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ABSTRACT
Every year Government of Pakistan faces a budget deficit and the government is forced
to introduce income tax amnesty schemes. The contribution of income tax in the total tax
revenue is not satisfactory. Majorly, the Federal Board of Revenue (FBR) is facing a lot
of problems to take individuals in the tax net. The basic objective of this study is to find
those factors, which lead to non-compliance. The survey method was employed and 625
questionnaires were distributed to collect data from the individuals across the five major
cities of Pakistan, including Islamabad, Lahore, Karachi, Quetta, and Peshawar. To gain
an in-depth understanding of non-compliance reasons, this study empirically tests the
impact of the tax administration system, taxation knowledge, quality of tax services, tax
evasion attitude, taxpayers’ morale, non-compliance opportunities, and good governance
on the taxpayers’ non-compliance behavior in the presence of two moderators, that is
financial condition and risk preference. The direct relationship of independent variables is
determined and found that tax administration system, quality of tax services, taxpayers’
morale, non-compliance opportunities, and good governance have a significant and direct
impact on taxpayers' compliance behavior. Whereas, taxation knowledge and tax evasion
attitude have a weak and inverse relationship, and also have a weak but direct
relationship. The direct relationship of moderators is weak but they moderate the
independent and dependent variables.
Keywords: Income tax, tax base, compliance, and taxpayers’ behavior
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CHAPTER ONE : INTRODUCTION
1.1 Background
Tax revenue is the biggest source of funds for a government needed for development, public
service, relieve poverty, and to establish social and physical infrastructure leading towards
long-term growth (Lustig, Pessino, & Scott, 2014). However, developing countries including
Pakistan have been facing a challenge in generating revenues from taxes for domestic growth
(Khan & Ahmad, 2014). The challenges faced by Pakistan include informal sectors, small tax
base, weak governance, low administrative capacity, ineffective per capita income, and most
importantly tax avoidance by the business class (Ahmed, Talpur, & Liaquat, 2015).
According to research by Amin, Nadeem, Parveen, Kamran, and Anwar (2014), 50% of the
tax revenue remained uncollected by the Government of Pakistan due to high corruption. In
Pakistan, most of the persons having taxable income not only evade tax but also do not
register with the tax department (Kirchler, Lorenz, Torgler, & Ganlge, 2015).
Pasha and Pasha (2015) mentioned that the government commonly extended the last date for
filing tax return, like in the last year, the filing date was extended till October 2014, rather
than September 2014. The deadline was further extended until 30th April of the next year
(FBR, 2016). This shows that taxpayers are not complying with income tax laws in terms of
filing their tax returns. According to FBR (2016), the Active Taxpayers’ List-ATL showed
1,010,402 tax filers. Pasha and Pasha (2015) further mentioned that there are 3,388,188
National Tax Number (NTN) holders in Pakistan. According to FBR (2017), section 120 of
Income Tax Ordinance (2001), all persons having NTN are required to file their tax return,
this means that a very large number of NTN holders do not file their tax returns. For the tax
year 2013 and 2014 the number of income tax returns filed was 871,020 and 980,155
respectively (FBR, 2013; FBR, 2014).
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The rate of non-filers in Pakistan is on the rise, especially the wholesalers and retailers do not
file their tax returns, which also shows that tax departments are not putting their efforts at an
optimum level (FBR, 2012). Another point that makes the picture even worse is the low
taxpayers to the tax-officials ratio (Finance Division, 2019). According to the Finance
Division (2016), the Active Taxpayers/Tax Officials Ratio is 64, which is very low as
compared to other developing countries, like Philippine and Indonesia, where this ratio is 937
and 100 respectively. The ratio of filing income tax returns is higher in India as compared to
Pakistan (Hoodbhoy, 2015). The tax compliance of Malaysian peoples was higher as
compared to Chinese and Indians (Almamun, et al., 2014). Currently, the president of
America has been put under audit because of the claim of a refund of $72.9 million. Now
Internal Revenue Service (IRS) audited president casinos and there are chances that his tax
liability, including penalties, may exceed $ 100 million (Buettner, Craig, & McIntire, 2020).
Further, in Pakistan, the majority of the staff at the lower level is unskilled, which may be a
cause of poor performance. To increase the tax-base government has requested third parties
for data collection and the Federal Board of Revenue (FBR) has issued 465,000 notices to file
tax returns and 132,505 complied with the tax requirements (Ministry of Finance, 2017).
Tax non-compliance is not only an issue of developing countries, rather it’s a worldwide
phenomenon. According to Keen and Slemrod (2017) public at large is expected to comply
with the voluntary obligation not just in developed but also in developing countries. Several
studies documented that many people from developed economies do not comply with
voluntary tax obligations, so it is very difficult for tax authorities to collect taxes (Alm &
Martinez-Vazquez, 2003). The governments have the key objective to ensure tax laws
compliance and collection of taxes, therefore, citizens must voluntarily comply with their
civic duty, irrespective of their social status (Kirchler, Hölz, & Wahl, 2008). To ensure a
higher compliance rate, many developed and developing countries frequently introduce, a
2|Page

certain set of rules, laws, administration of tax system, and tax policies (Alm & MartinezVazquez, 2015). The tax system is a set of policies for individuals and organizations to pay
taxes on their incomes (Marti, 2000).
Previous literature relating to tax compliance used the primary data and survey-based method
because, access to the secondary dataset is quite difficult and is hardly available (Durham,
Manly, & Ritsema, 2014). The current study has employed the survey-based technique to
achieve its objectives. Mostly, existing literature followed the survey method to build theories
and tax models (Armstrong, Blouin, Jagolinzer, & Larcker, 2015; Razak & Adaful, 2013;
Chan, Troutman, & Bryan, 2000; Fischer, Wartick, & Mark, 1993). Significant improvements
in tax collection, particularly in tax and fiscal policies, have been observed in developed and
developing economies. However, the development of such policies is based on an
understanding of loopholes, which was used and followed by the taxpayers and that
influenced the non-compliance behavior among the taxpayers.
Federal Board of Revenue is the highest revenue collection authority in Pakistan and they
have taken several steps to improve the tax-base of the country. Many efforts were made by
the FBR to increase its tax base. In the era of Pakistan Muslim League – Nawaz, a new
concept of filer and non-filer was introduced resulting in an increase of tax collection from
56% to 70% but unfortunately failed to increase the tax base. This shows that people are
ready to pay higher taxes, as a non-filer but they do not want to file tax returns (Rana, 2019).
The is a lack of instability in tax regimes, one example of this is rental income. Previously,
rental income from immovable property was taxed under Normal Tax Regime (NTR), after
that regime has been changed from NTR to Final Tax Regime (FTR), again it was put under a
separate block of income and currently corporations are taxed under NTR and others are
taxed under separate block if income (FBR, 2016; FBR, 2017; FBR, 2019). Available data
showed that FBR did not conduct any survey to find out the actual reasons for the non-filing
3|Page

of the tax return. So, there is a need to research in Pakistan over this serious issue. Within a
short period of two years, FBR has changed four of its chair persons to increase its tax net
(Khan, 2020). Without having proper research, FBR desperately wanted to increase the
number of tax filer rather than increasin the tax amount. Twelve years back, the World Bank
suggested the Tax Administration Reforms Project (TARP) but FBR was unable to achieve
its target (Hussain & Naqvi, 2018).
Table 1.1
Collection of Tax from Major Revenue Spinners
(Million PKR)
Difference

Growth

Collection Heads

2018-19

2017-18

(Absolute)

(%)

Imports

114,158

104,830

9,328

8.9

Contracts

106,530

126,988

-20,458

-16.1

Salary

32,833

57,805

-24,972

-43.2

Bank Interest

25,908

22,255

3,652

16.4

Dividends

25,363

30,808

-5,445

-17.7

Electricity

19,239

16,567

2,672

16.1

Cash Withdrawals

17,830

16,104

1,726

10.7

Export

15,481

13,420

2,062

15.4

Telephone

3,675

25,051

-21,376

-85.3

Sub-Total

361,016

413,828

-52,811

-12.8

80.3

84.2

-

-

Other WHT

88,345

77,648

10,697

13.8

Total WHT

449,362

491,476

-42,114

-8.6

Share in Total WHT

(Source: FBR Bi-Annual Review 2018-19)
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Moreover, Table 1.1 shows that the main source of tax collection in Pakistan is from income
tax/Withholding Tax (WHT) from imports, contracts, bank interest, and dividends. Currently,
the government has reduced tax rates on a salary, which resulted in a drastic decrease in the
collection of tax under section 149 on salary income, that is 43.2%. Similarly, companies
declared a low dividend resulting in a decrease in WHT on the dividend by 17.7%. The
highest decrease was observed in WHT in the telecom sector, that was 85.3%, because of an
order issued by the Honorable Supreme Court of Pakistan to mobile operators, that is not to
withhold tax at the time of payment (Finance Division, 2019).
Table 1.2
Detail of Income Tax Returns- For the Tax Year 2016
Tax detail

Statistical Detail

Number of persons having taxable income

6 million - 8 million

The share of total taxable income collected

20%

Actual return filed

1 million

Number of doctors registered and having taxable income

650,000

Number of doctors filed income tax return
Number of lawyers registered and having taxable income
Number of lawyers filed income tax return
Registered companies with SECP

14,721 (2.26%)
450,000
5,761 (1.30%)
65,000

Companies filed tax returns

Less than 40%

Exemptions granted

Rs. 650 billion

(Source: (Dawn News, 2016)
Recently, Dawn News reported that total persons having a taxable income is about 6 to 8
million while actual tax returns filed are just one million which is too low. The report also
disclosed that the total registered doctors are 650,000 while just 14,721 doctors file their tax
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returns. Similarly, less than 40% of registered companies file their tax return, while FBR has
granted exemptions Rs. 650 billion to these companies (Dawn News, 2016).
The other aspect is to look at an alternate view as to why taxpayers are keen to evade tax or
benefit themselves from such opportunities. Is it just a motive to evade tax and increase
personal wealth or it is because of a lack of punishment policies by tax authorities? The
deterrence and accommodative model very well explained the taxpayers’ behavior (Kagan,
1984). Public policies relating to taxation and welfare should be formulated by keeping in
view the deterrence approach, where people disobey the law by comparing the risk of being
audited (Kagan, 1984). Starting with compliance cost, it is categorized into three subtypes
namely money, time, and psychological costs (Sandford, 1995). It was observed that firms
that did not comply with tax laws were managed by non-compliant individuals (Joulfaian,
2000). The relationship between compensation and opportunities was significant, while
governance quality was insignificant with non-compliance (Hanlon, Mills, & Slemrod, 2005).
It was further observed that corporate characteristics, such as foreign/local control,
multinational/domestic, and private/public companies engaged in business and some
companies availed the opportunity of non-compliance because it is easier for them to
understate or hide income in many possible ways (Hanlon, Mills, & Slemrod, 2005). Tax
compliance is defined as the act of individuals and companies to comply with tax laws and
regulations in timely and accurate manners. The concept of tax and non-compliance are
closely associated, and it is important to understand both concepts, as they are vital in their
aspects. The role of tax authorities is also vital in compliance and non-compliance with
taxation laws. They can enhance compliance by practicing and implementing tax regulations.
Non-compliance is an act of not filing income tax returns on a timely basis, understatement of
tax liability by understating taxable income and overstatement of expenditures, and late
payment of taxes (Singh, 2003). Tax non-compliance means a taxpayer is unable to fulfill his
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tax responsibilities intentionally or unintentionally (James & Alley, 2002). Tax evasion and
tax avoidance can be considered as examples of tax non-compliance as they trigger
individuals to mark their steps against tax authorities. According to Chau and Leung (2009),
tax non-compliance existed all over the world in developed and developing countries. The
compliance rate of smaller and medium-sized firms is higher as compared to large taxpayers’
unit (Hanlon, Mills, & Slemrod, 2005).
Tax compliance of older persons, high-income level individuals and male is low as compared
to others (Jabbar & Pope, 2009). Díaz-Caro and Onrubia (2018) revealed that about sixtytwo percent of non-compliant persons did not provide any reason for non-compliance, and
thirty-four percent of people disclosed their income but due to the ignorance of tax laws they
did not comply with tax laws. Older persons conceal their income because they receive gross
income in hand and no intermediary of tax department or tax agent is involved. Besides, they
get more chances to manipulate income because of different benefit schemes available to
them and more importantly to keep their income level within the age allowance limit. In tax
terms, they are considered low earners.
The government tries to cover the deficit from the privatization of public property, for this,
they have taken initiative against Pakistan International Airlines Corporation, Pakistan
Railways, and Pakistan Steel Mills Corporation (Ministry of Finance, 2017).

(Source: Economic Survey of Pakistan – 2017)
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Figure 1.1. Revenue expenditure gap (% of GDP)
Although FBR tries to increase its tax-base to bring the deficit rate near zero but there are not
visible results. The Government of Pakistan is attempting to decrease this deficit by
decreasing its expenditures and keep relying on external loans. (Ministry of Finance, 2017).
Table 1.3
Analysis of Ten Years of Federal Budget of Pakistan
Expenditure
Year

Resources

(Deficit)/Surplus
Rupees (millions)

2008

1,939,714

2,087,027

(147,313)

2009

2,496,448

2,585,557

(89,109)

2010

2,107,149

2,559,367

(452,218)

2011

2,170,537

3,109,732

(939,195)

2012

1,902,815

3,478,353

(1,575,538)

2013

3,681,022

4,057,292

(376,270)

2014

3,832,739

4,235,111

(402,372)

2015

4,279,705

4,478,535

(198,830)

2016

4,099,828

4,841,197

(741,369)

2017

4,713,686

5,103,780

(390,094)

(Source: Economic Survey of Pakistan – 2017)
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Figure 1.2. Budgeted Deficit
The data in Table 1.3 shows that Pakistan is continuously facing a budgeted deficit and they
are forced to take local or foreign debts, which again put a huge burden on the economy.
There is a need to increase the tax base to minimize the budgeted deficit.
Table 1.4
Tax Revenue as % of GDP
Financial Year

Tax Revenue as % of GDP

2006

8.7

2007

9.2

2008

9.5

2009

8.8

2010

8.9

2011

8.5

2012

9.4

2013

8.7

2014

9.0

2015

9.4

2016

10.7

2017

10.8

(Source: Economic Survey of Pakistan – 2017)
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Figure 1.3. Tax revenue as % as GDP
Table 1.4 indicates the percentage of revenue collected by FBR as a percentage of GDP. The
ratio of tax revenue percentage of GDP is considered an effective tool to ensure the
effectiveness and efficiency of the tax administration system and level of the fiscal capacity
of the state. The tax percentage of GDP is explained from 2006 when it was just 8.7 while in
2017 after more than 10 years the increase is just 2 percent with 10.8%. However, these 10
years, the number of new businesses registered and individual taxpayers significantly
increase but the contribution rate is negligible. Figure 1.3 reported the same figures in
graphical representation for a better understanding.
1.2 Motivation for the study
Governments meet their administrative and other obligations through tax revenue. When tax
revenue falls foreign and local loans are raised. For the financial year 2015-16, the
Government of Pakistan raised Rs.198.832 billion through bank borrowing and Rs. 859.689
billion via external borrowings to meet their expenditures, which should have been met from
tax revenue (Finance Division, 2016). For some developing and developed countries, taxes
are the main source of revenue (Ahmad, 2010). Taxes are the principal source of revenue and
it depends on the behavior of the taxpayers of that the country, whether they are ready to pay
tax or not and how much tax they can pay (Eshag, 1983). In developing countries, most of the
taxpayers do not like to pay taxes voluntarily, which creates many problems for tax
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authorities to implement and collect taxes timely (Alm, 2012; Vazquez & Rider, 2005). Noncompliance is an act of taxpayers when they deny paying taxes in time and do not comply
with the requirement of the tax laws (Kirchler, 2007). The non-compliance attitude of
taxpayers in a country is the most common problem for tax authorities. They try to reduce
non-compliance by introducing different regimes and incentives to the taxpayers (Eglar,
2001).
For instance, in this regard, FBR has issued 3,388,188 NTN certificates, which means at least
these persons should file income tax returns. However, there are only 1,010,402 persons who
have filed income tax returns for the tax year 2015, which is slightly higher than the previous
years but is less than one-third of the total NTN holders. Even though in Pakistan, the Tax
Reforms Commission, under the supervision of FBR, has suggested several tax reforms over
the years to increase the tax-base but statistics show that contribution of direct taxes in the
total gross revenue is still low. FBR has also established a Broadening Tax Base (BTB)
department to netting the potential taxpayers and make such investigations as required by
FBR (FBR, 2016).
Several studies have been conducted around the globe and have tested their hypotheses
concerning the indirect and direct impact of social norms, personal norms, and subjective
norms that influence taxpayers’ behavior along with testing the attitudinal variables related to
taxpayer behavior for instance; tax administration system, taxation knowledge, quality of tax
services, tax evasion attitude, morale of taxpayers, non-compliance opportunities, good
governance, risk performance, and financial position (Christian & Alm, 2014; Dunning,
Rosenblatt, Pineiro, & Monest, 2014; Bobek, Hageman, & Kelliher, 2013; Desai &
Dharmapala, 2009; Dyreng, Hanlon, & Maydew, 2008; Rego, 2003; Slemrod & Yitzhaki,
2002). However, regulatory authorities, particularly BTB do conduct any such investigation
to understand the non-compliance behavior of the public to improve tax collections.
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Literature affirms that religious associations may also influence tax collections (Bhuiyan,
2017). A few studies have been documented in developed and developing economies;
however, limited literature has been reported in Pakistan due to various economic, political,
and social constraints.
Thus, this research study focuses on factors that affect taxpayers’ behavior towards noncompliance. Furthermore, the impact of various factors on tax compliance behavior is
checked and significant variables are highlighted. The factors, whether social, economic,
political or others, are identified due to which taxpayers are inclined towards avoidance and
concealment of income tax in Pakistan. To find out the facts regarding the reasons behind the
behavior of non-compliance, quantitative data were collected using the survey method.
Most of the developed and developing countries are facing issues like non-compliance of the
taxpayers, which needs extensive research and accordingly several studies have been made in
this domain (Behzad, 2018; Fantozzi, 2016; Al-Ttaffi & Abdul-Jabbar, 2015; Alabede,
Ariffin, Zaimah, & Idris, 2011; John & Kenneth, 2013). Two hundred and sixty-eight
research papers were collected from the available resources and it is evident from Table 1.5
that most of the researches has been conducted in the USA and few pieces of research were
conducted in Japan and Israel. However, the early researchers focused on the theoretical
aspect of the non-compliance issue on the deterrence (Riahi-Belkaoui, 2004). Becker (1968)
focused on the Deterrence Theory and emphasized that fines were more reliable tools to
collect taxes rather than penalties. Some studies considered Deterrence Theory as the
underpinning theory and empirical studies conclude that deterrence is not the only factor
responsible for compliance rather some other factors should also be studied (Allingham, &
Sandmo 1972). Furthermore, literature affirms that Deterrence Theory completely ignored
psychological and social factors, which should be considered (Brockmann, Genschel, &
Seelkopf, 2016; Cebula & Feige, 2012; Torgler, 2007).
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Later, empirical literature after incorporating social and psychological factors was developed
to remove the weaknesses of the Allingham and Sandmo model (Chan, Troutman, & Bryan,
2000; Fischer, Wartick, & Mark, 1993). The findings conclude that no single theory and
factor can truly explain the non-compliance behavior of the taxpayer in any country rather
studies need to consider the combination of those factors that influence the combined
behavior of the taxpayers (Alm, McClelland, & Schulze, 1999). In addition to that, researches
revealed that along with theories and models, non-compliance attitude can be studied in the
presence of some moderators (Kirchler, 2007).
Table 1.5
Summary of Tax Compliance Research Worldwide
Country

No. of Researches Done

Percentage

USA

81

30%

Nigeria

34

13%

Malaysia

30

11%

Germany

27

10%

Austria

19

7%

Italy

14

5%

Turkey

13

5%

United Kingdom

12

4%

Ethiopia

11

4%

Australia

9

3%

China

9

3%

Greece

9

3%

268

100%

Total
(Source: Author Collection)
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Table 1.5 shows the studies conducted in different countries collected from available
electronic resources that the highest researches found on tax compliance behavior were
conducted in the USA, which is 30% of the total.
1.3 Problem Statement
The taxation system of Pakistan is considered outdated because it is unable to achieve the
required level of tax revenues as compared to the level of income and contribution of sectors
in GDP. Following are the key reasons why we need radical reforms in the taxation system;
Pakistan has a large economy, however this large economy is undocumented to a great extent
due to lack of regulations and central administration system, the gap between poor and rich is
increasing, concessions, exemptions, adhocism in fiscal and economic policies, tax amnesty
schemes, high tax rates stimulate tax evasion, taxpayers’ rights, inadequate facilities for
taxpayers, inadequate training and developments, inadequate research and developments,
documentation, the integrity of data and ownership.
Sectorial contribution in GDP indicates that their income is growing over the period but their
contribution of tax revenues is not increasing at the same rate, developing countries like
Pakistan mostly rely on agriculture income, as the results of Table 1.6 also affirm that
agriculture sector is contributing 2.7% to the GDP, however its contribution to tax revenue is
quite low. Agriculture income in Pakistan is exempted from income tax, moreover provincial
governments have their own-tax rate, which is quite low.
Industrial contribution to GDP is approximately 21% for the period 2015-16, its tax
contributions are quite good, which is approximately 76.4%, moreover till there are many
companies not contributing to tax revenue. The total number of companies registered with the
Securities and Exchange Commission of Pakistan is approximately 81,465 and only 36% of
the companies file their returns and its awful that 70% of them file net losses and the
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remaining 30% of companies contribute the total revenue of the corporate sector (Pasha &
Pasha, 2015).
The services sector of Pakistan is indicating tremendous growth over the period, during the
period 2015-16 service sector contribution to GDP was 59.20%, however this sector’s income
and growth are not keeping the pace with contribution to taxation revenue. Currently, the
service sector contributes 20.9% to total tax revenues (Rathore, Shahid, Ali, & Saeed, 2019).
Table 1.6
Sectorial contribution in tax revenue and GDP

Sector

2013-14

Target

Contribution to

2015-16

tax collection %

2014-15

Agriculture

21.10

20.71

19.87

2.7

Industry

20.45

20.67

20.93

76.4

Services

58.44

58.61

59.20

20.9

4.0

4.2

5.50

100

GDP

Source: Corporate Tax Reforms in Pakistan by Vaqar Ahmad
While on the other hand International Monetary Fund (IMF) released a statement regarding
Pakistan’s taxation policy mentioning, “Pakistan needs to bolster revenues through
broadening the tax base and improve compliance to generate resources for reducing public
debt, while it must increase spending in priority areas such as public investments, health, and
education” (Naqvi, 2015).
Moreover, “Doing Business 2015” world bank’s report indicated that taxation and economic
reforms in Pakistan indicate improvements but in Pakistan, 594 hours are required to pay
taxes which is a huge amount of time, new taxation reforms are required to reduce this time
and improve the taxation system to enhance the tax revenue and to broaden the tax base
(Naqvi,2015). Pakistan’s economy was ranked at 172 out of 186 countries, which indicates
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that tax reforms are required on a radical basis. The state of Pakistan, however, made some
reforms in the taxation system. The results of “Doing Business 2017” show the impact of
reforms and there is a 57% increase in rank, which is quite impressive. Now Pakistan is
ranked 144 out of 190 economies. Still, the taxation process in Pakistan is quite complex and
time-consuming moreover, the taxation system ignores ethical considerations. Another
perception prevailed in-the country is the culture of corruption in FBR, which is needed to be
addressed on an urgent basis (The World Bank, 2017).
Not only developing countries but developed countries are also facing non-compliance
behavior of taxpayers and they are trying to convince taxpayers to comply with tax laws, for
this, they are putting their maximum efforts and expenses as well (Lucy, 2017; Chau &
Leung, 2009). Tax losses in developing countries are much higher than those of developed
countries (Terkper, 2003). In 2002, the average tax loss to the developing countries ranged
from 35% to 55% of the Gross Domestic Product- GDP (Terkper, 2003). Not only the local
taxpayers of a country evade tax multinationals tax evasion is also between $100 billion and
$300 billion for developing countries (Stead, 2015; Cobham, 2005).
Even though the USA, Australia, Germany, and the UK, which are deemed to be civilized
countries in the world, yet several studies have been made over non-compliance behavior of
taxpayers (Adebisi & Gbegi, 2013; Cebula & Feige, 2012; Dubin, Graetz, & Wilde, 1987).
Similarly, researches have been conducted on different aspects of non-compliance behavior
in developing countries. The statistics of Pakistan show that there is an immense need for
research to find the reasons for the non-compliance of taxpayers. Even though numerous
exemptions, benefits, and tax credits are allowed by tax laws in Pakistan. A careful study
should be made to find economic, psychological, and behavioral factors of taxpayers for not
complying with the tax laws, and the new finance bills and acts should be framed under the
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light of these suggestions (Best, Brockmeyer, Kleven, Spinnewijn, & Waseem, 2015). This
research work is a step to fill this gap.
1.4 Research Questions
The gap found in the earlier research has led towards establishing the following
research questions:
1.4.1 Direct Questions
1. Does the tax administrative system affect compliance behavior in Pakistan?
2. Does taxation knowledge influence compliance behavior in Pakistan?
3. Does the quality of tax services affect compliance behavior in Pakistan?
4. Does tax evasion attitude influence the compliance behavior in Pakistan?
5. Does taxpayers’ morale associate with compliance behavior in Pakistan?
6. Do non-compliance opportunities affect compliance behavior in Pakistan?
7. Does good governance influence compliance behavior in Pakistan?
8. Whether the compliance behavior of different religious sects of Pakistan is the same?
9. Is there a significant difference in the tax compliance behavior of the popular
religious sects of Pakistan?
1.4.2 Indirect Questions
10. Does financial position moderate the relationship between the tax administration
system and compliance behavior in Pakistan?
11. Does financial position moderate the relationship between taxation knowledge and
compliance behavior in Pakistan?
12. Does financial position moderate the relationship between quality of tax service and
compliance behavior in Pakistan?
13. Does financial position moderate the relationship between tax evasion attitude and
compliance behavior in Pakistan?
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14. Does financial position moderate the relationship between taxpayers’ morale and
compliance behavior in Pakistan?
15. Does financial position moderate the relationship between non-compliance
opportunities and compliance behavior in Pakistan?
16. Does financial position moderate the relationship between good governance and
compliance behavior in Pakistan?
1.4.3 Indirect
17. Does risk preference moderate the relationship between the tax administration system
and compliance behavior in Pakistan?
18. Does risk preference moderate the relationship between taxation knowledge and
compliance behavior in Pakistan?
19. Does risk preference moderate the relationship between quality of tax service and
compliance behavior in Pakistan?
20. Does risk preference moderate the relationship between tax evasion attitude and
compliance behavior in Pakistan?
21. Does risk preference moderate the relationship between taxpayers’ morale and
compliance behavior in Pakistan?
22. Does risk preference moderate the relationship between non-compliance opportunities
and compliance behavior in Pakistan?
23. Does risk preference moderate the relationship between good governance and
compliance behavior in Pakistan?
1.5 Research Objectives
In light of all the above research questions, the study is conducted to achieve the following
objectives:
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1. To evaluate the influence of the tax administrative system on compliance behavior in
Pakistan.
2. To evaluate the influence of taxation knowledge on compliance behavior in Pakistan.
3. To assess the influence of the quality of tax services on compliance behavior in
Pakistan.
4. To understand the tax evasion attitude towards the compliance behavior in Pakistan.
5. To understand the influence of taxpayers’ morale towards compliance behavior in
Pakistan.
6. To evaluate non-compliance opportunities towards the compliance behavior in
Pakistan
7. To assess the influence of good governance towards compliance behavior in
Pakistan.
8. To find the moderating effect of financial position and risk preference attitude
between taxpayers’ behavior and tax administrative system, taxation knowledge,
quality of tax services, tax evasion attitude, taxpayers’ morale, non-compliance
behavior (occupation and sources of income) and good governance.
9. To find the variation in compliance behavior of popular religious sects in Pakistan.
1.6 The Significance of the Study
This study is significant from the practical and theoretical aspects as follows:
1.6.1 Theoretical contribution
The weak fiscal capacity of developing economies has received attention from the
researchers, academicians, and policymakers in the economics of development (Besley &
Persson, 2010). Economic development always focuses on the concept that, the state must be
capable of raising its own-sources of revenue using the fiscal resource for the provision of
essential public goods, which are lacked in developing countries (Tanzi & Zee, 2000). The
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underpinning objective of the current study is to evaluate the factors that influence the
compliance behavior of taxpayers in Pakistan. To achieve the research objective of the
current study, a survey-based technique is followed to collect the data by using a
questionnaire from major cities of Pakistan. The current study considers the Fiscal Capacity
as the underpinning theory, which is defined as the “government’s ability to raise own-source
(through taxation) revenue”.
The current study considers the factors that influence the compliance behavior of taxpayers in
Pakistan. These factors include; Tax administration system, Taxation knowledge, Quality of
tax services, Tax evasion attitude, Taxpayers’ morale, Non-compliance opportunities, and
good governance as independent variables to assess their influence on tax compliance
behavior of taxpayers in Pakistan. Furthermore, financial position and risk preference are
taken as moderating factors. The findings of the current study will facilitate the policymakers
and regulatory authorities in the formulation of a new policy to increase compliance behavior
in Pakistan that will facilitate broadening the tax base. This study will contribute to
improving fiscal policy by providing empirical evidence and the significance of Tax
administration system, Taxation knowledge, Quality of tax services, Tax evasion attitude,
Taxpayers’ morale, Non-compliance opportunities, and good governance towards the
compliance behavior.
The tax administration system and management of taxes in nation-building are very
important. The importance of tax to the smooth running of the government cannot be overemphasized. A key component of any tax system is how is being administered. No tax is
better than its administration, so tax administration matters a lot (Keen & Slemrod, Optimal
tax administration, 2017). An essential objective of tax administration is to ensure the
maximum possible compliance by taxpayers of all types with their tax obligations. In many
developing countries, tax administration is usually weak and characterized by extensive
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evasion, corruption, and coercion (Olaoye, Ayeni-Agbaje, & Alaran-Ajewole, 2017). Thus,
the current study considered the tax administration system as a factor that indicates a
significant role in compliance behavior and significantly influences the fiscal capacity of any
country.
Taxation knowledge is a process of transforming the attitude and behavior of individual
taxpayers' teaching and training. The Theory of Fiscal Capacity is used to examine the more
specific impact of taxation knowledge of the compliance behavior of taxpayers (Fauziati,
Minovia, Muslim, & Nasrah, 2016). Previous studies indicate that there is a significant
association between taxation knowledge and compliance behavior of taxpayers (Oladipupo &
Obazee, 2016). Quality of tax services can be defined as entire taxpayers' perceptions about
the level of tax administration (Alabede, Ariffin, Zaimah, & Idris, 2011), several studies
linked the quality of tax services to ease of use of information technology (Alabede, Ariffin,
Zaimah, & Idris, 2011; John & Kenneth, 2013). Literature affirms that there is a significant
association between tax service quality and compliance behavior (Fadzilah, Mustafa, & Putri,
2017; Nurhayati, 2015) The current study considered construct to test this phenomenon for
clear understanding under the fiscal capacity of the country.
Tax evasion attitude is significantly linked with the compliance behavior of the taxpayer.
Some people, for various reasons, hide their tax and real income from the tax department, and
providing proper answers for these reasons can solve many of the problems of society
(Fantozzi, 2016). Various studies documented that the underpinning reasons for tax evasion
are low levels of taxation knowledge, corruption, and non-registered businesses (Fauziati,
Minovia, Muslim, & Nasrah, 2016; Andreas & Savitri, 2015). The current study considered
the tax evasion attitude to understand its impact on the fiscal capacity of the state. In
developing countries like Pakistan usually, governments and regulatory authorities are failing
to deliver promised goods and services to the general public (Kirchler, Lorenz, Torgler, &
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Ganlge, 2015). Hence, most of the taxpayers considered that there is no benefit for them to
pay taxes (Kirchler, Lorenz, Torgler, & Ganlge, 2015). The literature argued that there is a
significant association between the taxpayer’s morale and the compliance behavior of
taxpayers (Yew, Milanov, & McGee, 2015; Torgler, 2007). The current study has examined
the taxpayer’s morale under the fiscal capacity theory.
Non-compliance opportunities occurred when an individual having taxation knowledge and
already filing a tax return may tempt to not comply due to prevailing non-compliance
opportunities (Alabede, Ariffin, Zaimah, & Idris, 2011). Limited literature in this domain
indicates the significant association between non-compliance opportunities and compliance
behavior of taxpayers (Kallunki, Mikkonen, Nilsson, & Setterberg, 2015; Alabede, Ariffin,
Zaimah, & Idris, 2011). The current study is going to examine this construct under the fiscal
capacity for further understanding. Sufficient literature was reported on the good governance
and compliance behavior of taxpayers in developed and developing economies (Bovaird &
Löffler, 2003). Good governance is defined as the conditions of organizational activities by
running aspects of transparency, accountability, and community participation. However,
developing countries like Pakistan are facing issues like accountability and transparency in
the tax administration system (Alabede, Ariffin, Zaimah, & Idris, 2011). Literature reported
the mixed results hence, the current study considered good governance to understanding its
influence on compliance behavior of taxpayers under fiscal capacity. ( Al-Ttaffi & AbdulJabbar, 2015)
Various studies considered religion as a factor particularly in the domain of social science
(Bhuiyan, 2017; Al-Ttaffi & Abdul-Jabbar, 2015). The financial position of individuals also
moderates the relationship and it is well acknowledged in literature (Alabede, Ariffin,
Zaimah, & Idris, 2011). The current study considered the financial position as a moderating
factor between tax administration system, taxation knowledge, quality of tax services, tax
22 | P a g e

