers the reason of changing tax
proclamation is to encourage the taxpayers to make correct
amount of payments at the right time and comply with
taxation and in the same way taxpayers has positive
attitude on currently existing tax rate in the country.
Consequently, this why perception on tax rate has positive
association with compliance attitude and finally, the
researcher recommended authority should keep in essence
make the tax rate as stable as much as possible without
overstating current tax rate. Because the result of this study
showed that perception on existing tax rate structure is
positively related tax compliance attitude and any tax
charges more than current will borne negative perception
on tax rate in particular and increase the tax evasion in
general.

Finally, tax officers were asked by the researcher about
which category of taxpayers comply more out of three
categories? Accordingly, they responded that in
comparison to category “C” categories “A &B” taxpayers
were relatively pay their tax obligations with in the
scheduled time of tax collection by presenting the books of
accounts to tax authority offices. The author also asked
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why categories “A” and “B” taxpayers obey tax laws than
category ‘C?’ it was responded as categories A & B
taxpayers more comply tax laws because they required to
submit their balance sheets and income statements by
keeping record to financial accounting standards but it not
mandatory for category ‘C’ to keep the record of all
business activities and submitting profit or loss account and
statement of financial position to tax authority office at the
end of tax year.

5. Conclusions

According to Pearson correlation Matrix result [see
Table 3 ] out of fourteen variables incorporated in the
model, eight variables such as gender of taxpayers, age,
lack of tax knowledge, simplicity of the tax system,
awareness on penalty for evading tax, income level, tax
audit and perception on tax rate were significantly
correlated with tax voluntary compliance attitude. Results
of the Binary logistic regression analysis [see Table 4] also
suggested that voluntary compliance attitude is
significantly influenced by gender of taxpayers, age, lack
of tax knowledge, and simplicity of the tax system,
awareness on penalty for evading tax, tax audit, and
perception on tax rate. This study similarly evidenced that,
other variables such as education level and role and
efficiency of tax authority were not significant
determinants of tax compliance attitude.

6. Direction for Further Research

Any study cannot be necessarily free from limitations to
some extent. Accordingly, there are some limitations in
present study. At first, it focused only on factors
influencing tax voluntary compliance attitude of taxpayers
in Gedeo Zone of southern Ethiopia. Thus, the findings of
this study can be generalized for all taxpayers in Gedeo
Zone but it may be difficult to generalize this findings
about all taxpayers at others Zones in SNNPR, and national
level. Hence, this study can be improved if it will be done
at regional and national level by comparing tax compliance
attitude of taxpayers in different business sectors. Further
researchers can also include other tax voluntary
compliance attitude determinants that were not addressed
in this study since current study only tested fourteen
factors.
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