evasion attitude, taxpayers’ morale, non-compliance opportunities, good governance, and
compliance behavior of taxpayers. Following the inconsistency in the research findings
concerning the relationship between compliance behavior and some of its determinants, the
current study considered the risk preference as a moderating factor.
Using the appropriate methodology, the current study intends to test the influence of these,
theoretically linked variables using fiscal capacity theory. To provide the empirical
justifications and guidelines to policymakers, the current study adopted the measured
constructs from the literature and ensured the constructs should be measured according to the
compliance behavior of taxpayers. For empirical analysis, the current study employed the
PLS-SEM technique to test the reliability and validity of measured constructs to ensure the
validation of hypothesis results.
1.6.2 Practical Contribution
This study will make a valuable contribution by providing fruitful suggestions to FBR,
policymakers, administrators, and those who are responsible for the collection of taxes on
behalf of the tax department. Based on this study, the tax department can reallocate their
resources to collect the maximum tax and motivate taxpayers to comply with the tax rules
and file tax returns. Every year the Finance Department of Pakistan makes several new
amendments by introducing new clauses, exemptions, and tax credits. These changes are
made on the recommendations of a committee and are not based on research. This type of
research has never been conducted by the Tax Department in Pakistan to get the opinion of
the public. This study can also provide some valuable information to the tax authorities
regarding behavioral and deterrence factors that are responsible for tax evasion. By keeping
in view, the results of this study, they may make further amendments to the tax laws. The
government of Pakistan might need to shift its focus on something else from the list of
demographic factors, such as ethnic diversification to link them with the fact that how people
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in this country behave towards compliance issues. To make long-term policies, lawmakers
should have an estimate of tax compliance. Tax estimates have been suggested by this study,
which would be helpful for the policymaker to reduce the non-compliance in the country and
collect suitable revenue to meet the future challenges and may become a leading country of
the world by the end of the next political regime. Based on this information a complex tax
system can be reshaped into a new and simple tax system where the local and federal
governments can expect a high compliance rate. This study may also be a reference for other
researchers who are interested to know more about the taxpayers’ behavior in Pakistan.

1.7 The Scope of the Study
Pakistan is a federation and there are federal and provincial governments, where each
government has jurisdiction over the tax issues. The federal government has the right to
administer major taxes in Pakistan under the supervision of FBR. However, some powers are
given to the provincial governments to implement taxes with the prior approval of parliament
like a sales tax on goods is collected by the federal government, and the sales tax on services
is collected by the provincial governments. FBR administers Income Tax, General Sales Tax
(GST) on goods, Customs Duty, Federal Excise Duty (FED), and Capital Value Tax (CVT).
The individual income taxes are applied to the salaried and non-salaried persons such as sole
proprietors, traders, service providers, and manufacturers. This study is focused on the
compliance behavior of the individual taxpayers both salaried and non-salaried.
Major amnesty schemes are also offered from time to time to the individuals, which also
shows a non-compliance attitude. Individuals are more difficult to trace, as compared to
corporations because of their large number and lack of data. As all persons having NTN have
to file their tax return and more than three million NTN have been issued by the FBR and
around one million returns are being filed in Pakistan including corporations and association
of persons, so to have representation from each province of the country, the data has been
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collected from individuals, salaried and non-salaried persons residing in different parts of
Pakistan. The capital cities of each province were chosen because, in the big cities,
individuals from different parts of the country gather and represent the entire province.
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1.8 Summary
This chapter shows that there was a dire need of research to find the reasons/factors causing
non-compliance. The fiscal budgets of Pakistan show that every year the finance division
presents the finance bill without conducting valid research. They rather incorporate certain
tax provisions by considering vague assumptions based on meetings held with trade unions,
educationists, and taxpayers (Finance Division, 2020).
The second chapter gives an insight into the taxation system of Pakistan whereas, the third
chapter is the literature review. Research methodology has been discussed in the fourth
chapter and data has been analyzed in the fifth chapter. The last chapter concludes the results
and suggests the remedial measures to increase the tax-base.
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CHAPTER TWO
2.1 LITERATURE REVIEW
In this chapter literature, relevant to the research objectives, has been reviewed and includes
significant studies, theories, and models to observe the behavior of taxpayers towards
compliance with tax laws. First of all, the taxation system of Pakistan has been discussed.
This chapter is divided into different sections, including theories relating to the compliance
behavior of individuals, research studies relating to tax compliance, and non-compliance
behavior and models. Theories relevant to compliance behavior included economics theories,
psychological and sociological theories. The studies, showing the relationship of compliance
behavior with tax administration system, taxation knowledge, quality of tax services, tax
evasion attitude of the taxpayer, taxpayer morale, noncompliance opportunities, and good
governance, have been discussed in the presence of a financial condition and risk preferences.
In the end, different tax compliance models have also been discussed in this regard.
2.2 Taxation System of Pakistan
Diversified tax rules have been adopted by different countries. There was a need to give an
overview of the basic taxation laws of Pakistan, including tax schedules and annexures,
which could help the users to understand the tax framework. In this chapter, types of taxes
collected by FBR and a brief discussion has been made on the taxation system of Pakistan
with the withholding tax system. Two types of tax regimes i.e. normal tax regime and final
tax regime have also been discussed. Progressive and proportional tax rates are applicable in
Pakistan which have been produced.
In Pakistan, federal taxes are imposed under the authority of parliament and some powers are
given to provinces to impose taxes. Pakistan parliament has imposed diverse taxes including
Income Tax, General Sales Tax, Customs Duty, Federal Excise Duty, and Capita Value Tax.
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FBR is the highest revenue collecting authority of the Federal Government of Pakistan. It
controls the whole working of the tax machinery and matters regarding employees of the tax
department in the country (Iqbal & Khan, 2016). The federal government appoints the
members and chairman of the FBR. This is a source fact that developing economy needs to
collect taxes from the residents of that country. The people must cooperate with the
government of that country because ultimately the tax collected from the people of that
particular country is going to be invested upon the people of that particular country
(Khawaja, 2016). The government and its tax collecting departmental management play a
vital role in the desirable collection of tax. If enough tax is not collected, then the funds
which are actually to be invested in people can’t be invested and ultimately the living style,
as well as the infrastructure of the country, can’t be made any better.
Current income tax laws of Pakistan are the following:


Income Tax Ordinance, 2001



Income Tax Rules, 2002



SROs (Statutory Regulatory Orders)
Income tax ordinance is further decomposed into provisions and schedules. There are

nine schedules issued by the FBR.

Figure 2.1 : The Composition of Income Tax Laws
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2.3 Computation of Taxable Income
At the end of a certain year, the taxable income of a person is computed by applying the
provisions of income tax laws. Total income means net income earned from five heads of
income including exempt income. All capital receipts are exempt, except which are taxed
under the provisions of Income Tax Ordinance, 2001. For example, disposal of land or
building is taxable as capital gains whereas no tax on disposal of a personal car. All revenue
receipts are taxable, except are exempt under the provisions of Income Tax Ordinance, 2001.
For example, salary is taxable, and the gift is exempt from tax. Some exemptions are
mentioned under the ordinance and major exemptions are stated under the second schedule.
Taxable liability is computed by multiplying tax rates, which are given in the first schedule,
with taxable income. Different tax rates are given for an individual, an association of persons
and corporations. Individuals are further classified in to salaried and non-salaried. The same
rates are applicable for non-salaried and association of persons. Rs.400,000/- is exempt for
individuals and associations of persons. Companies are taxed at a fixed rate of 31% for the
tax year 2017 and 30% for onward and no basic exemption is given. However, a 25% tax rate
is also applicable to those companies having a turnover not exceeding Rs.250 million per
annum with a maximum share capital of Rs.25 million.
2.3.1 A separate block of income
Some incomes are taxed without considering their status and taken as a separate block of
income. Fixed taxed rates apply to that income. On some income, expenses are allowed
whereas expenses are not allowed on some income, which means these are a tax on a gross
basis. In Income Tax Ordinance, 1979 it was known as the Presumptive Tax Regime (PTR)
and in Income Tax Ordinance, 2001 it is known as the Final Tax Regime (FTR). The tax
rates for a salaried individual is lower as compared to non-salaried individuals. A salaried
person is an individual having a taxable salary of more than fifty percent of total taxable
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income excluding FTR and share from the Association of Persons (AOP). FBR has
introduced different rates under different circumstances. The tax rates for disposal of
immovable property are also separate from personal tax rates. Similarly, separate tax rates
apply to the disposal of securities.
Table 2.1
Separate Block of Income
Separate Block of Income

Persons

Golden handshake

Individuals

Income from property

Individuals and AOP

Capital Gains under section 37 A

Individuals, AOP and Company

Sale of Immovable Property

Individuals, AOP and Company

Dividend

Individuals, AOP and Company

Table 2.2
Tax Rates for Individuals and Partnership Firms (Tax year: 2018)
Taxable income

Tax rate

1.

Up to Rs.400,000

0%

2.

Rs.400,001 – Rs.500,000

7% of the amount exceeding Rs.400,000

3.

Rs.500,001 – Rs.750,000

Rs.7,000 + 10% of the amount exceeding Rs.500,000

4.

Rs.750,001 – Rs.1,500,000

Rs.32,000 + 15% of the amount exceeding Rs.750,000

5.

Rs.1,500,001 – Rs.2,500,000

Rs.144,500 + 20% of the amount exceeding Rs.1,500,000

6.

Rs.2,500,001 – Rs.4,000,000

Rs.344,500 + 25% of the amount exceeding Rs.2,500,000

7.

Rs.4,000,001 – Rs.6,000,000

Rs.719,500 + 30% of the amount exceeding Rs.4,000,000

8.

Over Rs.6,000,000

Rs.1,319,500 + *35% of the amount exceeding Rs.6,000,000

(Source: Income Tax Ordinance, 2001)
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Table 2.3
Tax Rates for Salaried Individuals (Tax Rates are up to 30th June 2018)
Taxable income

Tax rate

1.

Up to Rs.400,000

0%

2.

Rs.400,001 – Rs.500,000

2% of the amount exceeding Rs.400,000

3.

Rs.500,001 – Rs.750,000

Rs.2,000 + 5% of the amount exceeding Rs.500,000

4.

Rs.750,001 – Rs.1,400,000

Rs.14,500 + 10% of the amount exceeding Rs.750,000

5.

Rs.1,400,001 – Rs.1,500,000

Rs.79,500 + 12.5% of the amount exceeding Rs.1,400,000

6.

Rs.1,500,001 – Rs.1,800,000

Rs.92,000 + 15% of the amount exceeding Rs.1,500,000

7.

Rs.1,800,001 – Rs.2,500,000

Rs.137,000 + 17.5% of the amount exceeding Rs.1,800,000

8.

Rs.2,500,001 – Rs.3,000,000

Rs.259,500 + 20% of the amount exceeding Rs.2,500,000

9.

Rs.3,000,001 – Rs.3,500,000

Rs.359,500 + 22.5% of the amount exceeding Rs.3,000,000

10. Rs.3,500,001 – Rs.4,000,000

Rs.472,000 + 25% of the amount exceeding Rs.3,500,000

11. Rs.4,000,001 – Rs.7,000,000

Rs.597,000 + 27.5% of the amount exceeding Rs.4,000,000

12. Over Rs.7,000,000

Rs.1,422,000 + 30% of the amount exceeding Rs.7,000,000

(Source: Income Tax Ordinance, 2001)
2.3.2 Tax credits available to individual taxpayers.
Some important tax credits are given to taxpayers to involve in certain activities to help
society and government the important tax credits available to individuals are; Senior Citizen
Allowance / Disabled Person; Full-Time Teacher or a Researcher Allowance; Foreign Tax
Credit; Allowances for Investment in Shares (Insurance Premium Paid); On premium on
health insurance; and Contribution to an Approved Pension Fund.
The above tax credits are summarized below.
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Table 2.4
Provisions Relating to Tax Credits
Type of Credit

Conditions Necessary

Calculation of Credit

Senior Citizen

Taxable income up to Rs.1,000,000/-

The individual will pay 50% less tax

Allowance /

Taxable income means income other than FTR

as compared to another person

Disabled person

income. Taxpayer aged 60 years or more on the first

(Para 1B of

day of that tax year, or if a person is disabled.

Division 1 of 1st
schedule)

Full-Time

An individual should be a full-time teacher or a His withholding tax on salary income

Teacher or

researcher and employed in a nonprofit education or shall be reduced by 40% as compared

Researcher

research institution. Whereas, the institution is duly to other persons not qualifying for

Allowance

recognized by the Higher Education Commission this credit. If his age is above 60

(Clause 2 part

(HEC),

years

III of 2nd

a Board of Education.

Rs.1,000,000/-,

and

salary

is

up

to

Schedule)

Foreign Tax

A person must be a resident, foreign source income is Lower of actual tax paid in the

Credit

taxable in Pakistan. There is no tax treaty between foreign country of payable and the

S 103

both countries. Tax is paid within two years after the Pakistan tax payable in respect of the
end of the tax year in which the foreign income to income at an average rate of tax on
which the tax relates.

foreign source income.

Allowances for

A resident person other than a company, acquiring new He will be eligible for a tax credit on

Investment in

shares offered to the public by a public company or he that investment subject to the condition

Shares or

acquires from the Privatization Commission of Pakistan that this investment should not exceed

Insurance

or he invests in any life insurance premium paid on a 20%

Premium Paid.

policy to a life insurance company registered by the 1,500,000/-
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of

taxable

income

or

Rs.

Section 62

Securities and Exchange Commission of Pakistan.
Subject to the condition that he will not dispose of these
shares within twenty-four months from the date of
purchase.

Tax Credit for

A resident filer person other than a company-paid He will be eligible for a tax credit on

Investment in

health insurance premium to an insurance company that insurance premium subject to the

Health

registered under insurance ordinance and derives condition that this investment should

Insurance.

income from salary or income from the business.

not exceed 5% of taxable income or
Rs. 100,000/-

Contribution to

An Individual holds NTN or Valid CNIC.

He will be eligible for a tax credit on

an Approved

Driving income under the head salary or income from that investment subject to the condition

Pension Fund.

the business.

Section 63

Contributes or pay a premium in the year in approved 20% of taxable income

that this investment should not exceed

pension fund under the Voluntary Pension System
Rules, 2005.
Donations to

Amount of donation is paid by a crossed check or in

The

donation

amount

Charitable

kind to any board of education, educational institution,

should not exceed 30% of

Institutions.

or any university in Pakistan run by the government,

taxable income.

Section 61

any government hospital or relief fund, or to any nonprofit organization.

2.3.3 Computation of tax payable or refundable
From the tax liability, advance tax (Withholding Tax) is deducted to arrive at the tax payable
or refundable. The tax will be payable if the tax liability is higher than the advance tax and
tax will be refundable if the advance tax is higher than tax liability.
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2.4 Filing of Income Tax Return
“Filing” means submission and “Return” is the prescribed form by the tax department on
which a person provides the detail of his income and tax. This return is divided into four
major parts; Profile; Computation of Total and Taxable Income; Computation of Tax
Liability; and Tax Payable or Refundable
According to Income Tax Ordinance, 2001, all persons are not required to file their tax return
rather a list of persons is given who are required to file their tax returns including; all
companies; Individuals and AOP having taxable income; all non-profit organization whether
having taxable income or not; all approved welfare institutions; any person who have paid tax
and filed tax returns in the last two years; all persons who want to claim their losses in the
next income tax return; all persons who have immovable property above certain limits; all
persons who are the beneficial owner of any car of above 1,000 CC; all persons holding
National Tax Number; all persons who have installed industrial or commercial electricity
meters and their annual bill exceeds rupees five hundred thousand; anybody who is a member
of any chamber of commerce, business or any trade association; a member of any
professional firm like Institute of Chartered Accountants and any individual businessman
having business income exceeding rupees three hundred thousand
2.5 Assessment
When a person files the return of income tax the tax department (assessing officer) evaluates
whether the information provided by the person (assessee) is correct or not. The department
may call them for other information as required and made certain amendments. This process
of evaluation is known as an assessment and an assessment order is made to go through the
procedure. There are different types of assessment procedures given in the Income Tax
Ordinance 2001.
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Different provisions are given in the Income Tax Ordinance for the assessment process. The
first and common assessment type is the normal assessment where a person files a complete
tax return. In all order cases assessment is made. The following are the different types of
assessments that can be made under different situations: Best Judgment Assessment;
Amendment of Assessment; Revision of Assessment; Provisional Assessment under Section
122 C; Provisional Assessment in other cases; Assessment by Chief Commissioner; and
Assessment in case of the disputed property.
2.6 Appeals
In case of dissatisfaction from the tax department or having a difference of opinion a person
can file an appeal with the tax appellate authorities or can use other options. The tax
department can also go against the taxpayer if it is not satisfied with the decisions of the
appellate authority. Appeal chronological orders are: first step Commissioner Appeal; second
step Income Tax Appellate Tribunal; third step Reference to High court or an aggrieved
taxpayer can ask for Alternate Dispute Resolution Committee.
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Figure 2.2. The flow of assessment, Audit, and Appeals
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2.7 Business Tax Cycle in Pakistan
A typical business cycle starts with the mechanism of withholding tax. During the year
government, collects advance tax in the form of deduction and collection of tax. The
following figure shows a complete tax cycle.

Figure 2.3. Business Tax Cycle
Withholding tax is the tax withheld from the taxpayer and paid directly to the government,
which is FBR through the National Bank of Pakistan by a withholding agent.
2.7.1 Types of WHT
Withholding tax has two forms, deduction of tax and collection of tax
2.7.1.1. Deduction of tax.
Deduction of tax is a form of advance tax, where tax is deducted by the withholding agents at
the time of making payment. The tax rates of deduction of tax on different transactions are
given in the first schedule of ITO.
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2.7.1.2.

Collection of tax.

Collection of tax is a form of advance tax, where tax is collected by the withholding agent,
while incurring some expenditures. Under the first schedule, the rates of collection of taxes
are listed separately from the deduction of tax.
2.7.1.3.

Withholding agent

In Pakistan, all persons are not withholding agents. Some persons are withholding agents
without conditions and some persons are withholding agents with conditions. For example,
companies are withholding agents of rent for land or building but individuals are withholding
agents if their rent per annum exceeds Rs. 1.5 million. Withholding agents for cash are the
banks, which are registered with the State Bank of Pakistan.
Table 2.5
List of Withholding Agents
Transaction Type

Withholding Agent

Conditions

Import

Custom Department

N/A

Export

Banking Institutions

N/A

Supply of goods

All Companies

N/A

Supply of goods

Individuals and AOP

If turnover at least fifty million

Rent

All Companies

N/A

Rent

Individuals and AOP

Annual rental is at least Rs.1.5 million

Cash withdrawal

Banking Institutions

N/A

Mobile Operators

N/A

PTCL

Telephone bill exceeds Rs.1,000/-

Mobile Bill
Telecommunication

(Source: Author’s Compilation)
2.8 Direct tax collection and tax department performance
FBR provides important information about the economic condition and collection of taxes in
diversified forms. From that, the condition of the country can be judged reliably. Table 2.6
shows the budgeted amount of taxes and actual collection by the tax department. FBR's main
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focus was on General Sales Tax, which contributed 43% and the next major head of revenue
to the FBR was direct taxes which was 39%. The minor contribution was made by Custom
Duties at the import stage, which represented 13%. Federal Excise Duty (FED) applies to
three goods and many services and it is comprised of only 5%. However, the customs duty
has been increased by 12% but there was a decline in FED. The main reason is that FBR is
decreasing the application of FED and focused on GST and income tax mainly (FBR, 2016).
Table 2.6
Net Tax Collection for 2015-16
Tax Heads

Target

Collection
H1:2015-16

H1:2014-15

Growth (%)

Target Achieved

Direct Taxes

567.3

540.8

458.9

17.8

95.3

Sales Tax

596.1

591

513.8

15.0

99.1

FED

85.3

73.7

64

15.2

86.4

Customs

141.4

179.4

135.3

32.6

126.9

Half Year

1390.1

1384.9

1172.0

18.2

99.6

(Source: Federal Board of Revenue, 2016)

(Source: Federal Board of Revenue, 2016)
Figure 2.3. The Share of Individual Taxes in Federal Taxes
The major source of revenue of the government is a sales tax, which is also considered as indirect taxes but FBR should also focus on direct taxes like income tax. Furthermore, every
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year their is a budget deficit and they can recover their taxes by almost 95% to reduce the
deficit.
2.9 Month-wise Revenue Growth
The financial year 2015-16 started with a good growth of 19.60% and then a bad trend of a
collection of 1.70% is observed in August but after that, there was a sharp increase of 14.80%
in September and in December it reached 24.30%. During the first quarter, the department
achieved an overall growth of 11.60% (FBR, 2016).

(Source: Federal Board of Revenue, 2016)
Figure 2.4 Month-wise revenue growth
However, as compared to the first quarter, the second quarter ended with a growth of 23.8%.
In the first quarter, the collection performance was 93.8% whereas, in the second quarter it
was 105%. FBR is hopeful that it will achieve its budgeted target. At one point one can
observe that growth reached to 1.7% and it may be anticipated that this growth rate may
decrease in the future as the last month shows a decrease in growth rate from 22.4% to
22.3%. So, there is a need that FBR should introduce such policies in the future to urge the
public to comply with tax laws.
2.10

Cost of Collection in Pakistan

The range of FBR spending on the collection of taxes is Rs.0.74 to Rs.0.89 against Rs.100/(FBR, 2016). Although in the last tax year it reached Rs.0.74 due to heavy collections with
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normal growth in expenditures the average rate is Rs.0.83/-. FBR is committed to decrease
or maintain this rate in the future (FBR, 2016).

The data regarding the cost of tax

collection by FBR for the last 8 years is given below:

Table 2.7
Cost of Tax Collection in Pakistan
Fiscal Year

Cost of Collection (%)

2007-08

0.89

2008-09

0.83

2009-10

0.87

2010-11

0.89

2011-12

0.81

2012-13

0.84

2013-14

0.82

2014-15

0.74

(Source: Federal Board of Revenue, 2016)
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2.11 Tax Laws in Pakistan: History, Evolution and Development
2.11.1 History
The history of the taxation system of Indo-Pak starts from earlier 1860. Before that, taxes on
income, profits, professions, and trades were unclear or vague. At inception, these taxes were
imposed to meet the deficits that resulted from wars of independence. Later on, the Income
Tax Act 1886 was promulgated for taxation on trade (Kalis & Dar, 2013). In earlier 1920,
this Act gone through major changes and transformed into the Income Tax Act 1922, which
was used by Pakistan at the time of independence (Elson, 2016). Due to frequent changes and
amendments introduced over the period, this law was substituted and consolidated in the form
of Income Tax Ordinance, 1979, which was being followed till 2001. The underlying
philosophy of both legislations was the same, based on the filings and declarations assessing
officer was the ultimate authority to determine the income of a taxpayers (Ahmad, Sial, &
Ahmad, 2016).
2.11.2 Evolution
During 1991 significant amendments were incorporated in income tax law and that was the
time when a unique and new concept of Presumptive Tax Regime (PTR) was introduced.
This concept was based on some specific objectives and significantly deviated from the
original philosophy of the taxation system (Best, Brockmeyer, Kleven, Spinnewijn, &
Waseem, 2015). One of the core objectives of this system was to improve the tax revenues
based on each transaction regardless of the level of income. It was considered an effective
tool for stop-gap arrangement to improve the net tax by taxing the persons currently not in the
tax net. Although, up to some extent the underpinning objectives of this concept were
achieved this concept significantly transformed the levy system and its nature (Mujahid,
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2002). It emphasized indirect taxes as compared to direct tax and this created an imbalance in
the proportion of direct and indirect taxes. It also discouraged proper documentation which is
the key source to determine the level of income of individuals and firms and it led to a large
informal economy in Pakistan (Chaudhry & Munir, 2010). Despite this imbalance in the
proportion that scheme achieved its objectives are still intact and over the last decade that
scheme contributed a large amount of tax revenue (Sheikh & Qureshi, 2014).
2.12 Developments in Income Tax Laws
However, the concept of tax assessment has been taken from the regulator or tax officer
under the new Income Tax Ordinance 2001 and now it is the sole responsibility of taxpayers,
as at the first phase FBR accepts declaration filed by the taxpayer (FBR, 2002). However,
FBR has the right to audit the source of income of the taxpayer and if any misrepresentation
and under-declaration are proven, the taxpayer is bound to pay taxes on the adjusted amount
(FBR, 2002). This concept is termed as a Universal Tax Assessment Scheme or SelfAssessment Scheme.
At present, taxation laws in Pakistan are segregated at the Provincial and Federal levels;
Income Tax Ordinance, 2001 is known as federal law and it deals with personal, firms, and
corporate indirect taxes (FBR, 2001). Income Tax Act 1997 is implemented by Punjab
Province which deals with agricultural income (Government of Punjab, 1997). Both acts
provide a complete set of codes, procedures, regulations, remedies, and monitoring
mechanism prevails in Pakistan. Income Tax Ordinance, 2001 defines income, computation
and set of procedures followed for tax collection. Income Tax Act, 1997 deals with
agricultural income and provides guidelines for the assessment of agricultural income and
which is based on a basic set of codes and principles (Nasim, 2012).
The current income tax system described in Income Tax Ordinance, 2001 is based on the
concept and set of guidelines provided by the Organization for Economic Cooperation and
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Development (OECD), the same set of principles and guidelines being followed in
technically advanced economies (Hammer & Owens, 2001; Tigre & O’Connor, 2002).
Income Tax Ordinance, 2001 is based on the principle of “Convergence”. In the earlier period
there was a huge difference in accounting income and taxable income, this principle of
convergence reduces this gap and now accounting and taxable income is approximately the
same or closer (Mughal, 2015).
This shift is a reflection of taxation reforms initiated by the government of Pakistan. These
reforms were imitated in earlier 2005 to achieve the following objectives; 1) to enhance tax
revenues, 2) to enhance the level of trust between collectors and taxpayers, and 3) to enhance
compliance (Ahmad, Sial, & Ahmad, 2016). In the South Asian region, Pakistan leads in the
establishment and successful implementation of this taxation system (Ahmed, Ahmed, &
Abbas, 2010). The results of this taxation system are quite satisfactory because tax revenue
has been increased from Rs. 392,277 million in 2000-01 to Rs. 713,442 million in 2005-06
and Rs. 1,558,014 million in 2010-11 that is outstanding growth in tax revenues. The same
results were observed in the case of direct taxes from Rs. 124,585 in 2000-01 to Rs. 602,451
million in 2010-11 (SBP, 2017).
Government policies are embedded in Income Tax Ordinance, 2001 and it reflects through
growth in tax revenue collections over the period. These policies focus on the easiness of the
tax system, reduction in the corporate tax rate, enhance the tax revenues, reduction in
exemptions, and concessions for broadening the tax base. In the earlier 1960s tax rate was
80% in some cases and it was reduced to 55% (Islam, 1972). In earlier 2002 state of Pakistan
launched significant reforms which brought down the tax rate to 35%, these reforms are a
reflection of government policy. Over the period several amendments have been made in
taxation laws according to the requirements and modern business needs (Ahmad, Sial, &
Ahmad, 2016).
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Moreover, amendments, developments, and changes incorporated in income tax law are only
to strengthen the implementation of tax law. However, income assessment and collection
procedures remain unchanged regarding pay as you earn (Withholding tax) (FBR, 2019).
Income Tax Ordinance, 2001 provides the complete guidelines for income assessment in case
of resident and non-resident, regulations for resident and non-resident, monitoring procedures
(FBR, 2001).
2.13 Tax Compliance and Potential in Pakistan
According to the 2010 census, 8.26 million farmers hold 21.41 million hectares areas of
agricultural land (Pakistan Bureau of Statistics, 2010). Tax collection for the financial year
2014-15 was just Rs. 270 per annum per acre, which is quite low as compared to their
income. Industrial sector growth in Pakistan is quite impressive over the last 5 years and its
contribution to GDP is approximately 21% in the financial year 2015-16 (SBP, 2017). This
sector contributes 76.4 of total tax collections, however only several industries in this sector
are contributing a major chunk, revenue authorizes should focus on or target untapped
industries i.e. mining & quarrying, construction, etc. The services sector of Pakistan is
indicating outstanding performance for the last 5 years and its contribution to GDP is 59.20%
but unfortunately, its contribution to tax revenues is only 20% which is quite low (SBP,
2017). Tax authorities of Pakistan should focus on the untaxed industries i.e. transportation
and communication which contribute to 13.27% of GDP, wholesale and retail which
contribute to 18.50% of GDP, housing services which contribute to 6.65% to GDP, and other
government and private services contributes 18% to GDP (Economy Survey of Pakistan,
2018).
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Table 2.8
Sectorial growth and contribution to tax revenues
Sector/Industry

2013-14

2014-15

2015-16

2016-17

Contribution to
tax collection %

Agriculture

Industry

Services

GDP

2.7

2.9

3.9

3.46

(21.10)

(20.71)

(19.87)

(19.5)

4.5

3.6

6.4

5.0

(20.45)

(20.67)

(20.93)

(20.9)

4.4

5.0

5.7

6.0

(58.44)

(58.61)

(59.20)

(59.60)

4.0

4.2

5.50

5.3

2.7

76.4

20.9

100

Source: Economy Survey of Pakistan 2016-17 http://www.finance.gov.pk/survey_1617.html
2.13.1 Definition of taxpayer
According to Income Tax Ordinance 2001, any individual who fulfills any of the criteria
mentioned hare is liable to file a tax return: Every person whose income is above a certain
level or who owns assets of specific nature needs to file an income tax return. In Pakistan,
section 120 of Income Tax Ordinance, 2001 provides a list of those persons who are required
to file an income tax return. The list includes a person holding National Tax Number (NTN),
having taxable income, in possession of a 1000 CC or above the capacity car, having an
immovable property of 250 square yards in an urban area or 500 square yards in a rural area,
have a flat in an urban area or a flat of 2000 square feet in a rural area, or who is a partner in
a partnership firm, a company or a non-profit organization (FBR, 2001).
2.14 Compliance behavior of taxpayers
Compliance with tax payments is an obligatory/civic duty of every individual or corporation
concerning their country. The public at large expected to comply with a voluntary obligation
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not in developed but also in developing countries (Slemrod, 2015). Several studies
documented that some people from developed economies do not comply with voluntary tax
obligations, so it is very difficult for tax authorities to collect taxes (Alm & MartinezVazquez, 2003). The governments have the key objective to ensure the compliance and
collection of taxes and citizens must follow voluntarily their civic duty irrespective of their
social status (Kirchler, Hölz, & Wahl, 2008).

To ensure a higher compliance rate, a set of rules, laws, administration of tax system, and tax
policies are frequently introduced by the developed and developing countries (Alm, 2019).
The tax system is considered as a set of policies and forces, where individuals or
organizations have to pay taxes on their taxable incomes (Marti, 2000). Hence, compliance is
a degree or proportion of an individual or organization as the taxpayer follows and obliges
the tax rules and policies. James and Alley (2002) defined tax compliance as “the willingness
of individual and other taxable entities to act in accordance within the spirit as well as the
letter of tax law and administration without the application of enforcement activity”.
Moreover, literature categorized compliance behavior into three categories:

creative,

capitulate, and committed compliance (McBarnet, 2003). Creative compliance refers to an act
where, “taxpayer aimed at reducing taxes by redefining income and deductible expenditure
within the confines of the law”, capitulate compliance is known as where “a taxpayer is a
reluctance in discharging of tax obligation”, and committed compliance means where “a
taxpayer is willing to discharge his tax obligation without grumbling” (McBarnet, 2003).

The individuals face various cases regarding tax non-compliance because of weak
arrangements that take place to verify with compliance tax rules and regulations. Hence,
according to Marti (2000), the issue regarding non-compliance is common in the presence of
a tax system all over the world.
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According to fiscal capacity theory, taxpayers pay a heavy amount of tax. On the other side
of the literature documented that the compliance rate cannot be imposed. However, it is
defined by tax morale regarding the intrinsic motivational force of taxpayers rather than to
explain as a key factor of tax compliance (Torgler & Garcia-Valiñas, 2007; Luttmer &
Singhal, 2014). Additionally, extensive consents described compliance rate is an important
factor in any country for the betterment of their society and culture. Although, less focus on
the compliance behavior of taxpayers as well as literature also less explanation regarding the
perception of individual behavior related to government, proper system of tax schedule,
culture, and beliefs. Moreover, the intrinsic motivation of taxpayers is affected by ethnic
differences (Hofmann, Hoelzl, & Kirchler, 2008; Halla, 2012; Belmonte, Dell'Anno, &
Teobaldelli, 2018). Some recent works have also argued that tax administration system
(Ilham & Peka Hayon, 2019), taxation knowledge (Septyana & Suprasto, 2019), quality of
tax services (Yunianti, Putri, Sudibyo, & Rafinda, 2019), tax evasion attitude (Yee, Moorthy,
& Soon, 2017), taxpayers’ morale (Parlaungan, 2017), non-compliance opportunities (Rosid,
Evans, & Tran-Nam, 2018), good governance (Gribnau & Jallai, 2017), financial position
(Kira, 2017), risk preferences (Bruner, D'Attoma, & Steinmo, 2017), and religion (Wang &
Lu, 2020) are the common causes that can be important determinants of tax compliance
(Feldman & Slemrod, 2009; Konrad & Qari, 2012).
2.15 Tax Administration System
Tax compliance is strongly associated with the tax structure of a country (Alm, Bahl, &
Murray, 1990; Annan, Bekoe, & Amponsah, 2014). Three important roles are played by a
good taxation system, it helps in the development of a country, equal distribution of wealth,
and revenue (Marandu, Mbekomize, & Ifezue, 2015). Government borrowing depends upon
the proper collection of tax revenue to meet its expenditures, countries like France, United
States, United Kingdom, Greece, and Japan showed a budgeted deficit due to the non48 | P a g e

collection of proper tax revenue (Yalama & Gumus, 2013). Literature, affirms that an
ineffective tax administration system fails to support government suitable policies, to ensure
the higher compliance rate (Muhrtal & Ogundeji, 2013; Cyan, Koumpias, & MartinezVazquez, 2016). The tax administration system of a country was discussed in Fischer’s model
which included, complex tax rates, detection probability, tax penalties, and complex tax systems
(Chan, Troutman, & Bryan, 2000).
Literature affirms that tax complex tax rates, complex tax system structure, corruption, the

ineffective behavior of tax personnel and unproductive law enforcement were considered as
the main factor which causes ineffective tax administration system (Chandrappa, 2016; Cyan,
Koumpias, & Martinez-Vazquez, 2016). Economic factors, such as tax rates, tax complexity,
and detection probability, may or may not affect the compliance behavior of taxpayers but
when taxpayers perceived that the system was not providing proper goods and services
against the payment of taxes, then he inclined towards non-compliance (Gangl, Kirchler,
Lorenz, & Torgler, 2015). The tax compliance was also affected by detection probability,
system complexity, compliance attitude of the taxpayers under the moderating role of the
fairness of the system in addition to the tax rates (Ayuba, Saad, & Ariffin, 2016; Alm, 2019).
Similarly, the reason for non-compliance with tax laws was an ineffective taxation system
and high tax rates along with other factors such as poor taxpayer morale, wrong placement of
expenditures without the consent of the public in Yemen (Colton, 2010). Effective tax rates
were becoming below normal due to the non-compliance attitude, poor taxation system
structure of a country, increase in taxable income and tax evasion attitude tends (Ali,
Fjeldstad, & Sjursen, 2014). The compliance rate was higher for the taxpayers having a low
taxable income (Helhel, 2014).
The most serious problem of non-compliance with tax and lower tax base in developing
countries is a complex tax system. Tax professionals also urged people towards non-

49 | P a g e

compliance with tax laws by saving their time and money in the form of consultancy fees and
facing the tax department (Shahzad & Khan, 2018). Taxpayers thought that if they would file
a tax return then the chances of being caught by the tax officials will be high (Awan &
Hannan, 2014).
International Monetary Fund (IMF) released a statement regarding Pakistan’s taxation policy
“Pakistan needs to bolster revenues through broadening the tax base and improve compliance
to generate resources for reducing public debt, while it must increase spending in priority
areas such as public investments, health, and education” (Naqvi, 2015).
Moreover, “Doing Business 2015” world bank’s report indicates that taxation and economic
reforms in Pakistan are indicating improvements but still in Pakistan 594 hours required to
pay taxes which is a huge amount of time, new taxation reforms are required to reduce this
time and improve the taxation system in Pakistan to enhance the tax revenue and broaden the
base (Naqvi, 2015). Pakistan was ranked at 172 out of 186 countries, which indicates that tax
reforms are required on a radical basis. The state of Pakistan, however, made some reforms in
the taxation system and results “Doing Business 2017” shows the impact of those reforms
overall there is a 57% increase in rank which is quite impressive now Pakistan is ranked at
144 out of 190 economies (World Bank, 2017). Till there is a perception taxation process in
Pakistan is quite complex and time-consuming and the overall taxation system ignores the
ethical considerations (Mirza, Shah, & Mahmood, 2018). Another perception that prevailed
in-country is a culture of corruption in FBR which is needed to address on an urgent basis
(Gangl, Kirchler, Lorenz, & Torgler, 2015).
Several studies indicate that tax administration, compliance, corruption, and unfair taxation
rates are considered as underpinning factors/ barriers in the collection of targeted tax
revenues (Rahman, 2007). Weak tax administration facilitates the rich individual for tax
evasion, which ultimately leads to low-income tax revenues (Jain & Singh, 2009). Corruption
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is considered as one of the major barriers in tax revenue collections because individuals
perceive that their contribution is not going to be used for public welfare (Nawaz, Iqbal, Ali,
& Zaman, 2012), administration management, economic growth and development (Saeed,
Ahmad, & Zaman, 2012).
An effective tax system structure by the tax department can improve the tax compliance
behavior of the taxpayers (Alabede, Ariffin, & Idris, 2011). Literature documented that tax
evasion was committed mainly by complexity in the tax structure, perceived financial and
economic benefits associated with tax evasion, and lack of trust in governance over financial
resource utilization. The outcomes suggested that adequate tax policies should be
implemented by the tax authorities to improve tax compliance in Nigeria. The study also
provided information for future researches that might contribute to establishing the most
adequate mechanisms for taxation (Muhrtal & Ogundeji, 2013). Lack of supervision by the
tax department over the people increased non-compliance and increasing supervision can
improve tax compliance (Gangl, Torgler, Kirchler, & Hofmann, 2014). Only deterrence was
not the reason to increase the tax compliance, the tax policymakers should consider both
issues relating to deterrence and non-deterrence, however, researches showed that deterrence
has a more significant impact than non-deterrence but a win-win situation should be
maintained between the taxpayers and government (Hallsworth, 2014).
The researches relating to tax structure showed that tax compliance may be increased by
introducing favorable tax rates, timely supervision by the tax department, simplifying the tax
laws, increasing the audit, implementation of tax penalties, and the announcement of tax
policies publicly. A simple tax structure may increase the tax base in a country. (Khan,
Khan, Ahmed, & Mehmood, 2012). The relationship between the tax administration system
and taxpayer’s compliance may be moderated by financial position and risk preference. The
literature on behavioral sciences indicated that financial position and risk preferences can
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moderate individual behavior (Doran, Stone, Brief, & George, 1991; Brett, Cron, & Slocum,
1995; Alabede, Ariffin, Zaimah, & Idris, 2011). Ritsema, Thomas, & Ferrier, (2003)
identified that lack of funds urges the taxpayers towards non-compliance. The followings
hypotheses were developed from the literature:
: An effective tax administration system influences the taxpayers’ compliance behavior.

: Risk preferences of taxpayers moderate the relationship between the tax administration
system and the taxpayers’ compliance behavior.
: Financial position of taxpayers moderates the relationship between the tax
administration system and the taxpayers’ compliance behavior.
2.16 Taxation Knowledge
Many studies have been conducted, in developed and developing countries of the world, to
see the impact of taxation knowledge on compliance behavior (Spilker, 1995; Saad, 2014;
Nurhayat, Halimatusadiah, & Diamonalisa, 2015; Andreas & Savitri, 2015). Literature
affirms that tax knowledge has a significant impact on taxpayers’ compliance behavior. Tax
knowledge increased the confidence of the taxpayer in the tax department and tax
administration system and by providing proper education about the tax system and its
significance, tax compliance can be increased (Newman, Mwandambira, Charity, & Ongayi,
2018).
Researches revealed mixed results regarding the relationship between taxation knowledge
and compliance behavior of taxpayers. Some studies indicated that there is a significant and
positive association between taxation knowledge and compliance behavior of taxpayers
(Newman, Mwandambira, Charity, & Ongayi, 2018). Similarly, evidence from Ghana affirms
that there is a positive and significant relationship between taxation knowledge and
compliance behavior in the case of non-registered taxpayers (Adu & Amponsah, 2020).
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Furthermore, the findings from South Africa, Kenya, Tanzania, and Uganda also affirm a
positive association between tax knowledge and awareness towards compliance (Ali,
Fjeldstad, & Sjursen, 2014). Empirical shreds of evidence from USA also declared that
taxation knowledge has a positive and significant impact on the taxpayers’ compliance
behavior (Maseko, 2014; Newman, Mwandambira, Charity, & Ongayi, 2018). Moreover, the
results from the European economies also indicated that there is a positive and significant
association between taxation knowledge and compliance behavior in case individuals (Faizal,
Palil, Maelah, & Ramli, 2017). A study in Nigeria showed that tax knowledge was a more
influential factor than tax administration (Olaoye, Ayeni-Agbaje, & Alaran-Ajewole, 2017).
The high tax knowledge about tax penalties and punishment may incline a person towards tax
compliance whereas, high tax knowledge could be a possible reason for non-compliance
where one can identify the loopholes in the tax system and use it as an opportunity for noncompliance (Aumeerun, Jugurnath, & Soondrum, 2016).
On the other hand, some studies indicated that less taxation knowledge particularly in the
domain of payroll trade taxes is beneficial for the economies (Saad, 2014; Chan, Troutman,
& Bryan, 2000). However, several studies indicated that there is a significant and negative
association between taxation knowledge and compliance behavior (Yee, Moorthy, & Soon,
2017). Research in Malaysia, affirmed that there was a negative and significant association
between taxation knowledge and compliance behavior in existing taxpayers (Ali & Ahmad,
2014). A research was conducted on males and females to see the impact of tax education and
it was found that both female and male compliance was increased after having more tax
knowledge (Mukhlis, Utomo, & Soesetio, 2015; Kasipillai, Aripin, & Amran, 2016). Kamil,
(2015) also stated that tax knowledge has a significant and negative relationship with tax
compliance because people with tax knowledge find loopholes in the tax system and evade
taxes. Surprise results were derived by Saxunova & Szarkova, (2018), who stated that a
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taxpayer with high knowledge of taxation can evade more taxes, resulting in poor compliance
with the tax laws. Another research was made on male and female candidates and found that
males carried more tax knowledge as compared to females, and male tendency towards noncompliance is higher as compared to females (Amirrudin, 2007). Furthermore, literature also
affirms that a high level of tax knowledge may or may not leads to non-compliance behavior
it depends on the individuals' beliefs and values (Borrego, Mota Lopes, & Ferreira, 2017).
In contrast to the above, some studies showed that tax knowledge has no connection with tax
compliance and non-compliance (Vikneswaran, 2016). Another study indicated that by
increasing tax knowledge among taxpayers, tax compliance cannot be increased (Kasipillai,
Aripin, & Amran, 2016). Literature also affirms that in countries where various domestic
languages are spoken, it is hard to provide taxation knowledge at a prescribed level (Lassila,
Omer, Shelley, & Smith, 2010). Similarly, the knowledge of taxpayers about the evasion of
tax by some literate person is also inclined towards tax evasion.
The relationship between taxation knowledge and taxpayer’s compliance may be moderated
by financial position and risk preference. The literature on behavioral sciences indicated that
financial position and risk preferences can moderate individual behavior (Doran, Stone, Brief,
& George, 1991; Brett, Cron, & Slocum, 1995; Alabede, Ariffin, Zaimah, & Idris, 2011).
Ritsema, Thomas, & Ferrier, (2003) identified that lack of funds urges the taxpayers towards
non-compliance.
Although, literature developed a relationship between taxation knowledge and compliance
behavior and studies showed that financial condition and risk preference attitude are the
factors that can change this relationship (Lau, Choe, & Tan, 2013; Ritsema, Thomas, &
Ferrier, 2003; Doran, Stone, Brief, & George, 1991). From the above discussion, it is evident
that the researchers drive mixed results. Some studies show a significant and positive
relationship between tax knowledge and compliance behavior. Other studies show a
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significant and negative relationship. On the other hand, some studies in different countries
evident that there is no relationship between tax knowledge and compliance behavior.
Literature is unable to conclude the direct relationship between taxation knowledge and
compliance behavior of taxpayers. The literature on behavioral sciences indicated that
financial position and risk preferences can moderate individual behavior (Doran, Stone, Brief,
& George, 1991; Brett, Cron, & Slocum, 1995; Alabede, Ariffin, Zaimah, & Idris, 2011).
Ritsema, Thomas, & Ferrier, (2003) identified that lack of funds urges the taxpayers towards
non-compliance. The above discussion indicates that there might be some other variables
which influence the relationship between taxation knowledge and compliance behavior. The
following hypothesis was developed by keeping in view the literature:
: Taxation knowledge influences the taxpayers’ compliance behavior.

: Risk preferences of taxpayers moderates the relationship between his/her taxation
knowledge and the taxpayers’ compliance behavior.
: Financial position of taxpayers moderates the relationship between his/her taxation
knowledge and the taxpayers’ compliance behavior.
2.17 Quality of Tax Services
Service is an action or activity that can be offered by one party to another, which is
essentially intangible and does not result in any ownership (Nurhayat, Halimatusadiah, &
Diamonalisa, 2015). Taxpayers’ compliance is an important aspect of enhancing state
revenue from the tax sector and through providing a high level of service, the government can
achieve it (Mohdali & Pope, 2014). Service quality is an attempt to fulfill the desires and
needs of customers and bring correctness in balancing or enhancing customer satisfaction.
Quality of service needs organization and streamlining of a system where it cannot be
achieved without process quality (Andreas & Savitri, 2015). The problem of service quality
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was quite central and integral to the tax department since they provide multiple and multidimensional services to taxpayers (Papanikos, 2015)
Literature reveals that tax compliance and the quality of tax services provided by the
governments have a significant and positive relationship (Augustine, Folajimi, & Ayodele,
2020; Purnamasari & Sudaryo, 2018; Sania & Yudianto, 2018). Gangl, Torgler, Kirchler, &
Hofmann, (2014) stated that online services, user-friendly website, and other services like
hotline have a direct relationship with the tax compliance behaviors of taxpayers. Alm,
Cherry, Jones, & McKee, (2010) developed a positive and significant relationship between
the timely provision of services and their awareness, and tax compliance, whereas, on the
other hand, uncertainty regarding tax services inclined taxpayers towards non-compliance.
There was a positive correlation between quality tax services and tax compliance and
government should provide better infrastructure and social services to taxpayers to increase
its tax net but the imposition of the tax was not justified by the reason that the government
was providing some benefits to the taxpayer and its family (Maiga, 2015). Torgler & GarciaValiñas, (2007) also concluded that tax compliance has a direct and positive relationship with
those goods and services that citizens looking for from their governments. Ali & Ahmad,
(2014) found that tax compliance can be increased if the tax department and tax agents give
respect and care to the taxpayers and facilitate them to file their tax return, and do not give
them threats. Similar findings were also reported that, with the improvements in service
quality and the number of tax officers, it was expected to increase the satisfaction level of
taxpayers as customers, which can lead to improving tax compliance (Andreas & Savitri,
2015). Many studies did not test the quality of tax services in isolation rather they checked
the combined impact of tax knowledge and quality of tax services on compliance behavior.
Beesoon, Soondram, & Jugurnath, (2016) stated that due to awareness of tax knowledge, a
unit for the high net worth individuals was created to determine quality service and to
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supervise their tax compliance and it showed phenomenal results. Taxpayers’ satisfaction
and quality of tax services were both significant indicators that tax authorities should use to
offer taxpayers high-quality services by helping taxpayers understand and fulfill their tax
obligations and implement the law with truthfulness and fairness (Ahmad, Sial, & Ahmad,
2016). Debere, (2014) drew a positive and significant relationship of those services which are
provided by the governments according to the class of taxpayers and its would-be long-term
goal. The compliance rate can be increased by an electronic system for filing and paying
taxes. E-filing also reduced the workload and operational costs, like costs of processing,
collecting, storing, and handling tax returns (Ibrahim & Idawati, 2014).
Literature did not draw a significant and negative relationship between the quality of
taxpayers’ behavior and tax compliance however, some studies indicated that the relationship
between the quality of tax services and compliance behavior is insignificant. Yesegat &
Fjeldstad, (2016) proved that taxpayers are willing to pay taxes even though the services
provided by the government were not up to the mark. In developing economies, where an
environment of corruption and injustice is present, governments' investments in non-valuable
projects cannot influence compliance behavior (Bekana, Bayissa, & Medihin, 2014).
The relationship between quality of tax services and taxpayer’s compliance may be
moderated by financial position and risk preference. The literature on behavioral sciences
indicated that financial position, risk preferences, and religiosity moderated individual
behavior (Doran, Stone, Brief, & George, 1991; Brett, Cron, & Slocum, 1995; Alabede,
Ariffin, Zaimah, & Idris, 2011). Ritsema, Thomas, & Ferrier, (2003) identified that lack of
funds urges the taxpayers towards non-compliance.
Although, literature developed a relationship between Quality of tax services and compliance
behavior but studies showed that financial condition and risk preference attitude are the
factors that can change this relationship (Lau, Choe, & Tan, 2013; Ritsema, Thomas, &
57 | P a g e

Ferrier, 2003; Doran, Stone, Brief, & George, 1991). From the above discussion, it is evident
that the researchers drive mixed results. Some studies show a significant and positive
relationship between the quality of tax services and compliance behavior. On the other hand,
few studies in different countries evident that there is no relationship between the quality of
tax services and compliance behavior. The above discussion indicates that might be some
other variables that influence the relationship between the quality of tax services and
compliance behavior. The following hypothesis was developed by keeping in view the
literature:
: Quality tax services by the government can increase the taxpayers’ compliance

: Risk preferences of taxpayers moderate the relationship between the quality of tax
services by the tax department and the taxpayers’ compliance behavior.
: financial position of taxpayers moderates the relationship between the quality of tax
services by the tax department and the taxpayers’ compliance behavior.
2.18 Tax Evasion Attitude
Attitude has been defined as “evaluations of ideas, events, objects, or people. Attitudes are
generally a positive or negative” (Long-Crowell, 2020). The behavior of a person may be
influenced by his attitude. The relationship between taxpayers’ attitude and tax compliance
was discussed by Fischer (Fischer, Wartick, & Mark, 1993). Taxpayers’ attitude changed if
he able to get any kind of benefit out of the system of taxation and this was explained from
the theory of planned behavior (Razak & Adaful, 2013). Tax evasion attitude of male and
female were studied, and it was found that tax evasion attitude of the male and female are
similar (Ali, Fjeldstad, & Sjursen, 2014).
Literature indicated that attitude is a function of the behavior (Ajzen, 1991; Ajzen &
Fishbein, 1977).
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According to Ajzen & Fishbein, (1977) individuals move for non-

compliance and cheating when there are some chances of benefits but when they think that,
by cheating, they will get no benefit, they do not do so. They also concluded that the attitude
and behavior relationship is in-significant under special circumstances. Ajzen, (1991) also
stated that a persons’ attitudes, in the presence of some personal traits, impact his behavior.
These arguments are also supported by the study of Kirchler, Hölz, & Wahl, (2008) that
persons who believe in tax evasion are less compliant whereas, persons did not incline tax
evasion are more compliant. Literature reveals that ethical values and persons’ believes are
the reflectors of their behavior. Attitude can be discussed in its three dimensions i.e. ethics,
the fairness of the tax system, and peer influence towards compliance (Eriksen & Fallan,
1996). Similarly, Fischer, Wartick, & Mark, (1993) also support these dimensions of the
attitude of taxpayers.
Persons with strong ethical values prefers to follow the rules and regulation and give respect
to laws and more compliant towards taxes (Ho & Wong , 2008).
Cross country study was conducted, and it was found that the relationship between taxpayers’
attitude and compliance behavior was negatively correlated (Alm, 2012). Tax evasion attitude
has been decreased resulting increase in compliance behavior (Cullen, Turner, &
Washington, 2018). People who were more satisfied with the goods and services provided by
the government are more compliant. Regular payments by the government to non-state agents
of the country increased the tax evasion attitude of the people of a country (Almamun, et al.,
2014). The tax evasion attitude of the wealthier, older, and urban persons was low as
compared to the poor, young, and rural area (Chan, Troutman, & Bryan, 2000).
Tax labeling and tax-relevant groups suggested that tax evasion was influenced by different
reasons, one was the method used for tax collection and where tax revenue was used
(Fochmann & Kroll, 2014). It also showed that the tax tagging and the details of the use of
the tax income influenced tax perception and tax acceptance. High levels of tax evasion at a
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very high rate showed serious challenges for developing nations because with this revenue
they sought to grow and to enhance public services (Feltenstein, Razzak, Condon, & Datta,
2014). In the past few decades, the issues regarding non-compliance had a very important
factor for the tax department all over the world (Alstadsæter & Jacob, 2013). According to
the economic deterrence model, most researchers present the problems regarding the
theoretical point of view. A-S model is called a classical theory of tax compliance introduced
by Allingham and Sandmo in 1972 was based on Becker’s (1968) deterrence theory
(Alstadsæter & Jacob, 2013; Khlif, Guidara, & Hussainey, 2013; Amoah, Yeboah Asuamah,
& Amaning, 2014). This model explains the negative aspects of the taxpayers in terms of
non-compliance like increasing the risk of the estimated value of tax evasion, all the benefits
regarding risky projects of observations and punishments (Savić, Dragojlović, Vujošević,
Arsić, & Martić, 2015). In the end, this theory concludes with the dependency of compliance
based on tax audits and penalties. The expansion of fines and audits are based on high tax
rates resulted in individuals to pay taxes because of the fear of penalties. However, this
theory empirically explained deterrence not fully dependent on the penalties (Amoah, Yeboah
Asuamah, & Amaning, 2014).
The fraudulent taxpayers affected through strong communication regarding the tax evasion of
social cost to feel guiltily related to their fraudulent acts upon others and trying to increase
the influence of social norms on dishonest taxpayers (Battiston, 2016). Motivations regarding
firm economic and other audit procedures play an important role in the avoidance of tax
evasion for tax administrations (Kogler, Mittone, & Kirchler, 2016). In developed and
developing countries the level of tax evasion was adversely related to the level of
sustainability, complete score, and social and environmental score. The level of sustainability
could take multiple types, in which safety of the environment, decrease in poverty level, an
increase in quality of life and organization of infrastructure. Based on these suggestions, a
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solid government promised to enhance the welfare in a country through social, environmental
sustainability, and quality services, and organizing the infrastructure would stimulate
taxpayers, which implies less tax evasion (Gravelle, 2013).
From the perspective of a tax audit, it was cleared that an increase in tax audits led to a
decrease in tax evasion (Kogler, Mittone, & Kirchler, 2016). However, countries with high
tax audits are facing the issue of tax evasion and the reasons for the tax evasions are unknown (Alm & Martinez-Vazquez, 2003). Feltenstein, Razzak, Condon, & Datta, (2014),
stated that tax evasion is a significant challenge for all developed and developing countries
who are trying to learn out new ideas towards growth in the tax sector as well as in
government sectors. In developing counties where trade liberalization plays an important role
should increase their national revenues as compared to low tax duty which is affected not by
one reason but affected by multiple reasons at the same time. Therefore, high tax morale has
no relationship with low tax non-compliance. However, tax morale is not only one to affect
tax non-compliance but according to literature many other factors also affect tax noncompliance (Borrego, Lopes, & Ferreira, 2016). Tubule, (2013) constructed a simple model
of the evasion decision. Normally it was observed that with an increase in tax rates, tax
declarations decreased but results showed that with an increase in tax rates tax compliance
was not decreased (Tubul, 2013).
The attitude of the taxpayers is dependent on the quality of tax services, tax administration
system, and taxation knowledge provided by the government and some studies showed that
tax evasion attitude was independent of the services provided by the government (Alstadsæter
& Jacob, 2013). The relationship between tax evasion attitude and taxpayer’s compliance
behavior may be moderated by financial position and risk preference. The literature on
behavioral sciences indicated that financial position and risk preferences moderated
individual behavior (Doran, Stone, Brief, & George, 1991; Brett, Cron, & Slocum, 1995;
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Alabede, Ariffin, Zaimah, & Idris, 2011). Ritsema, Thomas, & Ferrier, (2003) identified that
lack of funds urges the taxpayers towards non-compliance.
Based on the literature review, there might be some other factors which may influence the tax
evasion attitude, the following hypothesis have been developed from the literature:
: Taxpayers with a high attitude towards tax evasion, evades taxes.
: The relationship between taxpayers’ compliance behavior and taxpayers’ tax evasion

attitude is moderated by risk preferences.
: The relationship between taxpayers’ compliance behavior and his tax evasion attitude is

moderated by financial position.
2.19 Taxpayers’ Morale
Taxpayers’ morale was an intrinsic motivation for taxpayers to pay taxes. It was the
willingness to pay taxes by the individuals (Palil, Akir, & Ahmad, 2013). As opposed to tax
evasion attitude, taxpayers’ morale measured the person’s attitude towards tax but not a
person’s behavior. Optimistic tax morale and mentality had a bad impact on tax evasion
(Yalama & Gumus, 2013). Tax morale was an obligation to pay taxes, it was a belief of
taxpayer in contributing to society by the payment of tax (Bruner, D'Attoma, & Steinmo,
2017). It also held that morale guilt over dishonesty on taxes. If a taxpayer’s regret or feeling
of guilt was strong, she/he would be more agreeable to pay the taxes (Yalama & Gumus,
2013).
Literature affirms that in some cases taxpayers’ morale remains constant before and after the
implementation of flat tax rates, which means that the relationship between taxpayers’ morale
is still constant and not influenced by the tax reforms (Yew, Milanov, & McGee, 2015).
Cross country study showed a significant impact on tax morale on tax compliance behavior
(Chaudhry & Munir, 2010). Tax non-compliance was not only affected by one reason at a
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time, but many other factors at the same time, therefore, high tax morale did not certainly
come with low tax non-compliance, where this also applies to other variables in affecting tax
non-compliance (Borrego, Lopes, & Ferreira, 2016). People deliberately evade tax and
furthermore literature report that tax morale of women and married people was high as
compared to men and unmarried persons (Feltenstein, Razzak, Condon, & Datta, 2014).
Tax morale in Latin America was determined by social and institutional factors. Compliance
was partly explained by tax morale and partly by culture (Damayanti, Sutrisno, Subekti, &
Baridwan, 2015). Tax compliance was a function of tax morale and deterrence. The countries
with high tax morale need low deterrence to increase their tax base and the countries with low
tax morale need high deterrence to increase their tax base (Cullen, Turner, & Washington,
2018). A further field study showed that governance situation, the perception of tax evasion
by peers, and the legal system also determined the tax morale (Taschetti, 2013). Citizens of
the state with higher tax morale supported high on progressive taxation (Palil, Akir, &
Ahmad, 2013). Few studies indicate that there is no association between tax morale and
compliance behavior (Torgler, 2003). Tax compliance was a mixture of tax morale and
deterrence, and the collaboration in response may help to improve consideration of tax
compliance (Carbonell & Gërxhani, 2016). This conclusion was like the (Brockmann,
Genschel, & Seelkopf, 2016) study of tax morale. His findings revealed that individuals who
knew tax evasion of others had significantly lower tax morale.
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Figure 2.5:Taxpayers' Morale
The author’s design reported a positive connection between tax morale and tax compliance
(Ching, 2013). Tax compliance behavior was hardly affected by tax morale. Who probed into
the study in tax morale, has recognized that all trust variables were highly a positively
associated with tax morale, which includes, trust in laws, loyalty with public governance,
satisfaction with government officers, and believe in the political system, but, negative
relation with corruption (Yew, Milanov, & McGee, 2015).
The taxpayer used to be observed as a balanced and self-serving person whose aim was to
increase personal assistance (Randlane, 2015). In the 1970s, many researchers accepted and
agreed with this managerial approach, that tax compliance was contingent only on the
efficiency of applying strong measures (Allingham & Sandmo, 1972; Srinivasan, 1973). The
research on tax evasion was found from the economics of crime approach, which believed
that people search to enhance the profits through illegal activities while instantaneously
decrease expenses and risks (Becker, 1968). Enhancing the chances to control and creating
the consents more efficiently were gotten as the only measure of guaranteeing tax compliance
(Ambala, 2015). This managerial approach based on compulsion was categorized primarily
by the conflicting behavior between the tax department and the individual (Becker, 1968).
It was gradually being highlighted that tax compliance was the result of the taxpayers’
personal customs and experience (Kira, 2017). In getting these experiences, certain actions of
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the tax department and the choice of measures played a vital role which was an addition to
the social environment (Kahneman & Tversky, 1979; Gravelle, 2013). Increased tax
compliance was not achieved by the control of one side, but it was the result of multiple
elements that can influence tax compliance (Gbadago & Awunyo, 2015). Taxpayers should
consider this according to their tax knowledge. Those individuals who were on the list of
non-compliant taxpayers, by applying pressure, trust, confidence, and persuasion may be
taken in the filer list (Nawaz, Iqbal, Ali, & Zaman, 2012). Furthermore, studies also reveal
that different strategies based on fear should not be used with loyal taxpayers it will hurt
compliance (Sinnasamy, Bidin, & Ismail, 2015). Unpaid tax compliance assumed a
compromise between the taxpayer and the tax authorities, not as a conflict (Gbadago &
Awunyo, 2015).
The OECD (2010) accepted that tax compliance was the result of the difficult approach of an
individual, which needed a complex approach from the tax authority. Hence, the choice of
methods should result from the expressive deeds of the tax authority. The knowledge of tax
compliance help to understand tax compliance behavior and made different strategies in the
implementation of measures (Andreas & Savitri, 2015). Tax awareness should be increased to
increase the taxpayers’ morale to pay taxes and taxpayers’ morale was an important factor,
which contributed to tax compliance (Redae & Sekhon, 2016).
Taxpayers’ morale is an important variable that can change the tax base of a country. In some
countries, taxpayers’ morale was high towards tax although some other factors were also
contributed towards non-compliance. Some other studies showed taxpayers’ morale was a
key factor responsible for non-compliance. So, it is important to check the level of taxpayers’
morale with other factors (Alabede, Ariffin, & Idris, 2011). By keeping in view, the different
studies over the globe the following hypothesis were created:
: High level of morale reasoning results in high tax compliance.
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: Risk preferences of taxpayers moderates the relationship between taxpayers’ morale
and the taxpayers’ compliance behavior.
: The Financial position of taxpayers moderates the relationship between taxpayers’
morale and the taxpayers’ compliance behavior.
2.20 Non-Compliance Opportunities
Non-compliance opportunity is the structural opportunity with a taxpayer to not comply with
tax laws and it included sources of income, level of income, and types of businesses and
professions (Jackson & Millron, 1986). The reason for non-compliance was the opportunities
with the taxpayer due to relaxed audits by tax authorities, loopholes in tax legislation, and the
formation of business types (Kamleitner, Korunka, & Kirchler, 2012). In the Fischer model,
non-compliance opportunity can affect taxpayer compliance directly through income level,
income source, and occupation. Almost all the theoretical model indicates that as income
rises, tax evasions should increase over most ranges (Andreoni, Erard, & Feinstein, 1998). In
another way, the lower-income group tends to have a lower proportion of tax compliance by
under-reporting income and by over-claiming expenses than their counterparts in the higher
income group. Taxpayers vary in terms of the opportunities available to them to overstating
expenses and understating incomes. Greater tax non-compliance opportunity generally results
from self-employment and income sources not subject to withholding taxes. Gottschalk &
Tcherni-Buzzeo, (2017) pointed out that tax evasion is considered as a white-collar crime,
committed by an individual of respectability and high social status in the course of
performing his employment. Besides, almost all sole proprietors who engaged in sales from
fixed locations (car dealerships, stores, restaurants, etc.) understated taxes by the greatest
percentage. Geographically, many studies were conducted to test the reasons for noncompliance by the taxpayers, especially in the USA, Malaysia, Ethiopia, and Australia
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(Alabede, Ariffin, & Idris, 2011; Damayanti, Sutrisno, Subekti, & Baridwan, 2015; Alm,
Bernasconi, Laury, Lee, & Wallace, 2016).
Smaller firms have usually less skimmed incomes resulting in low chances of noncompliance opportunities, on the other hand, multinational firms have more opportunities to
conceal or avoid tax than their counterparts operating in that country. Similarly, small
businessmen found more chances of non-compliance opportunities and thought that tax is a
burden, and taxpayers and income tax officers played role in non-compliance with tax
(Michelle, Mills, & Slemrod, 2005; Richardson, 2006; Kamleitner, Korunka, & Kirchler,
2012). Major non-compliance was due to the failure to declare income, understatement of
income, overstatement of deductions or expenses other non-compliance opportunity was not
availed but came as hidden fact because of a complex system of filing of the tax return to tax
authorities (Milliron, 1988; Alabede J. O., 2012). Furthermore, salaried persons did not have
any other option except to comply with the tax authorities as their advance tax was withheld
at source, sources income, tax knowledge, and complex tax system was significant towards
non-compliance (Natrah, 2012). At zero deterrence, the government was unable to increase
the compliance, which means deterrence was necessary to increase tax compliance (Dwenger,
Kleven, Rasul, & Rincke, 2016).
Non-compliance opportunities, like the level of income, types of business, and private sector
can influence taxpayers’ behavior but it can be reduced with the help of effective tax audit
and deterrence but some studies showed that non-compliance opportunity was not the only
reason for non-compliance, taxpayers’ behavior affected by other factors too. Several studies
indicate that non-compliance opportunities mostly act in developing countries where most of
the businesses are not properly registered with any regulatory authorities (Luttmer & Singhal,
2014). Furthermore, the issue of non-compliance opportunity is also linked with the risk
preference aptitude of an individual or business (Kirchler, 2007). Few studies indicate that
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non-compliance opportunities can be an outcome of the religiosity factor and the financial
position of business or individual can also trigger non-compliance opportunities (Saad, 2014).
Durham, Manly, & Ritsema, (2014) stated that the source of income did not have any
relationship with the source of income however, the level of income has significantly
influenced the taxpayers' behavior.
Literature is unable to conclude the relationship between non-compliance opportunities and
compliance behavior of the taxpayer because various factor influences the relationship
(Feltenstein, Razzak, Condon, & Datta, 2014). However, the current study intends to test the
impact of financial position and risk preference as a moderating factor to test their influence
on the relationship. Considering the review of literature following hypothesis were
developed:
: Non-compliance opportunities are significantly linked with taxpayers’ compliance

behavior.
: The risk preferences of taxpayers moderate the relationship between non-compliance
opportunities and the taxpayers’ compliance behavior.
: The financial position of taxpayers moderates the relationship between non-compliance
opportunities and the taxpayers’ compliance behavior.
2.21 Good Governance
Good governance means “the negotiation by all the stakeholders in an issue (or area) of
improved public policy outcomes and agreed governance principles, which are both
implemented and regularly evaluated by all stakeholders” (Bovaird & Löffler, 2003). “Public
governance refers

to

the

formal

and

informal

arrangements

that

determine

how public decisions are made and how public actions are carried out, from the perspective
of maintaining a country's constitutional values when facing changing problems and
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environments” (Torgler, Demir, Macintyre, & Schaffner, 2008). Public governance is the
management, supply, and delivery of political goods to the citizens of a country (Rotberg &
Gisselguist, 2009). Taxpayers’ behavior was influenced by ethical perception and ethical
perception was affected by public governance. Recent literature indicates that the level of
public goods and services was low resulting in non-compliance by the taxpayers
(Braithwaite, 2017).
Public governance can be achieved by a good taxation system in a country. Governance
issues may have a positive or negative impact on taxpayers’ compliance behavior (Kiow,
Salleh, & Kassim, 2017). Furthermore, literature affirms that governance issues, weak tax
administration negatively impact compliance behavior particularly in developing countries
(Umar, Derashid, & Ibrahim, 2016). Lack of governance over financial resources affected the
taxpayers’ compliance behavior. Low public governance resulted in low taxpayers’ morale
and low taxpayers’ compliance (Muhrtal & Ogundeji, 2013).
Public governance was not so important in history. Since the last decade, researchers have
started testing public governance and its impact on tax compliance behavior (Umar, Derashid,
Ibrahim, & Bidin, 2019), and results reveal that the effect of public governance a positively
linked with compliance behavior. However, few studies show that governance is a noneconomic factor and the result showed that it is negative and insignificant (Ching, 2013). It is
difficult to predict the true tax compliance attitude of a taxpayer, but the level of compliance
can only be detected through a tax audit (Anyaduba & Modugu, 2013). While, on the other
hand, findings infer that level of received public governance has a direct impact on taxpayers'
complies behavior (Cummings, Vazquez, McKee, & Torgler, 2009; Ovute & Eyisi, 2014).
Public governance has a significant positive impact on the taxpayers’ compliance behavior
(Alabede, Ariffin, & Idris, Determinants of Tax Compliance Behaviour: A Proposed Model
for Nigeria, 2011).
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Recent studies indicated that there are three types of governance issues that influence the
compliance behavior of individuals/ businesses. These issues include public, political,
economic governance. These governance issues have a significant influence on tax
compliance (Hauptman, Horvat, & Korez-Vide, 2014). The impact of good governance on
taxpayer’s compliance may be moderated by financial position and risk preference. The
literature on behavioral sciences indicated that financial position and risk preferences
moderated the individual behavior (Doran, Stone, Brief, & George, 1991; Brett, Cron, &
Slocum, 1995; Alabede, Ariffin, Zaimah, & Idris, 2011). Ritsema, Thomas, & Ferrier, (2003)
identified that lack of funds urges the taxpayers towards non-compliance. Although, literature
developed a significant relationship between good governance and compliance behavior but
studies showed that financial condition and risk preference attitude are the factors that can
change this relationship (Lau, Choe, & Tan, 2013; Ritsema, Thomas, & Ferrier, 2003; Doran,
Stone, Brief, & George, 1991). Considering the review of literature, the current study
proposed the following hypothesis:
: The taxpayers’ perception of good governance has a direct relationship with their tax

compliance behavior.
: Risk preferences of taxpayers moderate the relationship between good governance and
the taxpayers’ compliance behavior.
: Financial position of taxpayers moderates the relationship between good governance
and the taxpayers’ compliance behavior.
2.22 Religious Sects of Pakistan
The association between non-compliance behavior and the perception of taxpayers can be
assessed from various perspectives. It includes both secular and religious factors. One
approach examines the individual perception about the system, state, and governance. The
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second approach is to examine the individual belief and religious values of an individual and
its association towards God and its influence on compliance behavior (McGee and Smith;
2007). Literature affirms that religiosity influence significantly lifestyle, social, and economic
perceptions of individuals and institutions do not matter the country is following secular or
religious laws and constitution (Strielkowski & Čábelková, 2015). Reckers, Sanders, and
Roark, (1994) documented the association between compliance behavior of taxpayers and
ethics. Ethics further includes Islamic work ethics and the findings reveal that ethics
significantly influences the compliance behavior of taxpayers.
Furthermore, Islamic ethics is defined as working hard to fulfill the duty assigned to an
individual and God is watching how an individual fulfills his duty and spend his income to
seek salvation from God (Palil, Akir, & Ahmad, 2013). It infers that a productive attitude of
individuals and is significantly influenced by religion considering the benefits in the world
and hereafter whatever you do here. Literature documented that religion is considered a
critical tool to develop or build an individual’s behavior or attitude. Existing literature also
affirms that religiosity significantly influences the tax morale because it can be a source of
motivation towards the compliance behavior of the taxpayer. Measurement or assessment of
religiosity is gauged using the various criteria of religious education, practices, and
membership of religious organizations (Sezgin, Yıldız, & Ayyildiz, 2011). Hence, tax morale
is known as the trustworthiness of an individual towards the tax system.
The religious believes and values set a base for moral judgment and are considered as
underpinning ethical factors for non-compliance. Effective morale can be feasible to achieve
compliance behavior (Ahmad, Sial, & Ahmad, 2016). Moreover, in a culture where the
administration system is not effective, a high level of corruption, a high proportion of fraud,
and the tax system are considered burdens were taken as appropriate justifications for noncompliance.
71 | P a g e

Literature affirms that tax evasion is considered one of the possible justifications for the noncompliance behavior of an individual in developing countries (Keenan & Dean, 1980).
People believe that politically connected, rich, and large firms cheat the tax system, and the
burden of taxes shifted to them and is unfair to pay. While, other considered it legally wrong
and morally right for non-compliance if the tax system does not care about the taxpayers’
money and illegally or immorally wasted it (Ahmad, Sial, & Ahmad, 2016). Literature also
acknowledged that tax evasion behavior might be due to the perception of other family
members. The compliance behavior is significantly linked with morale commitment of tax
compliance and morale, ethical behavior, or attitude. While the non-compliance behavior is
based on the perception of the nontaxpayers who enjoying benefits due to a few tax
administration systems and corruption (Almamun, et al., 2014).
The Sharia comprises of the work of following five esteemed imams namely Imam Jafar ibn
Muhammad, Imam Abu Hanifa, Imam Malik, Imam Shafi’i, and Imam Ahmad, who lived
and worked between 699 to 855, from the existing hadith to base their separate views to
educate the Muslims on how they should spend their lives following the Quran and Sunnah.
On the other hand, the six hadith compilers namely Bukhari (810-870), Muslim (died 875),
Ibn Majah (824-887), Abu Dawood (817-889), Tirmidhi (824-892), and Al-Nasai (829-915)
are among those who jointly accumulated the major portion of the recognized 12,000 plus
hadith, and their work was compiled decades afterward these imams had breathed their last
breath (Lucas, 2004). So, it means al-Muwatta by Imam Malik was the only collection of
hadith (only 1,800 hadith) that may be referred by the Imams to guide their followers.
Traditionalist Muslims might debate that the Imams be familiar with all hadith that were later
collected. But then there would have been no necessity for Imam Bukhari to have spent an
inordinate length of time traveling around the Muslim world cross-examining individuals
whose ancestors had been the Prophet’s companions. But the other viewpoint might be that
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he and other hadith compilers carry out their particular tasks because they thought there must
be more to the Prophet’s life than conveyed through Imam Malik’s small hadith collection.
Although Muslims consider following the Shari'a to be the power of faith, the Qur'an also
encourages Ijtihad when matters are undecided. There had been no taxation system in the life
of Prophet Muhammad (sallallaahu ’alayhi wa sallam) and after his death, there had been
Ijtihad on different periods and on different matters to draw the Islamic laws including
taxation.
Zakat and taxation classification are two significant elements in an Islamic economic system.
While payment for both is considered as a duty and responsibility (Al-Qardawi, 1999), they
are two distinct conceptions that need to be systematically understood, respected, and used by
the Muslim community. To improve compliance with the zakat and taxation system, these
concepts should be elaborated so that level of understanding may increase by the Muslim
community. Definitely, for zakat or tax, Ijtihad and Qiyas may be amongst the best methods
to sketch out new directions and regulations pertaining to it.
Al-Qaradawi who is a well-read philosopher, in his book, Fiqh al-Zakat, discusses that taxes
are not a substitute for zakat (Al-Qaradawi, 1990). But he has been constantly asking Muslim
scholars for Ijtihad in the field of business transactions and science and medicines, which
need extra attention.
Although in Quran Allah has mentioned the zakat to be collected from Muslims and not
taxes, but mainstream scholars of Islamic established that a government may levy taxes or
tariffs, as well zakat, but only when the treasury has no adequate money to cover the
country’s expenditures (Abu Bakar & Abdul Rahman , 2007). Alternatively, some others
believe that it should not be imposed in an Islamic country. Those who supported that Islamic
countries are not permitted to levy the tax in addition to zakat on Muslims are due to the
following evidence: “Talhah bin `Ubaidullah (May Allah be pleased with him) reported: A
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person with untidy hair, one of the people of Najd, came to the Messenger of Allah
(sallallaahu ’alayhi wa sallam). And the Messenger of Allah (sallallaahu ’alayhi wa sallam)
told him about the zakat (obligatory charity). The inquirer asked, ‘Am I obliged to pay
anything besides this?’ The Messenger of Allah (sallallaahu ’alayhi wa sallam) said, ‘No, but
whatever you pay voluntarily out of your own free will’ (Al-Nawawi)”. From this Hadith, it
is thought that the Islamic countries are not permitted to levy no matter what in addition to
zakat.
On the other hand, others have faith that a tax in addition to zakat can be levied. Their ideas
depend on Obaidullah proof and justification, such as the following: Zakat spending is
restricted to define categories of people who may only be benefited from it, which means
zakat collection cannot be consumed on all government expenditures. The contrary tax would
resolve this issue for the government, as the tax collection may be used for other government
spendings, such as defense and health care (Al-Qardawi, 1999).
In general, Islam every time inspires the citizens to work together for a mutual cause.
Imposing tax in addition to zakat raises the spirits of this cooperation. Then again, the
scholars are divided in their views about whether the tax outlays are considered as the outlays
of zakat.
Mr. Ghamidi's exploration of the subject directed him to the conclusion that an Islamic
administration has not been given any right to levy taxes but the zakat. He argues that we can
consider our zakat paid when the tax payments are greater than the zakat. But Muslims have
to influence the government the laws in conformity to the teachings of Islamic and it is also
necessary to abide by the law of the country. On the other hand, some scholars are of the
viewpoint that zakat is a religious obligation and cannot be treated as paid in the case we
have paid taxes (Jama'a Islamis Banori Town , 2020).
: The compliance behavior of religious sects varies.
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2.23 Financial Position
According to available electronic resources, a few researchers tested the impact of financial
position on taxpayers' compliance behavior. However, some studies on behavioral sciences
indicated that financial position moderated the individual behavior (Doran, Stone, Brief, &
George, 1991; Brett, Cron, & Slocum, 1995; Alabede, Ariffin, Zaimah, & Idris, 2011). The
financial condition has no direct relationship with taxpayers' compliance behavior; however,
it also has moderated the relationship between the independent variable and tax compliance
(Alabede, Ariffin, & Idris, 2011). The financial position of individuals moderated the
consistency of their behavior (Doran, Stone, Brief, & George, 1991).
The same arguments were given by Brett, Cron, and Slocum (1995) that the financial
commitments of individuals moderated the relationship. The relationship between
performance and financial condition became stronger in the presence of a financial position
(Brett, Cron, & Slocum, 1995). In developing countries like Nigeria, where individuals work
under financial pressure to support their families, the financial condition has a moderating
role in complying with personal taxes (Alabede, Ariffin, & Idris, 2011). Empirical results
showed that financial strain has a significant relationship with individual behavior, where, the
rate of compliance of financially distressed individuals was low as compared to a financially
strong man (Bloomquist, 2003).
People did not find any additional amount to pay as taxes because their income was hardly
meeting their necessities like medical and education expenses (Bloomquist, 2003). Financial
difficulties were one of the reasons not to pay taxes (Carroll, 1986). From the above
discussion, it reveals that financial difficulties may moderate the taxpayers' compliance
behavior and its determinants.
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2.24 Risk Preference
Behavioral literature indicates that risk preference is a state of position which influences the
individual’s commitment and behavior (Brett, Cron & Slocum, 1995; Campbell & Goodstein,
2001; Mathieu & Zajac, 1990). Moreover, literature also documented that the compliance
behavior of individual members can be affected by the level of risk attitude (Torgler, 2007).
Risk preference or attitude is a critical factor which was considered in various theories to
assess the decision making of an individual. For instance, prospect theory and expected utility
theory, etc. Prospect theory defined the role of risk preference as a moderating factor in the
association between determinants and compliance behavior of taxpayers. Furthermore, the
theory also highlights the attitude of an individual can change the outcome considering the
risk choices. An individual is unable to take a decision in a continuously changing situation
(Kahneman, & Tversky, (1979).
Compliance behavior of taxpayers and determinants reveals a positive and significant
association this would not be due to risk preference of an individual’s risk preference which
can change and vary from individual to individual and situation to situation. However,
literature also evident that taxpayers can avoid compliance and seek risk in case of gain in a
specific situation. In the case of taxpayer perceive tax, payment is a loss this situation leads
towards non-compliance to see it as gain (Kirchler, 2007).

2.25 Theoretical Framework
A vast number of stakeholders are interested in the tax compliance behavior of the people of
the country. At the top line the government, economists, accountants, psychologists, and
sociologists are trying to find the answer to why people have non-compliance behavior. The
literature on the compliance behavior of taxpayer use various theories to test the impact of
determinants; these theories range from deterrence theory, prospect theory, cognitive theory,
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social influence theory, social exchange theory, and theory of planned behavior. These
theories focused on individual perception and how and what an individual thinks (Best,
Brockmeyer, Kleven, Spinnewijn, & Waseem, 2015). Till to date, literature is unable to
conclude that there any single or combination of all the theories is suitable or applicable
(Alabede, Ariffin, & Idris, 2011). The current study considered the institutional approach and
focus on the fiscal capacity theory to study the influence of determinants towards the
compliance behavior of taxpayers.
A vast number of stakeholders are interested in the tax compliance behavior of the people of
the country. At the top line the government, economists, accountants, psychologists, and
sociologists are much worried about the non-compliance attitude of people. As one theory
can’t cater to the non-compliance behavior of people, so there is a need to include different
theories from economics, sociology, psychology, and anthropology to understand this issue
(Alm, 2012; Jackson & Millron, 1986).
Non-compliance behavior is always a challenge for economists and these two theories are
importantly explained the behavior of taxpayers and suggest different measures to overcome
this problem (Alm, 2012; Allingham & Sandmo, 1972). The deterrence theory and Prospect
theory of economics are relevant in defining people's non-tax compliance behavior. The
application and testing of these theories made this research a multidisciplinary study. The tax
compliance behavior was affected by several attributes, therefore; the research cannot use
only one theoretical framework for defining the phenomenon. The research thereupon used
several theories related to sociology, psychology, and anthropology to investigate the tax
compliance behavior. Following theories were used in this study:
(i) Deterrence Theory
(ii) Prospect Theory
(iii) Cognitive Theory
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(iv) Social Influence Theory
(v) Social Exchange Theory
(vi) Fiscal Capacity Theory
2.25.1 Deterrence Theory
The theory analyzed the deterrent effects of threats and sanctions of punishments on
unwanted illegal behavior. The theory defined that an individual is a rational being
attempting to increase utility, this is not the crime attitude or behavior of the taxpayers
towards crime rather the difference between the benefit and cost related to crime. In 1968,
Becker established the tax compliance model, which was based on the economics of crime
approach (Erlend, Slemrod, & Thoresen, 2015).
2.25.2 Types of Deterrences
Deterrence may be general and specific where, general deterrence is the potential sanctions to
prevent the general public not to involve in crime, for example, the death penalty and jail.
Specific deterrence is the actual sanction imposed on taxpayers who have criminal behavior
(Erlend, Slemrod, & Thoresen, 2015). This means that punishment should be announced
publicly to deter the other person who is not involved in the crime so that further crime will
be at the minimum level. On the other hand, specific deterrence refers to the punishment of
the individual for committing a crime and others should learn a lesson from him. Crime is
committed, when the marginal utility of successful crime is higher than the marginal disutility
of the penalty if detected (Hamm, 1995).
Many studies have incorporated deterrence theory in their research relating to taxpayers’
compliance behavior and concluded that taxpayers calculated the related benefit attached
with the tax evasion and compared it with the expected cost to be incurred, in case he was
detected by the tax authorities and penalized. As the government increased penalties and
audits, the tax compliance rate increased (Hamm, 1995; Erlend, Slemrod, & Thoresen, 2015).
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The first researchers who used deterrence theory in his model were Allingham & Sandmo
(1972) and they develop an A-S model describing that individuals evaded tax due to a
rational decision between risk and uncertainty.
Deterrence theory comprised of three independent variables i.e. ethical and moral
commitments, peer pressure, and fear of a penalty (Grasmick & Green, 1980). Taxpayers’
compliance behavior was affected by four variables, income level, rate of taxes, penalties,
and detection probability, and concluded that tax rates and income level have a direct
relationship with compliance behavior (Hamm, 1995).

Figure 2.6. Types of Deterrence
The central philosophy of deterrence theory is, that taxpayers’ compliance rate will be
increased by increasing the tax audit, penalties, or both. In Pakistan, a new department has
been established by FBR, named Broadening Tax Base (BTB). The persons who did not file
their tax returns will be selected automatically under section 214D and the concept of filer
and non-filer, where non-filers face higher rates of withholding taxes, is based on deterrence
theory. Individuals evaded the tax and enjoy the benefits by keeping in view the risk of
detection. They thought that the risk of detection was lower and they can increase their
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utilities (Devos, 2014). Deterrence has two approaches punitive and persuasive. The different
forms of deterrence are:
a) The probability of detection.
b) Increase in tax rates.
c) The imposition of high penalties.
Against the deterrence, social factors like education of the taxpayers, marketing, and
incentives to the taxpayers, should also be considered. Penalties and sanctions must be under
the control of society and should be within the limits (Becker, 1968). The increasing penalties
and probability of detection can increase the compliance rate (Allingham & Sandmo, 1972).
The penalties should be high where the probability of detection is low and in case of low
penalties, the detection probability should be high (Devos, 2014). The vague info about low
detection probability and sanctions decreased tax compliance behavior (Srinivasan, 1973).
The total utility of taxpayers calculated as the individual utility over the number of
individuals (Kolm, 1973). Where the income increased the risk of tax evasion increased with
the involvement of the attitude of taxpayers (Yitzhaki, 1974). The taxpayers were more
concerned with the number of penalties and sanctions rather than the probability of detection
(Devos, 2014).
The involvement of government audits and low tax rates reduced the non-compliance
(Graetz & Wilde, 1985). Penalties and sanctions don't need to be applied for the betterment
of tax compliance, rather some social factors should be considered (Jackson & Millron,
1986). A principal-agent relationship and random order audit should be conducted to reduce
non-compliance with them society (Reinganum & Wilde, 1986). It is important for the
government while formulating tax policies, they should use all available information very
wisely (Devos, 2014). The randomness of tax audits and fear of tax assessment can increase
tax compliance behavior (Devos, 2014). By increasing penalties and sanctions, still, the
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compliance rate is not good, so there was a need to reconsider the fact that, only by
deterrence tax compliance cannot be increased (Devos, 2014).
Empirical evidence showed that the only deterrence was not enough to increase the tax
compliance behavior. The individuals were not only the maximizer of utilities, rather they
react according to their attitude and behavior (Devos, 2014). The taxpayer first considered
his interest, over the society, and then looked into the social issues. The first time, the
concept of tax mentality was introduced and revealed that the attitude of taxpayers has a
direct impact on tax compliance behavior (Schmolders, 1959).
Rigidity in the taxation system inclined a taxpayer towards non-compliance. Tax compliance
and attitude of the taxpayers were positively correlated, whereas, rigid tax assessment
procedure has increased in the assessment procedure, penalties, and tax rates. Increased tax
compliance negatively impacted the shape of willingness to cooperate with society and
government (Devos, 2014).
Deterrence theory was used by several researchers in their studies and found a positive
relationship with tax compliance and non-compliance behavior (Becker, 1968; Graetz &
Wilde, 1985; Slemrod, Blumenthal, & Christian, 2001; Alabede, Ariffin, & Idris, 2011)
Whereas, some studies found that deterrence had a negative or negligible impact on
taxpayers’ compliance behavior (Frey & Feld, 2002; Vazquez & Rider, 2005). Tax system
structure was derived from deterrence theory, which included tax rates, tax penalties, and the
probability of detection.
2.25.3 Prospect Theory
The prospect theory was established by (Kahneman & Tversky, 1979). This theory was a
critique of Expected Utility Theory that was further elaborated by (Damayanti, Sutrisno,
Subekti, & Baridwan, 2015). People are inclined towards certain outcomes (tax evasion), this
is called the certainty effect and does not give importance to the matters which are just
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probable (probability of being an audit by the tax department). The theory was developed
based on primary research conducted on students from different universities. The prospect
theory is most suitable for the tax compliance behavior and how individuals assess the risk
where, they are willing to take risk according to the decision (Damayanti, Sutrisno, Subekti,
& Baridwan, 2015). The theory focuses on the decision-making process depending on the
gain and loss concerning reference points, not on wealth. Further, the theory states that the
decision-makers are not risk-takers in the gain situation, whereas risk-takers in a loss
situation.
Expected utility theory stated that people make a decision by comparing the uncertainty of
the risk with the related expected utility of the outcomes, this theory was developed by Daniel
Bernoulli in 1938 (Mongin, 1997) and after that, it was further elaborated by (Kahneman &
Tversky, 1979) and used by different studies to see the impact of taxpayers’ behavior on tax
compliance (Damayanti, Sutrisno, Subekti, & Baridwan, 2015). The prospect theory is
suitable for the explanation of tax compliance behavior, how individuals assessed risks where
the individual willing to take risks according to the decision. People prefer certain to gain as
compared to probable outcomes which inclined them to tax evasion (Sharkey & Murray,
2015; Damayanti, Sutrisno, Subekti, & Baridwan, 2015). The blessed taxpayers were more
compliant as compared to taxpayers, which were penalized by the tax department. For
example, if allowances were based on several children, then the chances were high that a
person with more children will happily comply with tax rules as compared to a person with
few kids. It means tax compliance increased when the tax seems again, not a loss. Riskseeking behavior taxpayers thought that tax was a loss to their wealth (Alm, McClelland, &
Schulze, 1999). Some studies showed that prospect theory supported the payment of taxes by
the people while others argued that this was fear of tax audit due to which people inclined
towards tax compliance (Elffer & Hessing, 1997). People wanted to take advantage of
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withholding taxes, the tax compliance was higher when expected tax liability was lower than
the withholding tax and lower compliance in vice versa (Elffer & Hessing, 1997). Risk
preference and personal financial conditions variables were derived from prospect theory.
2.25.4 Cognitive Theory
This theory combined the socialization factor and its impact on compliance of tax payment
regimes (Jackson & Millron, 1986; Sutinen & Kuperan, 1999). The effects of a person’s
socialization behaviors can be used to study the tax compliance behavior and it was also
useful in seeing and predicting persons’ perspectives towards tax payments based on their
experiences and future conduct (Hogg & Vaughan, 2005). Also, this theory went on to
explain determinants such as personal morality (Sutinen & Kuperan, 1999). The inner
obligation which was often referred to as the morality of a person was another detriment to
personal behavior towards compliance in paying taxes (Sutinen & Kuperan, 1999). Now
morality was different in persons at different levels of their environment. In 1969, Kohlberg
divided morality into three stages and further divided into six sub-stages (Sutinen & Kuperan,
1999). The first one is when a person is not having a strong influence but is influenced. In
that case, the temptation to do well is to get the reward and bad is to avoid the punishment. In
the later stages of high moral reasoning, the person is free from such temptations and has
built his/her own free will and acts according to it (Sutinen & Kuperan, 1999). Individual
attitude is influenced by society convention which is a basic character of Kohlberg’s model
(Sutinen & Kuperan, 1999).
The second level of morality is about social conformity and order, which is generally known
as conventional whereas, the third level is concerned about the independence of social order
and moral principles.
Moral reasoning has six stages, stage one is Obedience, we do what we are told because of
the punishment fear. Stage two, Naively Egoistic Orientation, we see the cost and benefit
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consideration for what to do, or not to do. Stage three, Good Boy Orientation, cooperate with
other people in society. Stage four, Authority and Social Order Maintaining Orientation,
people obey the law and regulation in society. Stage five, Contractual Legalistic Orientation,
agreement with the fairness of the law, which is determined with equality in society. Stage
six, Non-arbitrary Social Cooperation, the manner of organization of the impartial law (Rest,
Elliot, & Kohlberge, 1969). It is implied that as the person moves to the stage of high ethical
stance or reasoning’s compliance with the tax rules and payments will strengthen. The studies
have shown that a person with high morality will tend to pay tax and compliance more even it
goes against his/her interests (Rest, Elliot, & Kohlberge, 1969).

Figure 2.7. Kohlberg Moral Reasoning (Rest, Elliot, & Kohlberge, 1969)
At the first stage, people do what is told to them due to the punishment fear and at the second
stage of level one, they consider the cost and benefits at the individual level. In stage three of
the second level, people want respect from society and follow the path of other people of
society whereas, at the fourth level people obey the law and order as a part of society. At the
fifth stage of the last level, the focus of the people is on the fairness of the law, and at the last
stage, people develop their moral guidelines whether in favor or against society. Kohlberg
stated that they are a few people who reach this stage. He further stated that violation of rules
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and regulations should be condemned at a higher level of morality to increase the compliance
rate. The study of McGee (2012) showed that all Muslims are obliged to pay taxes and the
government has a right to collect taxes from the public of a country by hook and crook. If
Zakat is not sufficient to meet government expenditures then the government has a right to
collect taxes from the public but if these taxes are being used for unproductive purposes then
tax evasion is not immoral. Few studies have used cognitive theory to check the compliance
behavior of taxpayers (Manaf, Hasseldine, & Hodges, 2005; Sutinen & Kuperan, 1999).
Interestingly, as often in the world of moral theories, which are sometimes a world apart. If
tax revenue was not used for public purposes, then it was not immoral to evade taxes McGee
(2012). As per Islam, Muslims were obliged to pay Zakat to support the poor in society and
non-comply with the tax laws. However, the government can impose taxes if government
expenses were not met from Zakat receipts but it is not mandatory for Muslims to accept all
types of taxes imposed by the government and it is not immoral to not comply with the tax
laws, this is again the morality which is taken in the context of deontological approach
McGee (2012). Some studies on tax compliance have incorporated cognitive theory into their
theoretical framework (Sutinen & Kuperan, 1999; Ali & Ahmad, 2014). Taxpayers’ morale
was derived from cognitive theory.
2.25.5 Social Influence Theory
In a comparison of Cognitive Theory, which talks about the internal morale of people, Social
Influence Theory is associated with external factors that are exerted by society. Social
influence is linked with the Social Learning Theories given by Bandura (1971) that focus on
environmental influences. The theory states that behavior is unintentional or intentional by
factors of the environment (Frecknall-Hughes & Kirchler, 2015). There is a harmonization
between Social Learning Theory and behaviorists’ theory of learning. Children learn through
observation from models where models are the persons that are being observed. Similarly,
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people observe the actions and their outcomes from the environment and react. This theory is
also talking about Mediational Process. Before imitation or copying the process, people
observe and think and behave, this thought process before copying is called the mediational
process. In 1986 Social Learning Theory was reshaped and recognized as Social Cognitive
Theory. The theory defines that people learn from observations, modeling, and imitations
where human behavior is related to the interactions between behavior and cognitive
influences. The theory states four mediational processes i.e. attention, retention, reproduction,
and motivation.
Social Influence Theory concerning tax compliance defines peers’ opinions along with the
social influence extent as key factors for compliance. The social influences are based on
compliance, obedience, and conformity. Further, compliance was influenced by persuasive
strategies that are used for identifying consent (Bobek, Hageman, & Kelliher, 2013).
Sometimes, people did not comply but when they observed their colleagues, then they were
also involved in the compliance process (Hogg & Vaughan, 2005). Persuasive strategies and
the social powers of individuals played a pivotal role in compliance behavior. The first base
of the theory defines social power includes reward power, informative power, coercive
power, legitimate power, and referent power. The second factor is the coercive power that is
based on punishment and threats to accelerate compliance in a tax audit, taxation and fines
serve as coercive power. The third base is information power that affects the compliance
through information availability, which for taxation is concerning tax knowledge availability
(Frecknall-Hughes & Kirchler, 2015).
Theory of Reasoned Action and Theory of Planned Behavior are some other theories, which
explain the attitude-behavior relationship. The attitude of a taxpayer is a function of their
belief about the payment of taxes. If people have a good belief about payment of taxes, then
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they pay taxes and cause a high compliance rate (Song & Yarbrough, 1978; Bidin, Idris, &
Shamsudin, 2009; Bobek, Hageman, & Kelliher, 2013).
To see fully and/or partially adopted behavior strings in a person due to the environment and
person copies, influenced and sometimes, imitates others’ behaviors. Also, this is sometimes
done when a person is influenced by the outcome of a certain behavior (Bandura, 1971). In
context with tax compliance, a person is often influenced by the other members of society,
some closely related like peers, and some are related distantly like leaders (Sutinen &
Kuperan, 1999). Fourteen important variables of tax compliance were introduced by Jackson
and Millron (1986). Hogg and Vaughan (2005), stated that the influence or perceived
influence becomes the power that they have over others to make judgments. Tax compliance
can be seen in that scenario as well where certain personalities exert some power over others
to comply. A power user may or may not be aware of that capacity. Similarly, the person on
whom that power of influence is used or exerted may or may not be aware of such action.
The concept of power is not clear and disguised in our society; it is influenced by
psychological change (John, French, & Raven, 1959). Social power is based on six powers:
the first one is the reward power, which is the incentives by the government to the people to
comply with the tax laws, like in Pakistan filer will face a lower rate of withholding taxes and
tax liability as compared to non-filer. In taxation, tax audits and fines serve as coercive
power. That is exactly the second line or level of this theory, which states that coercive power
is needed to persuade a person into an attitude leading towards the behavior. In this case, the
tax compliance, interestingly enough, resembles Kohlberg’s theory, but only at first glance.
Similarities do not end here at this stage but the semi-parallel lines starting to widen up from
here. Stage three is the information power, more the information will be available to a
taxpayer the higher will be the compliance with tax laws. The tax knowledge is an example
whereby increasing tax knowledge the compliance can be increased (Redae & Sekhon, 2016;
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Andreas & Savitri, 2015). The expert power refers to the attitude and expertise of the tax
authorities to motivate towards tax compliance through their knowledge and information. To
incline taxpayers towards compliance, tax authorities may provide services to them like,
twenty-four-hour helpline and videos to help them filing of tax returns.
Legitimate power, which is the power derived by the law embedded into forming the tax
authority could be the power for some people to do tax compliance. This could be in the form
of tax courts, fines, and penalties. The last and sixth power is the referent power which
comes from the group of individuals who influence him and from social and religious norms
(John, French, & Raven, 1959). The attitude which forms and shapes the behavior on a
continual and continuous basis depending on the phase in which a person is at that moment
has to be either positive or negative towards a certain thing, in this case, compliance. Most of
the Learning Theories help to explain the attitude of a person, a person’s attitude towards
action is about his belief (Ajzen & Fishbein,1977). Concerning Tax compliance, it implies
that a person’s personal belief plays a vital role in tax compliance, if he/she keeps a positive
view of tax then he is more likely to comply and vice versa (Ajzen & Fishbein, 1977).
Some studies have used these theories for the determination of factors that affect taxpayers’
compliance behavior (Song & Yarbrough, 1978; Bidin, Idris, & Shamsudin, 2009; Bobek,
Hageman, & Kelliher, 2013). Quality of tax services, taxation knowledge, and religiosity,
was derived from social influence theory.
2.25.6 Social Exchange Theory
The theory states that the change and stability are based on the process of negotiation
exchange between individuals and it is based upon human relationships in a social framework
formed based upon subjective cost-effective monitoring and comparisons of cost and reward
alternatives related to relationships (Damayanti, Sutrisno, Subekti, & Baridwan, 2015).
People repeated consistently the actions that rewarded them and their actions based on values.
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The theory concerning tax compliance states that relationship between the taxpayers and
government and subsequent relationships formed on the exchange value basis where an
individual taxpayer expects that government will respond by giving benefits in public service,
rule of law, accountability, participatory democracy, quality governance, and corruption
control (Damayanti, Sutrisno, Subekti, & Baridwan, 2015).
There are three propositions, success, the stimuli, and the value. The major and most
important thing is that the actions of the people are followed by the reward or benefit of
doing something or refrain from (Homans, 1958). The success proposition: All actions of a
person do not end up in payback but few. In the context of tax compliance, this theory avoids
the cost’s side and goes on to explain that if a citizen of a state is rewarded by the later in
form of security, provisions of necessities and right of involvement in the state affair like
voting rights, the more he is inclined to pay taxes.
The stimuli proposition is based upon the basic principle of, same action, and the same
reward. If a person is rewarded in the past by the tax collectors or the other parts and
segments of the state, next time the taxpayer will be as compliant as he was before. This
could also be argued that if the tax collector imposes more tax the payer will be compliant if
he based on experience developed a belief that more taxation will bring more rewards for
him. The value proposition: this is again a simple cost-benefit analysis in which the taxpayer
is likely to evaluate the benefits and rewards received by paying the tax against the actual tax
he has paid. In other words, if it is worthwhile to pay taxes for the rewards he is getting.
Wallace and Wolf (1999) later emphasize a similar principle by stating that people repeat the
rewarding activities and avoid the ones which have not been fruitful. This theory has deep
and firm routes in the concept of Social Contract. In which there is an agreement between the
State and Citizen, the former providing or promise to provide multiple benefits such as
protections, liberty, democracy, etc. and later doing his part by being loyal to the former and
89 | P a g e

paying in cash or in kind. This could be seen in welfare states where a wealthy person pays
tax knowing very well that this will be spent on his fellow citizens who have paid far less
amount of tax, if any, than him. Extending the benefits of the taxation system to even the
people who are not the citizens of that very state. For example, European countries providing
all the necessities of life to the people who came to them as asylum seekers and refugees.
Another example of that could be USAID and UKAID to Pakistan in which these foreign
governments tend to improve the living standard of ordinary people who have never and will
never pay tax to those foreign governments. According to Torgler (2007), if the
governments’’ actions are seen as positive by the taxpayers then he is more likely to be
compliant towards tax payments and vice versa.
If the probability of benefit or reward is high, they react or otherwise do not comply.
Furthermore, they also want repetition in the future. In other words, if a taxpayer thinks that
reward will not prolong then why I should comply with the tax requirement because in the
future he will pay the tax without any benefit. The repetition of benefit inconsistent manner is
the second phase. At the last stage, people think about the value of goods and services which
are being provided to them. If goods are provided to them have less or no value then their
compliance rate will be low. For example, in a certain area hospital is required but with the
government-established schools and roads, there are chances that the tax compliance rate
would be low.

Figure 2.8. Overlapping Effect Theories
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Concerning taxpayers' behavior, social exchange theory posits that relationships between
parties are built up based on the exchange of goods and services which means that taxpayers
pay taxes and against that they expect from the government some form of goods and services.
Torgler (2007), stated that if governments provide equitable goods and services to the
taxpayers, their chances of compliance increase and vice versa.
2.26 Taxation Models
Based on researches done in the tax compliance area, different taxation models have been
developed by some researchers. Some taxation models regarding the taxpayers' compliance
behavior have been discussed here.

2.26.1 Financial Self-interest Model
The financial self-interest model is based on the deterrence theory and according to this
model tax rate, audit probability, and text penalties, in the presence of the financial cost of
compliance, are the only factors that are responsible for the tax compliance (Allingham &
Sandmo, 1972). But several studies show that these are not the limiting factors that are
responsible for the tax compliance behavior (Alabede, Ariffin, Zaimah, & Idris, 2011;
Armstrong, Blouin, Jagolinzer, & Larcker, 2015). The relationship is not as simple as given
in this modern (Fischer, Wartick, & Mark, 1993).

Figure 2.9: Financial Self-Interest Model (Alabede, Ariffin, & Kamil, 2011)
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2.26.2 Social Psychological Model
Based on the self-interest model, the social-psychological model was introduced by adding
some social and psychological factors to find the determinants of tax compliance behavior.
This model was divided into two parts, part one consisted of social factors and part two
consisted of psychological factors. Social factors consisted of situational constraints and
situational instigation. Situational constraints mean non-compliance opportunity and poor
legal system of a country, whereas, situational instigation refers to a person’s financial
conditions and social norms (Weigel, Hessing, & Elffers, 1987). Part two, psychological
conditions were further classified into two subcategories personal instigation and personal
constraints (Weigel, Hessing, & Elffers, 1987).

Figure 2.10. Social Psychological Model (Weigel, Hessing, & Elffers, 1987)
2.26.3 Lewi's Revised Model
After incorporation of social and psychological variables in the tax models, economic and
political variables were also added to see the impact of these factors on the taxpayers’
compliance behavior. This model is divided into two parallel structures where each structure
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consisted of four boxes on the left side and right side. Right side boxes presented economic
and political factors and consisted of fiscal policy, tax structure, constitutional structure, tax
enforcement structure, and policies affecting taxpayers’ compliance or non-compliance
behavior. On the left side, social and psychological variables were added that is, taxpayers’
attitude, perceptions of fiscal policy and constitutional structure and opportunity, perceived
tax enforcement, opportunity, and demographic characteristics are affecting tax compliance
or tax evasion attitude. In this model, the interaction between tax enforcement structure,
policies, taxpayers’ attitude, perception about fiscal policy, constitutional structure, perceived
tax enforcement, and opportunity have been shown (Fischer, Wartick, & Mark, 1993).

Box A
Fiscal policy, tax structure
&
Constitutional structure

Box (I)
Attitude & perceptions of
fiscal policy & constitutional
structure

Box B
Tax enforcement structure
& policies

Box (H)
Perceived tax enforcement &
opportunity

Box C
Assumptions about
taxpayer's behavior

Box (III)
Demographic characteristics
of the taxpayer

Dependent Variable 1
Tax compliance (Tax
evasion)

Dependent Variable 2
Tax compliance (Tax
evasion)

Figure 2.11. Levi's Revised Model (Oberholzer & Stack, 2008)
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2.26.4 Fischer’s Model
Before the issuance of Fisher’s model, comprehensive tax behavior determinants were accounted
for (Jackson & Millron, 1986). Fisher’s model considered social, psychological, and economic
factors. In his model, the impact of fourteen variables was categorized into four groups, noncompliance opportunities, demographic variables taxpayers’ attitude, perception and tax system
structure (Fischer, Wartick, & Mark, 1993). As non-compliance opportunity is comprised of
income level, income source, and occupation. The demographic variables included age, gender,
and education. Taxpayers’ attitudes and perceptions comprised of the fairness of tax system and
peer influence. The tax system structure is comprised of the complexity of the tax system,
probability of detection, penalties, and tax rates. Demographic variables were taken as antecedent
variables, linked taxpayers’ attitude, and non-compliance opportunities. Although, Fisher’s model
was well explained some other variables were not considered which were revealed by different
researchers but taken Fisher’s Model was taken as a base by numerous researchers.

Figure 2.12. Fischer’s Model (Fischer, Wartick, & Mark, 1993)
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2.26.5 Mustafa's Model
Tax knowledge and understanding can influence taxpayers’ compliance behavior (Mustafa,
1997). He used Fisher’s Model as a base and added tax knowledge and understanding as a
single statement.
2.26.6 Tayib’s Model
Fisher’s model was expanded by (Tayib, 1998) by adding service quality of government and
information disclosure and tax collection performance was taken as a dependent variable
which directly depended on taxpayers’ compliance behavior.

Demographic Variables

Noncompliance Opportunity

Attitude & Perception

Service Quality

Information
Disclosure

Structure of
Tax System

Taxpayers’ Compliance Behavior

Tax Collection Performance
Figure 2.13. Tayib' s Model (Tayib, 1998)

2.26.7 Manaf’s Model
Manaf expanded (Mustafa M. H., 1997) model by adding land and incentives as new
independent variables in her study (Alabede, Ariffin, Zaimah, & Idris, 2011).
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Type of Land

Structure of Tax System

Incentive

Taxpayer Compliance
Attitude

Knowledge &
Understanding

Demographic

Figure 2.14. Manaf's Model (Mustafa, 1997)
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Noncompliance
Opportunity

Ethical Belief &
Perception

2.26.8 Chau and Leung's Model
Chau and Leung used Fisher’s Model as a base and modified by adding in culture as another
independent variable and also determined the combined effect of tax system/structure and
non-compliance opportunity on compliance behavior of taxpayers.
Noncompliance
Opportunity

Demographic Variables

Tax
system
structur
e

Cultural variables
Social Norms, Ethical
Value

Tax Compliance
Behavior

Attitude & Perception

Figure 2.15. Chau and Leung's Model
Australian Cash Economy Task Force considered that it is not so easy to find that what
factors are alone and in a combination of others are responsible for taxpayers’ compliance
behavior, however, different factors should be studied by the researchers to see its impact on
the tax compliance (Butler, 1998).
2.27 The relevance of Tax Models
Important independent variables i.e. tax administration system, taxation knowledge, quality
of tax services, non-compliance opportunity, taxpayers morale, and good governance were
derived from the above-stated models. Financial Self Interest Model just reveals the impact
of the tax administration system i.e. tax rates, detection probability, and penalty structure.
Non-compliance opportunity and financial position were incorporated by Social
Psychological Model along with the tax administration system. Political and governance
were further incorporated in Levi Revised Model. Most of the tax compliance models are
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based on Fishers Model. Mustafa, (1997) added taxation knowledge in Fischer’s’ Model and
Tayib, (1998) incorporated quality of tax services. Further, Chau and Leung tested the
impact of the demographic variable by taking other important variables from Fischer.

Figure 2.16. Factors Affecting Taxpayers' Compliance in Australia (Butler, 1998)
2.28 Synthesis of literature
Till to date, various theories have been documented in the literature on the compliance
behavior of taxpayers. The above discussion based on the various theories indicates the
various construct that significantly influences the compliance behavior of taxpayers. For
instance; deterrence theory talks about the tax structure, prospect theory indicate the
significance of risk preference and financial position. Cognitive theory shown that moral
reasoning is significantly influenced the compliance behavior, social influence theory
explains the perceived tax service quality, tax knowledge, and attitude. Social exchange
theory highlights the significance of the quality of public governance. Various studies have
been documented in the literature on the compliance behavior of taxpayers in developed and
developing economies. However, so far no single model has been documented in the
literature that significantly explains the compliance behavior of taxpayers. Based on the
above discussion and considering the legal and regulatory structure of the tax system of
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Pakistan the present study considered the following constructs for the assessment of
compliance behavior of taxpayers; tax administration system, taxation knowledge, noncompliance opportunities, tax aversion attitude, good governance, taxpayer morale, and
quality of tax services as an independent variable.
Moreover, literature from developed and developing economies indicates that risk preference
and financial position significantly influence the compliance behavior of taxpayers. Similarly,
in a culture where the administration system is not effective, a high level of corruption, a high
proportion of fraud, and the tax system are considered burdens were taken as appropriate
justifications for non-compliance. In addition to that, in developing countries like Pakistan
individuals and corporations well connected with the political parties significantly influence
their compliance behavior based on their financial position and risk preference behavior.
Hence, the present study considered the risk preference behavior and financial position as a
moderating variable between the association of dependent and independent variables.
Literature affirms that religiosity influence significantly lifestyle, social, and economic
perceptions of individuals and institutions do not matter the country is following secular or
religious laws and constitution (Strielkowski & Čábelková, 2015). Measurement or
assessment of religiosity is gauged using the various criteria of religious education, practices,
and membership of religious organizations (Sezgin, Yıldız, & Ayyildiz, 2011). The Sharia
comprises of the work of following five esteemed imams namely Imam Jafar ibn
Muhammad, Imam Abu Hanifa, Imam Malik, Imam Shafi’i, and Imam Ahmad, who lived
and worked between 699 to 855, from the existing hadith to base their separate views to
educate the Muslims on how they should spend their lives following the Quran and Sunnah.
Literature indicates that there are significant differences on some point among all the sectors
hence they have a different opinion about the taxation system. Hence, there may be a
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significant difference between their perception and belief system towards the taxation laws
and compliance behavior.
2.29 Fiscal Capacity Theory
Historians, sociologists, and other social scientists have long recognized that the development
of means to raise taxes deserves serious study. Although Joseph Schumpeter argued along
these lines already in 1918 in the wake of the tumultuous changes brought about by World
War I (Schumpeter & Swedberg, 1918; Haffert & Mehrtens, 2015), only relatively recent
literature in modern Economics has started tackling fundamental questions, such as where
states’ ability to raise revenues comes from and what impact it has on the economy, beyond
the distortionary eﬀects of taxes commonly discussed. Besley and Persson, (2013) are two
pioneers of this literature, argue that it has been recognized that “the power to tax is about
much more than raising tax revenues – it is at the core of state development” (Besley &
Persson, 2014). However, despite growing recognition of the role of ﬁscal institutions in
shaping economic performance, most macroeconomic models still assume that governments
always could raise the desired or needed tax revenues and are, in general, eﬀective. This was
not the case historically, but neither is it today in many developing countries.
The concept of ﬁscal capacity – coined by Charles Tilly (Tilly, 1975) – is usually understood
to represent the level of development of a country’s ﬁscal system. Often, it is also considered
as a more general indicator of state capacity and of the ability of a government to implement
complex policies (Philip, Rogers, & Weller, 2013; Faria-e-Castro, Martinez, & Philippon,
2017). This is because ﬁscal capacity furnishes the necessary resources for the provision of
public goods and the creation and maintenance of a qualiﬁed and eﬃcient bureaucracy able to
monitor the economy and society. From a theoretical perspective, Besley and Persson (2010)
have shown that investments in legal and ﬁscal capacity are often complimented. This leads
to strong links between the ability to raise taxes and to provide market-supporting
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institutions. The complementarity between ﬁscal capacity, state development, and
institutional quality means that rich countries are also high tax countries, with good
enforcement of contracts and property rights. Dincecco, and Prado, (2012); Dincecco, and
Katz, (2016) oﬀer convincing empirical evidence of the positive eﬀect of ﬁscal capacity on
long-term economic performance at the country level, whereas, literature oﬀers evidence of
this eﬀect at the city-level for pre-modern Germany (Dittmar & Meisenzahl, 2016).
In the case of weak fiscal capacity, states received attention in terms of growth and
development ( Besley & Persson, 2010; Besley & Persson, 2013). This economic growth and
development are based on the state capacity in mobilizing state resources to finance public
goods-that are the capacity developing countries lack because of low tax compliance (Bird,
1991; Tanzi & Zee, 2000). For instance, in the financial year, the tax contribution to GDP
growth was 12.1% in low-income countries while, this ratio was 25.2% in developed
economies almost twice (Blank, 1991; Aboagye & Hillbom, 2020). Administration and
enforcement of the tax system are considered a costly activity that includes information about
the earnings of taxpayers. Hence, to boost the revenues government need to reduce the
administrative and infrastructure cost in developing countries, the common cost includes
enforcement and monitoring of tax compliance (Carbonell & Gërxhani, 2016). The regulatory
authority needs to consider all important functions operational all functional, operational, and
managerial levels to raise revenue. The most common measurement of this ability (raising its
source of revenue) through taxation (Slemrod, 2019).
A high ﬁscal capacity, particularly when accompanied by eﬀective restraints on the
executive, is also indicative of an at least partly successful and functional bargain between
the state and the economic elites (Faizal, Palil, Maelah, & Ramli, 2017). This is particularly
important in the historical context because of the quasi voluntary nature of taxation which
still prevailed in some countries – for example, Switzerland (Farquet, 2012) – in the interwar
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period. Apart from facilitating the taxing of a non-negligible share of resources, elite
cooperation can also promote the implementation and success of policies.
2.29.1 How the Fiscal Capacity Theory Related to this Study?
An important function of all levels of government is their responsibility to raise revenue. The
measurement of this ability to raise own-source revenue (usually through taxation). The
higher level of compliance will bring more revenue for the government to support economic
activities.
2.29.2 Tax Administration System
To enhance the tax revenues using fiscal capacity based on the effectiveness of the tax
administration system which facilitates taxpayers by considering the needs and improve the
compliance behavior (McKerchar & Evans, 2009). The efficient and effective known as the
“modernized” system of tax administration is an effective tool to improve compliance which
returns in an increase in tax capacity and fiscal capacity of state will improve eventually
(Baskaran & Bigsten, 2013). In this case, the cost of infrastructure and administration is
reduced to a minimum level, and developing countries currently facing high costs in
monitoring and enforcement of tax compliance (Johnson & Koyama, 2017).
An effective and efficient administration system is embedded with the principles of good
governance and ensures a high level of compliance (Juiz, Guerrero, & Lera, 2014; Aboagye
& Hillbom, 2020). Good governance and administration system of taxation is based on the
non-compliance behavior and demands of taxpayers and taxpayers with low morale and tax
evasion attitude (Abdellatif, 2003). Understanding accurately the behavior of the taxpayer
will facilitate the government in improving tax collection and strong fiscal capacity building.
The principles for the collection of taxation includes; (a) justice, managing balance between
the tax rates and capacity of the taxpayer; (b) Certainty, the regulatory authority must clearly
state the rates, objects, subjects, and mode of payment; (c) comfort, tax collection must
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ensure the convenience and appropriate time; and (d) economics, a tax system must be
efficient and effective which ensure the amount of taxes must not be greater than the revenue
(Taufik, 2018).
The strategic objective of the state is improving fiscal capacity to meeting the public goods
demand and tax authorities ensure the administration system must be efficient and effective
which ensure compliance behavior (Crandall, Lehr, & Litan, 2007; Cappelli, 2016). Other
indicators of good governance include the low administration cost, better service quality, the
effectiveness of examination until settlement of the dispute and these factors ensure the
effective implementation of reforms and moderation of the administrative system (Knack,
2009; Andersson, 2019).
To improve the fiscal capacity of state by improving the compliance behavior of taxpayers
theoretical and philosophical development of this concept to improve the tax administration
system which will have a great implication of fiscal capacity of state (Bergman, 2003).
2.29.3 Taxation Knowledge
The social contract significantly influences the state fiscal capacity (Baskaran & Bigsten,
2013; Aboagye & Hillbom, 2020). The social contract is considered as a tool which
strengthened and bounded based on the accountability relations between parties involved.
Moore and Rakner, (2002) documented that generally, there must be two parties for the
accountability relations, one who has been entrusted with something give the underpinning
reason of accountability obligation, and the other person is considered as a principal who
gave mandate and an agent delegated this authority (Alm, Cherry, Jones, & McKee, 2010;
Ahmad & Aworinde, 2019). Democratic accountability is considered as a special case where
the principal is “the people” and parties owing accountability with those entrusted with
political powers (Rakner & Gloppen, 2003; Andersson, 2019). By establishing strong social
contact, voluntary tax compliance can be achieved and considered as a possible outcome
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depends on the perception of the principal and if the terms of the social contract are met (Feld
& Frey, 2007; Cogneau, Dupraz, & Mesplé-Somps, 2019).
Developed economies or countries with high fiscal capacity have a greater ability to meet the
public goods and basic needs of its public (Besley, Ilzetzki, & Persson, 2013). Conversely,
economies with a low level of fiscal capacity will consider it difficult or face various issues in
providing and meeting the basic needs of the general public. Literature suggested that states
investing in fiscal capacity will be in a better position and it is possible by expanding direct
taxation, and ensuring government needs to be more accountable (Dincecco & Prado,
Warfare, fiscal capacity, and performance, 2012). Donors need the state must deal with
governance and fiscal capacity simultaneously (Besley, Ilzetzki, & Persson, 2013). However,
as Baskaran and Bigsten (2013, p.9) state: “While it is contentious whether these revenue
authorities have indeed improved the quality of tax administration, the fact that they are only
6 indirectly accountable to the finance ministry and other political institutions may mean that
their emergence may have weakened the link between fiscal capacity and accountability”.
Most studies on specific tax knowledge show that fiscal knowledge and tax literacy can
enhance tax morale and tax compliance. Madi, et al., (2010) in their research dealt with tax
literacy and tax awareness and revealed that literature also documented that taxation
knowledge as an additional factor which also considered as mandatory along with e-tax filing
system to ensure the high compliance behavior as literature support there is a positive
relationship between taxation knowledge and compliance behavior.
The fairness of the tax system is significantly linked with taxation knowledge and with the
complexity of the tax administration system. Literature affirms that taxation knowledge is
significantly linked with compliance behavior and taxation knowledge is significantly linked
with the assessment of tax obligations (Palil & Mustapha, 2011). E-filing of tax returns is
generally considered as a positive and exciting development for the taxpayers because it
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reduces the administration cost and taxation knowledge reduce the estimated time which was
required earlier. The results of this study agree with many other researches which conclude
that tax knowledge can have a significant impact on tax compliance in meeting their tax
obligations. Petty corruption, thus, can undermine the attempts to increase fiscal capacities in
developing countries. The authors argue that high-income countries invested substantially in
their fiscal capacity (Gillitzer, 2017).
Tax knowledge, simplicity of tax returns and administration, perception of fairness and
equity, perception on government spending, probability of auditing, and the influence of
referral group were determinant factors that influence voluntary compliance behavior of
taxpayers (Ali & Ahmad, 2014; Adimassu & Jerene, 2015). E-filing is generally perceived as
an exciting and positive development for taxpayers, tax administrations must partner with
third parties and continuously market the program to achieve success.
2.29.4 Quality of Tax Services
The quality of tax service is considered the underpinning factor along with other dimensions
to ensure the compliance behavior of taxpayers to boost the revenue of the country (Ahmad,
Sial, & Ahmad, 2016). The perception of the quality of tax service and fairness strongly
influence by the taxation knowledge and complexity of the tax system. Along with other
factors tax justice is also considered as compliance behavior among the community (Alm,
Bernasconi, Laury, Lee, & Wallace, 2016).
Literature affirms that developing countries facing the issue of low compliance and this
restrains the capacity of developing economies in maintaining the level of revenues for the
public goods and development (Gupta, Grandvoinnet, & Romani, 2004; Genschel &
Jachtenfuchs, 2018). Various studies documented various factors that influence the
compliance behavior of taxpayers in developing nations such as; high marginal rates,
corruption, taxation knowledge, information, informal sector, ambiguity in tax laws, and
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weak regulatory system (Awan & Hannan, 2014; Xu, 2019). These all factors along with the
tax administration system resultant low compliance behavior of taxpayers.
The findings of the literature clearly state that tax is a tool that government uses for
generating revenue and it significantly important to improve the fiscal capacity of the state
(Aumeerun, Jugurnath, & Soondrum, 2016). There are various sources as the potential for the
collection of tax revenue at the local as well as for central level. Developing countries face
various issues and challenges in increasing tax revenues (Slemrod, 2019). These constraints
include internal and external factors. Compliance behavior of taxpayers is considered as the
most critical factor in improving the revenue (Bobek, Hageman, & Kelliher, 2013). Higher
the compliance behavior of taxpayers higher the potential tax revenue from direct sources.
Literature documented various factors that influence the compliance behavior of taxpayers
(Alabede, Ariffin, & Idris, 2011).
The attitude of officials, corruption, good governance is the key components of good quality
of tax services. If the government is failing to implement good governance in the regulatory
authorities the result will be a low compliance rate and the government cannot achieve its
objectives of broadening the tax base to improve the fiscal capacity (Adimassu & Jerene,
2015; Mirza, Shah, & Mahmood, 2018). The current study is going to test the quality of tax
services under the fiscal capacity theory to understand the significance of the quality of tax
services towards the fiscal capacity of the country.
2.29.5 Tax Evasion Attitude
The strong fiscal capacity is considered critical for the development and meeting the public
goods. The needs for strong fiscal capacity are based on reasons; Firstly, greater fiscal
capacity implies in most cases, greater access of the state to resources that are needed for
public goods provision (Dincecco & Katz, 2016). Developing countries are only able to raise
a small share of taxes over GDP relative to advanced market economies (Best, Brockmeyer,
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Kleven, Spinnewijn, & Waseem, 2015). Tax evasion limits the development of fiscal capacity
(Besley and Persson 2013), distorts the allocation of resources in the economy (Skinner &
Slemrod, 1985; Aboagye & Hillbom, 2020), and can result in a reliance on economically
inefficient tax instruments (Best, Brockmeyer, Kleven, Spinnewijn, & Waseem, 2015).
Fiscal capacity is defined as the capability of a fiscal system of raising tax revenues from a
broad tax base (Besley, Ilzetzki, & Persson, 2013). This concept has often been proxied in
cross-section of countries as the tax-to-GDP ratio or similar tax effort indicators. Slightly
more refined measures are the share of income taxes on total taxes, the share of nontrade
taxes on total taxes, the income-tax bias (the difference between income and trade taxes), and
the formal sector share, which is inversely related to the ability of the government to raise
taxes (Besley, Ilzetzki, & Persson, 2013). These alternatives are based on the observation that
income is more difficult to tax than goods, and therefore it requires a more structured
administration. Raising taxes is a complicated undertaking that involves collecting large
amounts of data and requires a functioning and ancient bureaucracy (Besley & Persson,
2009). Yet many governments cannot enforce the tax policies chosen by their governing
bodies (Bird & Zolt, 2008; Diemer, Rapa, Park, & Perry, 2017).
In such settings, wealthy residents may have strong incentives to undermine the state and
limit their tax payments by lowering the state’s ability to collect taxes (Ambala, 2015).
However, despite the importance of understanding the determinants of fiscal capacity,
especially in the developing world, the existing evidence on the determinants of fiscal
capacity is limited (Aumeerun, Jugurnath, & Soondrum, 2016). Different forms of tax
evasion were problematic, but the overall administrative burden was far lower, especially in
the absence of solid physical infrastructures and well-organized institutions (Braithwaite,
2017). The current study intends to study the impact of tax evasion attitude towards the
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compliance behavior of taxpayers considering the fiscal capacity theory as underpinning
theory.
2.29.6 Taxpayers’ Morale
Across the developing countries, the public expenditures demand is increasing every day
based on growth in population and urbanization process and due to people endeavor to their
goal’s pursuit (Turan, 2009). Mobilization of yearly income is not always harmonized with
the expenditures, which consequently, developing countries’ economies are unable to avoid
fiscal deficits and revenue shortage (Ahmad & Aworinde, 2019). Despite the fiscal deficit in
public expenditures across all the developing countries in the last couple of years, the foreign
direct investment concerning the public infrastructure is projected to increase that eventually
enhance the employment process and sustainable economic growth in the long run across the
developing countries (Bodea & Higashijima, 2017). Despite the variations in terms of the
scale of economic activities and GDP size across the developing nations, the current situation
exhibit several differences in terms of socio-economic hallmarks, population status, and
structural arrangements of the economy which only explain all the tax net but also define the
taxpayers' ability to comply with the state policy framework (Kira, 2017).
It has been noticed by the OECD and World Bank that fair and transparent expenditures and
tax collection concerning the public expenditure enhance the taxpayer's ability to comply
with the state policy framework regarding taxations (Umar, Derashid, Ibrahim, & Bidin,
2019). This in turn, enhances the public trust level towards their national fiscal system
(Jameel, Asif, & Hussain, 2019). We may argue that governmental and domestic taxes
system across the developing countries are not voluntary and may significantly rely on
fluctuating fiscal abilities of the state as well as authentic benefits they received in return
(Cyan, Koumpias, & Martinez-Vazquez, 2016). Until or unless the significant reforms
process is initiate across all the developing countries taxation system to mitigate the provided
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special tax benefits and to optimize the tax pares decreasing morale as well. However, it has
been observed that it is very problematic to refute appeals by others which are comprised of
special treatment (Ahmad, Sial, & Ahmad, 2016).
Taxpayer resilience and morale are focal for the efficient mobilization of the resources,
optimizing equitable and efficient services delivery, transparent, sustainable, and fair
treatment with the taxpayers during the implementation of the policy framework is supreme
(Kararach, Kedir, Ajambo, & Suominen, 2017). A governmental fiscal ability is its capacity
to produce income based on taxation. The higher the governmental personal income, the
more its fiscal ability to formulate and execute new tax reforms (Barro & Furman, 2018). The
most commonly adopted operationalization tool by several developing countries is the per
capita income concerning their fiscal abilities and public finance (Fromentin, 2017).
The reason the willingness to pay tax is important is that most tax scholars think that the
proper functioning of the tax system depends significantly on taxpayer morale, with morale
comprising a positive view of the tax system (Alm, Bernasconi, Laury, Lee, & Wallace,
2016). The willingness to comply is what underlies the voluntary system of self-assessment
rendering it able to function in practice (Adu & Amponsah, 2020). We will encourage
“broad-based dialogue that includes the private sector, civil society, and other stakeholders to
build coalitions for reform and ensure better ownership, implementation, and accountability”
(Addis Tax Initiative, 2015).
It has been evident that the state's ability to mitigate their transection cost associated with the
taxation framework is based on making compliance “quasi voluntary” and by building “tax
morale” (Luttmer & Singhal, 2014). People must be more eager to exhibit compliance
behaviors in relation with their fiscal contract offer by the state coupled with the experience
of more belief in their legitimacy and exhibit control towards their actions regarding the
mantra of responsibility and accountability associated with the state provided tax system
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(Bates & Donald Lien, 1985). “engage taxpayer-citizens collectively in politics and leads
them to make claims on government for reciprocity, either through short-term conflict or
long-term increases in political engagement” (Prichard, 2010).
2.29.7 Non-Compliance Opportunities
Individuals whose income sources are unable to trace are more likely to be disobedient as
compared to those individuals whose income sources are provided by a third party (Aitken &
Bonneville, 1980; Groenland & Van Veldhoven, 1983). Income sources that susceptible to
non-compliance with cash and other sources are unable to identify by the developing
countries' tax authorities because they are not subject to the information reporting by the third
party. Besides, non-compliance with the state provided tax system in increasing every day
across the developing countries due to the untraceable sources of income coupled with the
increasing level of new startup ecosystems that are free from the withholding tax policy
framework (Chau & Leung, 2009).
It has been evident from Fischer’s model that non-compliance opportunity is one of the focal
constructs that is significantly contributed to the taxpayer’s compliance behaviors. Tax noncompliance opportunity is referred to as the structural opportunity provided by the state
aiming to participate in the non-compliance process. The degree to which a taxpayer’s socioeconomic conditions establish a procedure that helps to evade detection is termed as a noncompliance opportunity (Fischer, 1993; Aboagye & Hillbom, 2020).
The empirical evidence of Song and Yarbrough (1978) has been evident that the participants
having high fiscal knowledge are more able to exhibit significant and positive tax ethics score
relative to those who experience less fiscal knowledge. In addition, the findings of (Eriksen &
Fallan, 1996) reveals that increased specific type of tax knowledge enhance the participant’s
perception regarding tax awareness, their behaviors and attitude towards other individual’s
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tax non-compliance become stricter and enable the participants to identify their tax evasion
more extremely (Ahmad & Aworinde, 2019).
It has been evident by Marti (2000), across the developing countries, the penetration of the
tax system persuades both organizations and individuals to financially assist their respective
state government in terms of tax payments. Also, Silvani (1992) extended that model by
arguing that the focal objective of tax authorities is to optimize voluntary compliance. The
tax policy framework should be able to engender voluntary compliance aiming to mitigate the
cost incurred to system administration (Alm, 2019), voluntary compliance is relying on the
trust level (Andreas & Savitri, 2015) between individuals and the system of administration.
Kirchler (2007) in his findings categorized compliance into two types, enforced compliance
or voluntary compliance. Concerning voluntary compliance, we may argue that it is based on
the cooperation and trust between the taxpayer and taxpayer authorities and it is the readiness
of the taxpayer to exhibit compliance behavior concerning the policy framework and
directives (Battiston, 2016). On the other hand, the evolvement of cynicism, distrust, and
skepticism between both parties significantly contributed towards the creation of a hostile
environment between all the stakeholders (Borrego, Lopes, & Ferreira, 2016).
The current study considered the fiscal capacity theory to test the impact of non-compliance
opportunities towards the compliance behavior of taxpayers (Dwenger, Kleven, Rasul, &
Rincke, 2016).
2.29.8 Good Governance
The decisive evaluation of the state-centric power is based on the nature and amount of
resources it has at its disposal and its fiscal ability (Baskaran & Bigsten, 2011). Few studies
have been documented in the past that explain the state’s ability to attain revenues through
their system of taxation. Societies that enabled to establish an accountable and efficient state
are more likely to identify a solution to these obstacles (Chandrappa, 2016). Since creating a
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wide bureaucratic structure that enables the state to evaluate and tax almost all the financial
transactions. Also, through establishing efficient and knowledge-based societies, developing
countries are more enabled to exhibit their administrative powers aiming to extract an
extensive amount of resources associated with the private sector of their economies (Bobek,
Hageman, & Kelliher, 2013), which consequently, enable them to execute their institutional
powers from deprived elements of the state to the powerful but accountable domestically
selected parliaments, this, in turn, exhibit the message that state is accountable to its citizens
(Ahmad, Sial, & Ahmad, 2016).
It has been suggested that the increased taxation amount is significantly associated with the
state's ability to not only establish independent tax authorities but also exhibit their authority
to optimize the overall quality governance (Jameel, Asif, & Hussain, 2019). The majority of
the developing states permit their citizens to effectively participate in the formulation process
of the public policy framework, structural and efficient bureaucratic models and subjected
themselves to the rule of law (Borrego, Lopes, & Ferreira, 2016).
Previous studies are also harmonized with the evidence that the establishment and creation of
an accountable state and the extension of its fiscal abilities are the focal mantras of financial
growth (Keen, Targeting, 2014). State endeavors to enhance their taxation amount were often
originated by their citizens could with demands of that bureaucratic model that is corruptionfree harmonize with their needs and requirements (Bobek, Hageman, & Kelliher, 2013).
Although, several political scientists and historians have been evident that the fiscal
capabilities of the developing countries are significantly associated with their increasing
governance quality (Moore, 2007; Tilly, 1992). Although the past studies have paid minute
attention to this paradigm of research. The governance quality concerning the developing
economies is generally attributed to the state's ability to indulge in the provision of public
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goods and exogenous effects on taxation. The inverse linkages, for instance, an independent
effect of taxation on the governance quality tends to be ignored.
2.29.9 Popular Religious Sects
It has been evident that nations who indulge in a higher level of religiosity are more likely to
attribute their state in terms of non-welfare or a low level of the welfare state and vice versa
(Scheve & Stasavage, 2006). For example, nations who perceived extensive religiosity,
experience increasing level of church-state separation and decreasing level of welfare
associated with the state, on the other hand, those nations who attribute lower level of
religiosity are more likely to experience a greater level of welfare associated with their state
and lower level of church-state separation (Gillitzer, 2017).
Likewise, Torgler (2006) and Lago-Pe˜nas and Lago-Pe˜nas (2009) have been reported a
positive relationship between countries' tax morale and beliefs, for instance, religiosity and
national pride. It has been shown that the investment in the country's fiscal resources for the
tax compliance goals pursuit significantly contributed towards the economic growth of that
country (Best, Brockmeyer, Kleven, Spinnewijn, & Waseem, 2015). Although the notion of
tax compliance cannot be abundantly defined based on enforcement level or the designed tax
rates and, after a long time in which motivations associated with the non-pecuniary have been
ignored (Andreoni et al., 1998), tax morale has converted into a focal paradigm among the
predictors of tax compliance (Torgler, 2007). Concerning the tax morale, we may argue that
this notion is based on an intrinsic motivation or a morale commitment to pay taxes, and it
can be conceptualized as “an umbrella term capturing non-pecuniary motivations for tax
compliance as well as factors that fall outside the standard, expected utility framework”
(Luttmer and Singhal, 2014, p. 150).
Several predictors are projected to manipulate the notion of tax morale and the previous
studies have provided empirical proofs concerning the several channels and on essential
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cross-country variation. It has been evident that the state-individuals relationship, more
specifically, the attribution of the citizens towards their state governance quality or the
transparency in the taxation policy framework schedule (Feld & Frey, 2007). Another stream
of research has shown that how culture is significantly contributed towards fostering the tax
compliance behaviors in each state by considering the institutional environment and context
as a control variable (Halla, 2012).
Likewise, Torgler (2006) and Lago-Pe˜nas and Lago-Pe˜nas (2010) has been found a positive
relationship between the religiosity and state’s tax morale. Also, the composition of the state
institutions through which the government works, and the population arrangement has
significantly contributed to establishing the tax compliance motivations and behaviors. The
degree to which decentralization, autonomy, and democratic participation have been focal
predictors significantly contributed towards the taxpayer intrinsic motivation and morale
taxes (Torgler, 2005; Torgler et al., 2010).
2.29.10

Financial Position

On the basis of behavioral literature streams, we may argue that an individual’s family
requirements and financial standing significantly moderate the relationship between
productivity and level of commitment (Brett, Cron, & Slocum, 1995). Also, few empirical
pieces of evidence exhibit the strong moderating effects of individuals' financial conditions
on their attitude and behavior. Also, the study documented by Doran, Stone, Brief, and
George (1991) validate the supposition that an individual financial requirement moderate the
individual’s consistency concerning their behavior and attitude.
Moreover, in their study, Brett and his colleagues (1995) has been asserted that when
individual financial requirements exhibit moderating effects on productivity and
commitment, that is, individual experience stable financial freedom or perceived low level of
financial freedom, then the nature of the relationship between individua’s productivity and
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commitment is high (Bekana, Bayissa, & Medihin, 2014). This indicates that the financial
obstacle face by the individuals may likely to moderate the individual’s level of commitment
to release compulsions, for instance, tax payments. The consequence of the moderating effect
of individual financial requirements about the tax compliance and its predictors may likely to
be more evident in those cultures where poverty rate and family obligations are perceived to
be high, more specifically, in the case of few developing nations (Brett, Cron, & Slocum,
1995).
Although, an individual’s financial requirements may likely to be positively or negatively
affect their readiness to harmonize with the tax-centric policy framework regardless of the
relationship between tax compliance and its various predictors. Torgler (2003) speaks that an
individual’s financial requirements may likely to establish a sense of discomfort, more
specifically in those situations when individuals perceive tax payments as a focal burden,
this, in turn, may likely to enhance the level of rewards associated with the tax dishonesty.
Bloomquist (2003) recognized the economic restrictions as one of the focal predictors of
taxpayer distress and asserted that individuals’ taxpayers who experience insufficient
resources may likely be drawn by their poor financial requirements to be non-compliance
when the expenditures incur on their households exceeds their income level.
Bloomquist (2003) also validated his narrative by asserting that, aiming to fulfill everyday
household expenditures, taxpayers with insufficient resources may likely to be drawn by
“Rob Peter” (tax authority) to “Pay Paul” (household) when experiencing identical scenario.
This type of usual situation faces by several taxpayers in their daily life. As a result,
regardless of the relationship nature between tax compliance and its predictors, tax
compliance duties significantly rely on the financial standing of the individuals. There is an
increasing level of likelihood that individuals experiencing financial freedom exhibit
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compliance behaviors with the provision of tax policy framework as compared to those
individuals trapped in bad financial situations.
This equivalence harmonizes with the findings documented by Bloomquist (2003), which
noted that taxpayers having a lack of economic resources exhibit a greater level of likelihood
that to be non-compliance because they are trapped to their financial burden relative to those
taxpayers experience a higher level of financial stability and freedom. Inconsistent with the
findings of Bloomquist (2003), Carroll (1986) has been observed that the lack of economic
resources motivates individuals to engage in negative behaviors, for instance, corruption or a
crime.
2.29.11

Risk Preference

To tap the inconsistent results regarding the relationship between tax compliance in its
predictors, we may argue that across the developing countries, the actual compliance level
cannot be described by the fundamental theoretical framework on tax compliance (Torgler,
Schaffner, & Macintyre, 2007). It has been noted that the relationship may likely be
moderated based on several constructs (Kirchler, et al., 2007). This assertion is validated by
the study conducted by Baron and Kenny (1986), in which they speak that moderators are
selected when the relationship between criterion and the predictor variables is unpredictable
or unexpectedly weak.
Few scholars, for instance, (McGill, 1988; Murphy, 2007; Wenzel, 2004a & 2004b) has been
tested the moderation of several constructs relative to the relationship between tax
compliance and its predictors. Concerning the consideration of several constructs as a
moderator between tax compliance and its predictors, preferences have not yet been
associated with the taxpayer risk preferences and the economic requirements as a moderator.
It has been noted that both the individual’s financial requirements and risk preferences affect
the individual’s exhibit commitment and behavior (Brett, Cron, & Slocum, 1995).
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The moderating effect of individual risk preference aiming to identify the relationship
between tax compliance and its predictors cannot be conceptualized. Risk preference is one
hallmark of an individual that manipulates both attitude and behavior (Sitkin & Pablo, 1992).
To understand the entire mantra of risk preference, their categorizations are may likely to be
adopted which include risk aversion, risk neutrality, and risk-seeking. Plenty of empirical
shreds of evidence have been suggested that the behaviors and attitudes associated with the
taxpayers to risk cannot be miscalculated based on their compliance behaviors (Torgler,
2003; Alm & Torgler, 2006). The current study considered the fiscal capacity theory as
underpinning theory to test understand the relationship between risk preference and
compliance behavior of taxpayers.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter presents research methodology including theoretical framework, research
design, and research sampling to collect the data to attain research targets. The next step is
based on the explanation of operational definitions of dependent, independent, and
moderating variables. Subsequently, the discussion is made on points, that being related to
the questionnaire designed for the respondents. The next stage to discuss all procedures in
detail including; sampling frame; sampling techniques and sampling size. In the next part, a
discussion is made on; method of data collection; data techniques, and data sources. The next
point of discussion is related to data processing and analysis techniques. Structural Equation
Modelling (SEM), an analysis technique, which is being related to the current study has also
been discussed in this chapter. The last point explained to check the reliability and validity of
instruments regarding this current study.
3.2 Theoretical framework
The research framework discusses all conceptual associations among all dependent,
independent, and moderating variables being used in the current study. The moderating
variable is being used based on underpinning theories. This study filled the gap left by past
studies which are being to discuss in previous literature that affects the compliance behavior
of taxpayer in Pakistan. This study used all conceptual relationships (dependent and
independent) based on previous literature. The role of moderating variable has also been
explained based on previous literature discussion concerning taxation and compliance
behavior of taxpayers.
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According to previous literature, the tax administration system is significantly associated with
the compliance behavior of taxpayers (Kiow, Salleh, & Kassim, 2017). Results also indicated
that association among tax administrative system and compliance behavior of taxpayer is
significant in developed and developing countries as well (Sitorus, 2018). Furthermore, the
literature reveals that the taxation knowledge and quality of taxation services are significantly
associated with the compliance behavior of taxpayers (Sania & Yudianto, 2018).
The term tax evasion is used for illegal activities related to tax. Nowadays, the attitude of tax
evasion is a major problem in developed and developing countries. Researchers are trying to
give solutions to minimize this problem by advising different techniques to maximize the
compliance behavior of taxpayers all over the world (Jayawardane & Low, 2016; Abdixhiku,
Krasniqi, Pugh, & Hashi, 2017). Further studies also revealed the relationship of compliance
behavior with; the attitude of tax evasion; quality of tax services, tax administrative system;
taxation knowledge, and strong taxpayer morale (Cyan, Koumpias, & Martinez-Vazquez,
2016). Similarly, literature also explained that the taxpayer’s morale is significantly
associated with the compliance behavior of taxpayers (Redae & Sekhon, 2017).
Literature explained regarding the opportunities of non-compliance is significantly associated
with the compliance behavior of taxpayers. Additionally, literature indicated taxation
knowledge and quality of tax services significantly linked with non-compliance behavior
(Newman, Mwandambira, Charity, & Ongayi, 2018).
According to the literature, Good Governance is also significantly associated with the
compliance behavior of taxpayers. Where, good governance can promote taxpayer to pay tax
with his strong willingness (Wadesango, Mutema, Mhaka, & Wadesango, 2018).
Religion is a major factor, all over the world, which can affect compliance behavior.
According to the literature, some studies indicated the impact of religion on the compliance
behavior of taxpayers (Jun & Yoon, 2018). Various studies conducted in muslin countries
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focused on religion and evident that religion significantly impacts on compliance of behavior
of taxpayers (Bin-Nashwan, Abdul-Jabbar, & Aziz, 2019; Bhuiyan, 2017). Furthermore,
financial position plays an important role in developed and developing countries. Results
indicated that due to financial difficulties, the compliance of the behavior of taxpayers can be
changed (Sritharan & Salawati, 2019). According to previous literature, some studies used
financial position as a moderator to test the impact on compliance behavior of taxpayers and
results indicate that financial position is insignificant with compliance behavior, whereas, it
the relationship of dependent and independent variable has been moderated in the presence of
a financial position (Shahzad & Khan, 2018).
The term risk preference usually acts as non-compliance where the tax administration system
is weak. Therefore, in developing countries risk preference also helps the taxpayers to take
advantage of the system (Saragih & Aswar, 2019). Previous literature reveals that the chances
of non-compliance enhance with low-quality tax services and a weaker administrative system
(Adegboye, Alao-Owunna, & Egharevba, 2018). According to previous literature, this current
study preferred to take fiscal capacity theory as the principal theory on which theoretical
framework is based as shown in Figure 3.1
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Figure 3.1. Theoretical Framework
Figure 3.1 shows seven independent and one dependent variable with three moderators.
These variables were considered based on economic, social, psychological, and fiscal
capacity theories and recent literature (Amoah, Yeboah Asuamah, & Amaning, 2014;
Cerqueti & Coppier, 2015; Brockmann, Genschel, & Seelkopf, 2016).
3.3 Research Hypotheses
From the literature and the underpinning theories that support the argument following
hypotheses are tested:
3.3.1 Direct Hypothesis
: Tax administration system significantly influences the taxpayers’ compliance

behavior.
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: Taxation knowledge significantly influences the taxpayers’ compliance behavior.
: Quality tax services by the government can significantly increase the taxpayers’

compliance behavior
: Tax evasion attitude significantly influences the compliance behavior of taxpayers.
: Taxpayers’ morale significantly influences the compliance behavior of taxpayers.

: non-compliance opportunities are significantly linked with the compliance behavior

of taxpayers.
: Good governance is significantly associated with the compliance behavior of

taxpayers.
: The compliance behavior of religious sects varies.

3.3.2 Moderation effect of financial position
After testing the direct impact of the moderator on the taxpayers’ compliance behavior, the
individual moderation impact of financial position is tested through the following hypotheses:
: Financial position of taxpayers moderates the relationship between the tax
administration system and the taxpayers’ compliance behavior.
: Financial position of taxpayers moderates the relationship between his/her taxation
knowledge and the taxpayers’ compliance behavior.
: Financial position of taxpayers moderates the relationship between perception about
the quality of tax services by the tax department and the taxpayers’ compliance behavior.

122 | P a g e

: Financial position of taxpayers moderates the relationship between taxpayers’
attitude towards tax evasion and the taxpayers’ compliance behavior.
: Financial position of taxpayers moderates the relationship between taxpayers’
morale and the taxpayers’ compliance behavior.
: Financial position of taxpayers moderates the relationship between non-compliance
opportunities and the taxpayers’ compliance behavior.
: Financial position of taxpayers moderates the relationship between good governance
and the taxpayers’ compliance behavior.
3.3.3 Moderation effect of Risk preference
: Risk preference of taxpayers moderates the relationship between the tax
administration system and the taxpayers’ compliance behavior.
: Risk preference of taxpayers moderates the relationship between his/her taxation
knowledge and the taxpayers’ compliance behavior.
: Risk preference of taxpayers moderates the relationship between perception about
the quality of tax services by the tax department and the taxpayers’ compliance behavior.
: Risk preference of taxpayers’ compliance behavior and his tax evasion attitude is

moderated by financial position.
: The relationship between taxpayers’ compliance behavior and taxpayers’ morale is

moderated by risk preference.
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: Risk preference of taxpayers moderate the relationship between non-compliance
opportunities and the taxpayers’ compliance behavior.
: Risk preferences of taxpayers moderate the relationship between good governance
and the taxpayers’ compliance behavior.
3.4 Operationalization of variables
The operationalization of variables is considered critical to understand the findings of a study
and this understanding also has a strong implication on theoretical and practice suggestions
(Morgado, Meireles, Neves, & Ama, 2018). The current study uses the following predicting
variables to analyze the compliance behavior of taxpayers; tax administration system,
taxation knowledge, quality of tax services, tax evasion attitude, taxpayers’ morale, noncompliance opportunities, and good governance. Furthermore, the current study employed
three moderating variables; religiosity, financial position, and risk preference.
3.4.1 Dependent Variable
The dependent variable analyzed in the current study is the compliance behavior of taxpayers.
The issue or problem of non-compliance is equally faced by developing and developed
countries.
3.4.2 Independent Variables
The exogenous variable in this research is the tax administration system is considered as a
critical factor significantly linked with the compliance behavior of taxpayers. This variable is
employed in the current study to test the impact of the tax administration system on the
compliance behavior of taxpayers in Pakistan. The tax administration system is measured as a
unidimensional construct and literature affirms it is significantly linked with the compliance
behavior of taxpayers (Sitorus, 2018).

124 | P a g e

Taxation knowledge is the second exogenous variable, it refers to an individual’s knowledge
or information about the tax laws and taxation system (Eriksen & Fallan, 1996; Mukhlis,
Utomo, & Soesetio, 2015). Taxation knowledge is measured as unidimensional.
Quality of tax services is the third exogenous variable it refers to the perceived quality of
services that were offered by the tax administration system. Quality of tax services is
measured as a unidimensional construct (Brady & Cronin, 2001; Augustine, Folajimi, &
Ayodele, 2020).
Tax evasion attitude is the fourth exogenous variable and refers to the taxpayer’s disposition
to respond favorable or unfavorable to tax cheats (Fishbein & Ajzen, 1975; Ajzen, 1991).
Taxpayers’ morale is the fifth exogenous variable it refers to “the degree to which a taxpayer
considers a particular behavior to be morally agreeable” (Chen Pan & Pan, 2009).
Non-compliance opportunities are the sixth exogenous variable and it refers to the structural
opportunity to engage in non-compliance. Structural opportunity is the extent to which a
taxpayer’s economic and social situations provide a way to avoid detection (Stalans, Kinsey,
& Smith, 1991; Fischer, 1993).
Good governance is the seventh and last exogenous variable which refers to “the provision of
political goods of necessary quality by the government to the taxpayers efficiently” (Rotberg,
2005). Good governance is measured as a unidimensional construct (Kyriacou, MuineloGallo, & Roca-Sagalés, 2015).
3.4.3 Moderating Variable
Three moderating variables have been taken under consideration in the current study i.e.
religiosity, financial condition, and risk preference. Religiosity is defined as “the quality or
state of being religious: religious feeling or devotion” (Braam, Beekman, Deeg, Smit, & Van
Tilburg, 1997). Religiosity is considered to test the influence of religious devotions on the
compliance behavior of taxpayers (Nazaruddin, 2019). Financial position is defined as “an
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individual’s financial condition or and family obligations” (Brett, 1995). Furthermore, risk
preference is defined as “individuals tend to be inconsistent in their decision making as a
result of changing situation”. Preference theory affirms that an individual’s preference might
change based on the outcome (Lamberton, De Neve, & Norton, 2018).
3.5 Instrumentation
Data collection in the current study is based on the questionnaire to answer the research
questions. The research questionnaire was used to measure the subjective perception of
respondents based on the questions used in the questionnaire using the Likert Scale. The
questionnaire is designed based on the scale adapted from previous studies; tax
administration system (Mustafa & Hanefah, 1997; Wenzel & Taylor, Towards evidencebased tax administration, 2004; James, Murphy, & Reinhart, 2005; Gilligan & Richardson,
2005), taxation knowledge (Eriksen & Fallan,

1996; Kasipillai & Shanmugam, 1997),

quality of tax service (Brady & Cronin, 2001), Tax evasion attitude (Eriksen & Fallan, 1996),
Taxpayers’ morale (Forsyth, 1980), Non-compliance opportunities (Manaf N. A., 2004),
good governance (Afrobarometer, 2005), financial position (Torgler, 2003; Fischer &
Torgler, 2006; Lago-Penas & Lago-Penas, 2009), and risk preference (Nicholson, Soane,
Fenton-O’Creevy, & William, 2005), compliance behavior (Bobek, 1997; Brown, 2003).
The structure of the questionnaire is based on a 5 Likert scale from 1 strongly disagree to 5
strongly agree. The questionnaire structure ensures that; it must be easy to understand or
respond, quick to respond, increase chances of response (Guerard, Omachonu, Harvey,
Hernandez, & Sen, 2016). The measurement of variables considered in the current study
started by explaining the compliance behavior of taxpayers.
3.5.1 Compliance behaviour of the taxpayer
The current study considers the compliance behavior of taxpayers as an outcome variable.
Compliance behavior is defined as the filing of an income tax return by incorporating
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provisions of tax laws, disclosing actual tax liabilities, and timely deposit of due tax
(Franzoni, 2000; Chatopadhyay & DasGupta 2002). If any taxpayer acts contrary to the
above-mentioned criteria, it would be considered as non-compliant. Another study explains
non-compliance behavior as failing to submit a tax return, using an inappropriate tax base,
misreporting liabilities or income, and due tax payable (Roth, 1998).
Furthermore, enough literature documented that measurement or assessment of compliance
behavior of taxpayer is critical and difficult (Alm, 1999; Long & Swingen, 1991; Tanzi &
Shome, 1993). Literature also documented that, the various methods to measure the
compliance behavior of taxpayers include direct and indirect methods. Moreover, most of
them acknowledge that the method for the assessment of compliance is the “self-reporting
method” (Long & Swingen, 1991; Fischer, Wartick, & Mark, 1992; Jabbar H. A., 2009). It is
perceived that the self-reporting method is more appropriate and designed comparatively easy
to assess the subjective behavior in a hypothetical situation (scenario). Literature also
affirmed that the situation’s analysis will be significantly better over other data collection
methods are more sensitive in case of assessing compliance behavior of taxpayer (Marshall,
Smith, & Armstrong, 2005). Similarly, Kirchler and Maciejovsky, (2001) also documented
that situational analysis of a third party is the best possible method to produce the desired
outcome and likely to reduce the personal bias or reporting fake data. Studies from the
developed and developing economies considered the situational analysis method for the
assessment of compliance behavior of taxpayers (Fischer, 1993; Recker et al., 1994; Kirchler
& Maciejovsky, 2001; Wenzel, 2004a; Marshall et al., 2005; Saad, 2011). To answer the
research questions of the current study, this study also considered the situational case method
for the assessment of compliance behavior of taxpayers, and the scale is adapted from
literature (Bobek, 1997).
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However, a few studies considered the direct method, which considered income reporting as
compliance behavior and ignores the two conditions of compliance behavior (Alm & McKee,
2006) which is considered an inappropriate method. The current study considered the
situational case method which is designed based on the respondents’ behavior considering the
parameters of compliance behavior. The current study considered all the parameters equally
including; compliance with tax base, filling, reporting, and tax payments (Plumley, 2002;
Brown & Mazur, 2003; Kasipillai, Aripin, & Amran, 2003; Wenzel, 2007; Ashby, Webley, &
Haslam, 2009). The current study also considers items to measure each parameter of
compliance behavior of taxpayer sources of measurement and items are reported in table 3.1.
This study has adapted the scale from Bobek, (1997); Brown and Mazur, (2003); and Ashby,
Webley, and Haslam, (2009).
3.5.2 Tax Administration System
The tax system structure is one of the major constructs of Fischer’s model. In his model, it
consists of five dimensions: the complexity of tax system, detection probability, sanctions,
tax authority contact, and tax rate. Some researchers have tested less than five dimensions in
their studies, for instance, Chan, Troutman, and O’Bryan, (2000) did not test tax system
structure; Manaf (2004) included only penalty and sanction (Loo, McKerchar, & Hansford,
2009). Detection probability is defined as the likelihood that the tax authority will find out
about the non-compliance act of the taxpayer through any of its enforcement (Chau & Leung,
2009; Fischer, 1993). A tax penalty is a sanction imposed on the taxpayer for noncompliance.
However, Fischer (1993) stated that in a survey, the effects of penalty and detection
probability on compliance are perceived because they are not the actual penalty and
detection. Accordingly, perceived detection probability is operationally defined as the
taxpayer’s belief about the likelihood that the tax authority will discover his/her non128 | P a g e

compliance act through its enforcement program (Fischer, 1993), while the perceived penalty
is the expression of the taxpayers about the severity of tax sanction and its effect on his/her
non-compliance act.
The complexity of the tax system is operationally defined as difficulties in the understanding
of tax laws, computation of tax liability, and other tax procedures (Millron, 1985). In their
review work, Jackson and Millron (1986), and Long and Swingen (1991) indicated that tax
complexity can be measured in two dimensions, that is, detail of tax rules and numerousness
of tax computation. However, Mustafa (1997) measured tax complexity more
comprehensively with six sub-dimensions. The six sub-dimensions included changes in tax
law, ambiguity in tax law, detail, record keeping, computations, and tax forms. The tax rate is
defined as the perceived fairness in the tax rate structure and burden distribution (Gilligan &
Richardson, 2005). In this study, the focus is on the overall scale of tax system structure
rather than each of its dimensions, and, for this purpose, the 20 items used to measure tax
system structure were adapted from the studies of Gilligan and Richardson (2005), James,
Murphy, and Reinhart (2005), Mustafa (1997) and Wenzel (2004a). The current study has
adapted scale from Wenzel, (2004); Gilligan & Richardson, (2005); James, Murphy and
Reinhart (2005).
3.5.3 Taxation Knowledge
Several studies considered taxation knowledge as a predicting variable of compliance
behavior (Song, & Yarbrough, 1978; Eriksen, & Fallan, 1996; Kasipillai, 1997; Manaf, 2004;
Ahmad, Mustafa, & Noor, 2007; Loo., et al. 2009). Taxation knowledge is considered a
critical factor in explaining the compliance behavior of taxpayers in developed and
developing economies (Loo., et al. 2009). The literature explains taxation knowledge as a
person's ability to understand the basics of tax laws, computation of tax payments, liabilities
(Ahmad et al. 2007). However, taxation knowledge is operationalized a little differently
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varies from country to country. For instance, literature from developing economies
operationalize it as an individual’s understanding about the tax laws however, literature from
developed economies considered the individual understand the tax laws, filling, computation
of tax payable and payment (Eriksen, & Fallan, 1996; Kasipillai, 1997; Mustafa, 1997;
Manaf, 2004; Ahmad et al., 2007). The current study operationalizes taxation knowledge as
an individual understand the tax law, filling, computation, and tax payment. The items being
used for the measurement of taxation knowledge and sources of measurement were adapted
from Erisken and Fallan, (1996); and Kasipillai, (1997).
3.5.4 Quality of Tax Services
The quality service model was previously being employed to test its impact on the public
sector (Brysland, & Curry, 2001). Various studies documented that it cannot be used for the
private sector however, literature affirms that the quality service model can be used for the
private sector if items are modified according to sector and context (Adimassu & Jerene,
2015). Literature defined quality of tax service as; taxpayers’ perception about the attitude of
tax office personnel towards the taxpayers (Parasuraman et al., 1985). The current study
operationalizes the quality of tax service as defined above. Several studies from the domain
of marketing indicate various dimensions or determinants of perceived service quality.
However, most the studies highlighted the two key determinants of service quality (functional
and technical quality) which is also known as the Nordic model (Gronroos, 1984).
Later, the SERVQUAL model which was also recognized as the American model introduced
with ten dimensions which were later limited to five dimensions known as tangibility,
empathy, assurances, reliability, and responsiveness) (Parasuraman, et al. 1985). Moreover,
another service quality model was introduced by Rust and Oliver (1994), based on the three
key components which were documented as the three-component models include the product,
delivery, and environment service quality. This model is well recognized in literature and
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considered as the most appropriate model for the assessment of service quality in the public
and private sector based on the customers' perception (Caro, & Garcia, 2007). Moreover, the
current

study

adapted

scale

from

Brady

and

Cronin,

(2001).

Tax Evasion Attitude
Existing literature sufficiently documented the impact of tax evasion attitude towards the
compliance behavior of taxpayers (Chan et al., 2000). Previous studies defined the tax
evasion attitude as a “taxpayer’s disposition to respond favorably or unfavorably tax cheats”
(Fishbein & Ajzen, 1975; Ajzen, 1991). The tax evasion attitude is based on the belief,
feelings, and behavior of the taxpayer. Tax evasion attitude is constructed on the basis of
various factors includes; tax ethics, tax evasion by others, general crime. The current study
has adapted scale from Eriksen, & Fallan, (1996). The current study considers the tax evasion
attitude as a uni-dimensional construct. However, the items of scale also considered these
dimensions in the measurement of tax evasion attitude. The scale is adapted from the existing
literature to measure the tax evasion attitude (Eriksen, & Fallan, 1996).

3.5.5 Taxpayers’ morale
Taxpayers’ morale is considered critical because the thinking or behavior of taxpayers is
based on his/ her perception of right or wrong. Taxpayers’ morale is defined as the degree or
proportion to which taxpayer morally agreeable (Chen Pan & Pan, 2009). Furthermore, it is
also explained as the degree to which taxpayers considered it as correct or wrong or ethical
and unethical. The construct of taxpayers’ morale was measured as a unidimensional
construct in the existing literature and the current study was also considered unidimensional
and adapted scale from Forsyth, (1980).
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3.5.6 Non-compliance Opportunities
Existing literature affirms that the non-compliance opportunities were considered as a critical
factors which influences significantly and directs the compliance behavior of taxpayers. The
non-compliance opportunities construct the first time was introduced in Fischer’s model
(1993) which reveals a significant and direct association between non-compliance
opportunities and compliance behavior of taxpayers (Fischer, 1993). Existing literature
defined the non-compliance opportunities as “structural opportunity to engage in noncompliance” (Fischer, 1993; Lorreta et al., 1989). Furthermore, structural opportunities are
defined as any social or economic situation which provides shelter from detection (Lorreta et
al., 1989). Fischer’s model assesses the construct of non-compliance opportunities as a
multidimensional construct based on the income source, level, and occupation. Income source
is the type of source or nature of income. Income level is explained as a positive or adjusted
gross income, and occupation is defined as a source of earning or employment (Jackson &
Millron, 1986). The current study defined non-compliance opportunities as categorical
constructs. The current study as adapted scale from Munaf, Hassendine and Hodges, (2005).
3.5.7 Good Governance
Good governance is also documented as public governance quality in literature. The concept
of good governance was explaining as all the aspects or functions performed by regulatory
authorities including informal or formal management systems based on organizational
resources to facilitate the general public (Huther & Shah, 1999). Good governance is also
defined as matching taxpayers’ preference and political goods and government or regulatory
authority high level of accountability in public institutions (Huther & Shah, 1999). Literature
is unable to define any single index or parameter to assess good governance however, all the
aspects of good governance can be assessed using observable components of good
governance (Cepiku, 2010). Furthermore, the current study defined good governance as a
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government or regulatory authority provision to enhance the taxpayer’s efficiency using the
political goods and government system (Rotberg, 2005). Existing literature agreed that the
construct of good governance is multidimensional (Kaufmann., et al. 2002; Kaufmann., et al.
2007; Torgler, Schaffner, & Macintyre, 2007; Torgler, & Schneider, 2009). The current study
has adapted scale from World Economic Forum, (2006).
3.5.8 Financial Position
The financial position of taxpayers is defined as the extent or degree to which a taxpayer is
satisfied with his/her position towards his/her household (Lago-Penas & Lago-Penas, 2009;
Torgler, 2003 & 2006). Literature affirms that the financial position of taxpayer significantly
influences the compliance behavior of taxpayer however, few studies documented the impact
of taxpayer financial position negative influence the compliance behavior. The current study
considered the financial position as a moderating factor. The current study has adapted scale
from Torgler, (2003); Lago-Penas and Lago- Penas, (2009); Loo, McKerchar, and Hansford,
(2009).
3.5.9 Risk Preference
The risk preference was previously documented as a critical factor in the compliance
behavior of taxpayers. Furthermore, literature affirms that the risk preference of taxpayers
and tax administration is significantly interlinked. Risk preference is defined as “risk-laden
opportunities, which a taxpayer considers are more desirable than other possible available
choices” (Atkins et al., 2005; Guthrine, 2003). The current study considered risk preference
as a moderating construct based on the review of the literature and adapted scale from
Nicholson, Soane, Fenton-O'Creevy, and Willman, (2005).
3.6 Research Method
A survey-based research method has been adopted in the current study according to research
objectives. Literature affirms that the survey-based method explains the findings in a
133 | P a g e

miraculous way (Zikmund, Babin, Carr, & Griffin, 2012). A survey-based method is
considered as a source or strategy which facilitates the researcher in collecting information
from relevant respondents on various factors and validate the speculations (Sekaran &
Bougie, 2016). The survey-based method is also known as the investigative quantitative
method in the domain of business research ((Brookman, Jones, Becherer, 2012, Ahmed
Birzada, Khan, 2013, Aslam, 2013). Hence, the current study considered the survey-based
method as the most appropriate method for the collection of data to achieve the research
objectives.
3.7 Unit of Analysis
The unit of analysis is a set of the population to which the author considered to test the
theoretical framework (Zikmund, Babin, Carr, & Griffin, 2012). The selection of the
population is based on the selection of underpinning theory and set of variables, it can be
individuals, groups, and organizations (Sekaran & Bougie, 2016). Considering the fiscal
capacity as underpinning theory which defines the state capability in generating the revenue
utilizing available resources and assets. The current study is going to measure the impact of
various factors that influence the compliance behavior of taxpayers. Hence, considering the
underpinning theory and objective of the current study the unit of analysis is an individual
who has been defined under section 80 of Income Tax Ordinance 2001. Individuals do not
matter they comply with tax obligations and not were considered as a population for the
current study. Hence, individuals were considered the respondents in the current study from
all the major cities of Pakistan.
3.8 Sampling Method
3.8.1 Population
A sample is based on the sampling technique and the total population is considered as a unit
of analysis (Sekaran & Bougie, 2010). The targeted population of the current study is an
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individual. FBR does not provide any list regarding the public, categorized in the definition
of the taxpayer under the income tax ordinance 2001. However, according to the literature till
2015 FBR issued 3.38 million NTN and there is no latest information is available (Pasha, &
Pasha, 2015). Hence, the population of the current study is individuals from all the major
cities; Lahore, Islamabad, Karachi, Quetta, and Karachi of Pakistan.
3.8.2 Sampling
At the first stage, the presidents and owners of trade markets/organizations were approached
to help the researcher with the collection of data. By adopting a snowballing approach, the
questionnaires were get filled by the respondents.
A total of 625 questionnaires were distributed to make a high response in the data collection
process. According to PennState (2016), the suitable sample is 398 at 95% confidence level
with 50% variability for a population above 10 million. Secondly, in multivariate research,
the sample size should be several times (preferably 10 or more times) as large as the number
of variables. In this study, there were 10 variables, and the required sample size should be
100 or more (Faul, Erdfelder, & Buchner, 2007). The literature showed that most of the
researchers, involved in the primary study have increased the sample size to avoid nonresponse (Sekaran & Bougie, 2010; Alabede, Ariffin, Zaimah, & Idris, 2011). The sample
size should be increased, at least 50%, to avoid non-response bias (Salkind, 1997). The
150% of 398 is 597, however, the sample size has been increased by 57% to avoid nonresponse issues and 625 questionnaires were distributed. As statistics are given in table 1.2,
we calculate the ratio from individuals to self-employed, which is approximately 80% to
25%, moreover, literature affirms that the private sector employed 80% of non-agricultural
labor while the public sector holds 20% of non-agricultural labor (Husain, 2003). Hence, the
current study purposed 64% responses must be from the individuals, 16% from the
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government employees, and 20% responses must be from self-employed. hence, the total
responses from each city must be 125.
Pakistan’s total population of taxpayers is provided in the Active Taxpayer List (ATL), which
is 2,413,664. Taxpayers’ classification based on city, individuals, AOPs is made is not
provided in that list (FBR, ATL, 2019). Our target population was individual taxpayers, both
salaried and non-salaried. The complete list of tax filers is available with FBR but they did
not differentiate individuals, AOP, and company. Further, it’s worth mentioning that FBR did
not issue a list of those individuals who do not file their tax returns. The second source of
information would be the chamber of commerce of each city but the required information was
also not there. The third source of information could be the trade markets but requisite
information was also not available there.
I received 447 filled questionnaires, out of which 412 were used and 35 questionnaires were
rejected due to wrong filling, missing some important information, and some minor missing
amounts (Aminu & Shariff, 2015).
For the generalization of results, a high rate of response is required (Hussey & Hussey, 1997),
a follow-up time of one-week was given to the respondents as per the normal procedure
(Alabede, Ariffin, Zaimah, & Idris, 2011). Questionnaires were distributed to the employees
of organizations and reminders were sent to them to receive timely data.
3.8.3 Data Collection, Questionnaire Design
To achieve the research objectives researchers, define the total population, sampling
technique, and sample size. The next stage is data collection which is based on the research
objectives and questions of the study. There are two main sources of data primary and
secondary. If the data is available as a secondary source then it is preferable to use the
secondary data set because it saves valuable resources. In case a secondary dataset is not
available in that case, primary data is an option. As per the objectives of the current study
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primary data is the only source to achieve the research objectives of the current study. Hence,
the current study collected primary data using a questionnaire (Zikmund, Babin, Carr, &
Griffin, 2012). To improve the quality of responses and response rate the survey will be selfadministrator (Hussey & Hussey, 1997; Collis & Hussey, 2013). The current study uses the
5-Likert scale because it is a widely used format for survey-based studies (Cooper &
Schindler, 2006). The scales to measure the relevant constructs considered in the current
study were adapted from the literature.
3.8.4 Sampling Procedure and Sample Size
A total of 625 questionnaires were distributed to make a high response in the data collection
process. According to PennState (2016), the suitable sample is 398 at 95% confidence level
with 50% variability for a population above 10 million. The literature showed that most of the
researchers, involved in the primary study have increased the sample size to avoid nonresponse (Sekaran & Bougie, 2010; Alabede, Ariffin, Zaimah, & Idris, 2011). The sample
size should be increased, at least 50%, to avoid non-response bias (Salkind, 1997). The
sample size has been increased by 57% to avoid non-response issues and 625 questionnaires
were distributed. I received 447 filled questionnaires, out of which 412 were used and 35
questionnaires were rejected due to wrong filling, missing some important information, and
some minor missing amounts (Aminu & Shariff, 2015). Due to the non-availability of
structured information about trade markets and target population,

questionnaires were

equally distributed in each city.
3.9 Measurement of Variables
Simple English language was used for the construction of items adapted from the existing
literature considering the culture of Pakistan. However, our research associate helped those
persons who were unable to understand English. The measurement of relevant constructs
taken under consideration has been reported in table 3.1 to table 3.11. Literature suggested
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that a minimum of three items are required to measure any construct (Cameron & Trivedi,
2013). This will facilitate the researchers in establishing strategic distance and fatigue
responses. However, this is suitable when the retention of the item is quite high or not items
were deleted otherwise seven items to measure each construct were suggested if the factor
reduction is expected (Creswell, 2013).
3.10 Data Analysis
3.10.1 Measurement scale
Scale to measure the construct must be relevant and appropriate because if the scale is not
appropriate or relevant the reliability and validity of the construct can be questionable. The
reliability and validity of the findings might be inappropriate. Scale measurement is a
“measurement instrument that is the collection of items combined into a composite score and
intended to reveal of theoretical variables not readily observable by direct means”
(Esbensen, Guyot, Westad, & Houmoller, 2002). The most common scale for the collection
of responses based on the perceptions, beliefs, attitudes is the Likert scale because it is
considered as easy and most understandable with the range of choices. Literature affirms that
there are approximately the same results in the case of 5 and 7 Likert scales in case of large
sample size (Cooper & Schindler, 2006; Joshi, Kale, Chandel, & Pal, 2015) where the
objective of the study is a correlation, regression-based on SEM. Most of the literature on the
primary dataset particularly quantitative is based on the survey-based dataset and collected
using the Likert scale. The current study considered the Likert scale for the measurement of
relevant constructs based on the 5 Likert scales. All the items of constructs were standardized
and adapted from the existing literature. The scale of the current study varies from 1 strongly
disagree, 3 neutral, and 5 strongly agree.
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3.10.2 Reliability and Validity
The validity and reliability of items being used to measure the relevant constructs is a matter
of concern to ensure the accuracy of measurement of the relevant variables. The relationship
between the measured constructs. The measurement of constructs can be misleading in case
of impairment of validity and reliability (Bakker & Wang, 2019). To ensure the validity and
reliability of measured constructs the items of the relevant construct must be valid and
reliable. Reliability of the construct is based on the chances or degree of producing the same
results in case of repetitive use of the item to measure the same construct in a specific
scenario (Scully, 2017). The validity and reliability of items of the questionnaire can be
accessed using the tools; internal consistency and stability test. Internal consistency can be
assessed using the equal halves data collected on the same measured constructs (Cheah,
Sarstedt, Ringle, Ramayah, & Ting, 2018). In the case of split halves, the dataset is divided
into two equal parts, and the results of both parts is compared to assess the consistency
(Mohajan, 2017). The stability test is assessed by retesting the same items to measure the
same constructs from the same respondents over the period. The current study considered cut
off value for item loading 0.50.
Cronbach alpha is an indicator to assess the reliability of items being used to measure the
relevant construct (Choi, Glassman, & Cristol, 2017). Cronbach alpha is considered the most
reliable and appropriate indicator for the assessment of the reliability of items being used to
measure the relevant construct. The assessment of the reliability of items in the current study
will be assessed using the Cronbach alpha. The value of Cronbach alpha ranges from 0.1 to
1.0. and studies affirmed that the threshold value of Cronbach alpha is 0.60; however, this
value varies according to research objectives and nature of the study. The reliability of the
construct will increase as the value of Cronbach alpha closer to 1.
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Validity refers to the chances or degree of measurement of a specific variable that is expected
to be measured using the items (Zikmund, Babin, Carr, & Griff, 2013). The validity of items
can be assessed or ensure if the items measured the same construct which was expected from
the items, in that case, we can say the scale is valid (Flake, Pek, & Hehman, 2017). The
assessment of validity is based on three tools; content/face validity, criterion, and construct
validity (Lak, Aghamolaei, Baradaran, & Myint, 2019). The assessment of face/content
validity is required in case of new items developed or the existing scale is modified according
to culture or requirement of study (Diemer, Rapa, Park, & Perry, 2017). Content/face validity
is not required if the scale is adapted from existing literature and used as it is to measure the
same construct (Sekaran & Bougie, 2016). Furthermore, the content validity assesses the
sufficiency of items/questions for the measurement of a relevant construct (Na-Nan,
Chaiprasit, & Pukkeeree, 2018). The validity of content is examined by the experts of the
relevant field of academics (Adams, Smart, & Huff, 2017). While criterion validity is
assessed using the factor analysis. Factor analysis will enable the researcher in understanding
the role of each item in the measurement of a relevant construct (Clark & Watson, 2019).
3.10.3 Analysis techniques
The research questions can be the answer based on some findings based on the data
collections. Various analysis techniques being followed in the domain of social sciences
research depending on the research objectives. All the analytical techniques are based on
some pre-defined set of sets or procedures. The process of data analysis being followed in the
current study is based on the research objectives. This study follows a set of a pre-defined set
of steps or procedures to analyze the data collected to achieve the underpinning objectives.
The initial step was the collection of data based on the defined set of population and sample
size and then data cleaning, treatment of missing values to achieve the normality. The second
step was understanding of data and responses based on descriptive statistics such as
140 | P a g e

demographics, percentages, and frequencies of measured constructs. At the last step
reliability and validity of items being used to measure the constructs.
3.10.4 Structural equation modelling
Structural Equation Modeling (SEM) is the most reliable and modern technique to understand
the underpinning relationship among the observed constructs (Hapsari, Clemes, & Dean,
2017). SEM is known as the “family of statistical models that seek to explain the relationship
among multiple variables” (Hair, Hult, Ringle, Sarstedt, & Thiele, 2017). SEM is the most
effective and efficient technique being followed to assess the underpinning structural
association between the constructs defined in the theoretical framework (Hooi, Abu, &
Rahim, 2018). SEM is considered as an effective and efficient tool because it detects the
errors and omissions in the measurement model (Zhu, Zhang, Wei, Li, & Zhao, 2019). SEM
technique is well equipped in assessing, feedback, and correlating errors incurred during the
measurement model (Baron & Kenny, 1986). Furthermore, SEM also facilitates
understanding the underlying association between observed and unversed constructs for a
better theoretical explaination based on the multiple regression techniques (Hair, Ringle, &
Sarstedt et al., 2013). Moreover, the literature affirmed that SEM is a more effective
technique, particularly when assessing the moderating effect on the relationship by explains
the effect size, direct effect, indirect effect, and compounding measurement error (Holmbeck,
1997). The features of SEM facilitate researchers in understanding the better theoretical
explainations based on the reliable data analysis which leads to valid conclusions.
PLS-SEM is a modeling technique that is based on variance technique which is considered
most popular for assessing the underpinning relationship in case of complex models
(Henseler, Bridging design and behavioral research with variance-based structural equation
modeling, 2017). Currently, the third generation of PLS-SEM is considered more effective to
analyze the models based on the multivariate data and also well equipped with the earlier
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features i.e. principal component analysis, linear regression, and modern features like
forecasting (Happ & Greven, 2018). The current version of PLS-SEM facilitates researchers
in understanding the association between various independent and various dependent
variables at the same time (Hair Jr, Howard, & Nitzl, 2020). Literature documented PLSSEM as a silver bullet among the other variance-based techniques for features offered
(Henseler, et al., 2014). The features and functions of PLS-SEM enable researchers in
understanding the series of causal relationships among the latent and predictors (Hair, 2011).
Moreover, PLS-SEM is user friendly and easy to hand without much knowledge of computer
programming and coding with greater statistical power and quickly manage complex and
large models.
3.10.5 Measurement Model
There are two steps to assess the theoretical model using the SEM technique inner and outer
model. Assessment of the outer model is known as the measurement model and the
assessment of the inner model is known as the structure model. The assessment of the
measurement model is defined based on the set of pre-defined procedures or rules to assess
the association among the latent constructs (Hair, et al. 2013). The measurement model
facilitates the researcher in understanding any set of variables in the model. The assessment
of the measurement model is considered an initial step in data analysis because if the
assessment of the measurement model is inappropriate which may to leads to an invalid
conclusion (Palminteri, Wyart, & Koechlin, 2017).
The assessment of the measurement model is based on two parameters, reliability and
validity, which is also known as the assessment of the outer model and measurement model
assessment (Ramayah, Lee, & In, 2011). Validity measures the accuracy of items, to measure
what was supposed to measure using the items in a particular model and reliability measures
the consistency or stability of items in a particular situation (Sekaran & Bougie, 2010). The
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assessment of the outer or measurement model assesses the reliability of every individual
item, internal consistency, and validity of constructs being measured in the model (Flake,
Pek, & Hehman, 2017). The current study assessed reliability and validity based on the
convergent, discriminant validity, Cronbach's alpha, composite reliability, and average
variance using the PLS-SEM.
3.10.5.1 Assessment of Reflective Measurement Model
The measurement model can be reflective and formative based on the association and
relationship among the constructs explained in the literature or theory. Defining an
appropriate model is critical before assessing the measurement model (Garson, 2016). PLSSEM deals with both reflective and formative models; However, for a valid assessment of
measurement of the outer model, the researcher needs to define either model is reflective or
formative (Khan, Dewan, & Chowdhury, 2016). In the case of reflective models items or
indicators are considered as a set of representative of construct because they reflect the
construct they are supposed to measure (Mikulić & Ryan, 2018). In reflective models items
can be used interchangeably and dropping one or two items does not significantly influence
the other items to measure the latent variable because all the items are measuring a similar
concept (Park, Lee, & Chae, 2017).
While in the case of formative models each item or indicator is considered as an individual
dimension and representing the particular meaning of the construct. In case, formative model
items or indicators can be used interchangeably because each indicator has a specific
meaning, and dropping any indicator or item in the formative model can influence the true
measurement of the model or construct. The assessment of the measurement model is the
initial step of data analysis and it includes the development and assessment of the
measurement model (Ali, Rasoolimanesh, Sarstedt, Ringle, & Ryu, 2018).
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3.10.5.1.2 Assessment of Construct Reliability
Reliability of items is considered a critical criterion in the assessment of measurement, it
requires a strong association among the indicators or items being used to measure the
particular construct (Kline, 2011). The literature defined reliability as “the degree or extends
to which a variable or set of variables is consistent in what it is intended to measure” (Hair,
Black, Babin, & Anderson, 2010). The assessment of reliability is based on the two most
critical factors Cronbach alpha and composite reliability (CR) (Barbaranelli, Lee, Vellone, &
Riegel, 2014). The internal reliability of items or construct is assessed based on the Cronbach
alpha’s value and the threshold value is 0.70 or higher (Nunnally & Bernstein, 1994; Pallant,
2001).
3.10.5.1.3 Assessment of Validity
Validity refers to the degree or extent of accuracy of items to measure the particular construct
variable (Zikmand, Babin, Carr & Griffin, 2013). The assessment of construct validity is
more critical particularly in the domain of social sciences (Cronbach & Meehl, 1955). Latent
variable or construct validity assessment ensures the accuracy of items being used to measure
construct defined based on theory and literature (Sekaran & Bougie, 2010). The validity
assessment of items ensures that the researcher is using the scale or items to measure the
latent variable is accurate and appropriate and further facilitate theory building. The
assessment of validity analysis is based on two components; discriminant validity and
convergent validity (Sekaran & Bougie, 2010).
3.11 Convergent Validity
Convergent validity refers to the degree or proportion to which the items or indicators
positively correlates used to measure the same construct. Sufficient literature has been
documented on the significance of convergent validity (Bornmann, Haunschild, & Adams,
2019). The assessment of convergent validity is based on the statistical tool known as average
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variance extract (AVE) along with factor loadings (Hair et al., 2013). The AVE is calculated
based on the average variance between latent variable items and their measurement.
According to Hair et al., (2013) “the grand mean value of the squared loadings of the
indicators associated with a particular construct (the sum of the squared loadings divided by
the numbers of indicators)”. To validate the convergent validity the average variance between
the construct and its measures must be higher than the shared variance in any other construct
in the same model (Couchman & Fulop, 2006).
3.12 Discriminant Validity
Discriminant validity is being used to assess the uniqueness of items in the measurement of
the latent construct. It ensures that items being used in the model to measure any construct
must measure the only one construct in the model which was expected (Hair et al., 2013).
The cross-loadings of latent variables or constructs can be used to assess discriminant
validity. Two schools of thought being documented in the literature for the assessment of
discriminant validity with pros or cons Fornel-Larcker and Heterotrait-Monotrait (Yoong,
Bojei, Osman, & Hashim, 2018). The initial assessment of discriminant validity is observed
from the factor loading an item must indicate a higher loading on its self and lower loadings
on other constructs (Vinzi, Chin, Henseler, & Wang, 2010). At the next stage, the assessment
of the discriminant validity of the construct or latent variable can be by comparing the square
root of AVE values with correlations of latent variables (Fornell & Larcker, 1981).
3.12.1 Structural Model Assessment
The structural model assessment is being used to assess the underpinning association among
the latent constructs defined based on theoretical and contextual (Hair, Hult, Ringle, Sarstedt,
& Thiele, 2017). The underpinning objective of the structural model assessment is to predict
the output layer of data by underlying meanings of input layers of data. Simply, the structural
model assessment is being employed to understand the underlying association among the
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latent constructs defined based on the conceptual and theoretical explaination (Hair Jr,
Howard, & Nitzl, 2020). Five statistical tools are being employed to assess the structural
model. The first is an assessment of collinearity issue, the second is an assessment of path
coefficients, third is level of r square, fourth is effect size which is measured through f
square, the fifth is predictive relevance assessed using Q square.
3.13 Pilot Study
A pilot study was conducted to check the reliability and validity of the instrument. For this 35
questionnaires were circulated and received (Moore, Carter, Nietert, & Stewart, 2011). Data
were analyzed by using SmartPls software.
Table 3.12

0.893

Composite
Reliability
0.925

Average
Variance
0.754

0.828

0.858

0.882

0.654

GG

0.912

0.922

0.938

0.791

NCO

0.203

0.204

0.715

0.556

PFC

0.891

0.893

0.925

0.754

QTS

0.950

1.050

0.956

0.784

RLG

1.000

1.000

1.000

1.000

RP

0.859

-0.619

0.733

0.365

TAS

0.951

0.992

0.960

0.799

TEA

0.948

0.916

0.936

0.746

TK

0.921

0.904

0.933

0.779

Variable

Cronbach

Rho_A

CB

0.891

CLT

CB= Compliance Behavior, TAS = Tax Administration System, TK = Taxation Knowledge,
QTS= Quality of Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale,
NCO = Non-compliance Opportunities, GG = Good Governance, FP= Financial Position,
RP= Risk Preference, RLG Religiosity
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Table 3.12 showed that Cronbach's alpha value is above 0.7 for all variables which showed
the reliability of the instrument and data was collected based on the pilot study.
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CHAPTER FOUR
Analysis and Findings
The objective of this chapter is to employ the statistical techniques discussed in the previous
chapter and to analyze the data collected through questionnaires. These statistical techniques
were employed to test the relationship between the independent and dependent variables,
independently and in the presence of moderators as shown in the conceptual model by
keeping in view the research objectives. These statistical tests gave the answers to the
questions raised in chapter one of this study. SmartPLS 3 software was used for the analysis
of the primary data, as recommended by Aminu and Shariff (2015). However, before running
the tests, the reliability and validity of the data were analyzed, and the research findings were
reported. The objective of this study is, to explore the reasons for low tax compliance of the
individual taxpayers of Pakistan and to suggest to responsible authorities for the formulation
of the income tax reforms in the country. For this purpose, the situational and environmental
characteristics of Pakistan were considered.
This chapter explores statistical results, for this, data was gathered from individuals working
in private and government organizations, and trade markets of five provincial capital cities of
Pakistan i.e. Islamabad, Karachi, Lahore, Peshawar, and Quetta. 125 questionnaires were
distributed in each city. In this way, 625 questionnaires were distributed in these five cities.
In each city 80, 20, and 25 questionnaires in private, government, and trade markets were
distributed respectively. Around eighty percent of GDP comes from the private sector in
Pakistan and the rest from the public sector the response rate was different in the five selected
cities.
This chapter is divided into two parts. First, the response rate has been discussed in detail,
and secondly, statistical results, by using SPSS and SmartPLS 3 software, are explored.
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4.1 Initial Data Screening and Preparation
For multivariate analysis, data should be screened, edited, and prepared for further analysis
and the data must be screened to find any potential violation of the basic assumptions of the
multivariate techniques (Esbensen, Guyot, Westad, & Houmoller, 2002). Data were tested for
normality, multicollinearity, and possible outliers.
4.1.1 Analysis of Missing Data
To reduce non-response to questions incomplete questionnaires were followed up at the time
of receipt to ensure that all items were being answered by the respondents. However, some
values were found missing at the time of feeding data and were replaced, through SPSS
software, with the mean value, if less than 5% (Hair, Sarstedt, Hopkins, & Kuppelwieser,
2014).
4.1.2 Analysis of Outliers
Outliers are the points, which are far from the major observations and may be due to
measurement variation and maybe an error (Churchill & Iacobucci, 2004). Outliners may
exist randomly in a data set and should be investigated because the presence of an outliner
can change the statistical results for the generalization (Hair, Black, Babin, & Anderson,
2010). The presence of outliers can change or distort the results of a data set and the results of
the sample will not be truly representative of the population except the same outliers
(Tabachnick & Fidell, 2013). Accordingly, the Mahalanobis D2 test was run to check and
deal with the outliers in the data. According to Mahalanobis D2, the value equal to or above
112.31 shows multivariate outliers and should be eliminated from the data (Aminu & Shariff,
2015). No value was above the threshold, so no questionnaire was removed from the data.
4.1.3 Normality
As the results were drawn from SmartPLS 3 through bootstrapping, it does not assume that
data is normally distributed because it is based on nonparametric procedures (Efron &
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Tibshirani, 1993). Although PLS-SEM does not require normality of the data like the
multiple regression model still it is important to make sure that data is not much away from
the normal (Hair, Black, Babin, & Anderson, 2010). Like other studies, the normality was
checked by the application of skewness and kurtosis test (Curran, West, & Finch, 1996; Hair,
Black, Babin, & Anderson, 2010; Tabachnick & Fidell, 2013). Non-normal data, often do
not have a substantial effect when the sample size is more than 200 (Tabachnick & Fidell,
2013). The Skewness and Kurtosis value should be less than 2 and 7 respectively for normal
data (Curran, West, & Finch, 1996) and the value of Skewness exceeding 3 and Kurtosis
value exceeding 10 may show a problem and value above 20 is serious (Tabachnick & Fidell,
2013). Data was run in SPSS v20 to find the Skewness and Kurtosis values and it was within
the prescribed range of 2 and 7 respectively. The range of Skewness was -1.004 to 1.274 and
Kurtosis was 0.23 to 6.104.
Table 4.1
Skewness and Kurtosis
Variables

Skewness

Kurtosis

avgTAS

-.100

-.144

avgTK

1.274

6.104

avgQTS

-1.004

2.113

avgTE

.411

.421

avgTPM

-.435

1.039

avgNCO

.745

.023

avgGG

-.872

3.073

avgCB

.180

1.048

avgPFC

-.305

-.514

avgRP

.470

.105
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CB= Compliance Behavior, TAS = Tax Administration System, TK = Taxation Knowledge,
QTS= Quality of Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale,
NCO = Non-compliance Opportunities, GG = Good Governance, FP= Financial Position,
RP= Risk Preference
4.1.4 Multicollinearity
Before assessing the structural model, collinearity must be tested (Hair, Sarstedt, Hopkins, &
Kuppelwieser, 2014), no multicollinearity was found in the exogenous variables except
culture and good governance. The outcomes in Table 5.2 displayed the values of VIF which
are below the rule of thumb value of 4.
4.1.5 Analysis of Multicollinearity
Before running the PLS-SEM model, VIF was tested to check the possibility of
multicollinearity. The VIF values are shown in Table 4.2. All values were below 4, except
culture and good governance. Little research has been done to see the effect of cultural values
on tax compliance, but many types of research have emphasized governance.
Table 4.2
VIF Values for Multicollinearity
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Variables

CB

TAS

2.002

TK

1.524

QTS

1.473

TEA

1.137

TPM

1.140

NCO

1.097

GG

6.548

CLT

6.667

FP

1.181

RP

1.397

CB= Compliance Behavior, TAS = Tax Administration System, TK = Taxation Knowledge, QTS= Quality of
Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities,
GG = Good Governance, FP= Financial Position, RP= Risk Preference

Multicollinearity can be removed by eliminating the variable with high multicollinearity (r) so the
culture was removed. The new VIF values are shown in Table 4.3.

Table 4.3
Inner VIF Values of Independent Variables
Variables

CB

TAS

2.001

TK

1.522

QTS

1.471

TEA

1.134

TPM

1.126

NCO

1.080

GG

2.972

FP

1.177

RP

1.395

CB= Compliance Behavior, TAS = Tax Administration System, TK = Taxation Knowledge, QTS= Quality of
Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities,
GG = Good Governance, FP= Financial Position, RP= Risk Preference.

After examination and reconfirming absence for collinearity problem, the subsequent step
was to evaluate the structural version.
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4.2 Response Rate
The data was collected through questionnaires, from employed and self-employed
individuals. No gender discrimination was made during the process of data collection
(Sekaran & Bougie, 2010). All present and prospective taxpayers were considered. To make
sure the maximum responses, free tax consultancy was insured by the researchers to the
respondents.
City wise distribution of questionnaires and their response rate is shown in Table 4.4. A total
of 625, questionnaires were distributed at an equal rate of 125 per city.
From Islamabad 99 (79%) questionnaires were returned, 4 incomplete questionnaires were
discarded, and used 95 questionnaires, effective response rate 76%. From Lahore 111 (89%)
questionnaires were returned 8 questionnaires were discarded due to missing some values.
The useable questionnaires from Lahore were 102 (82%). From Karachi 94 (75%)
questionnaires were returned 7 questionnaires were discarded due to missing some values.
The useable questionnaires from Karachi were 87 (70%). From Peshawar 76 (61%)
questionnaires were returned 6 questionnaires were discarded due. The useable
questionnaires from Peshawar were 70 (56%). From Quetta 67 (54%) questionnaires were
returned 10 questionnaires were discarded. The useable questionnaires from Quetta were 57
(46%). The highest response was received from Lahore and the lowest from Quetta. The
response rate of this study is similar to other studies conducted in the past (Muthuvelayutham
& Jeyakodeeswari, 2014).
Table 4.4
Geographical distribution of respondent
Response Rate
Questionnaires Circulated
Questionnaires Returned
Questionnaires Used
Questionnaires Excluded
Non-Responded
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Islamabad
125
99
95
4
26

Lahore
125
111
103
8
14

Karachi
125
94
87
7
31

Peshawar
125
76
70
6
49

Quetta
125
67
57
10
58

Total
625
447
412
35
178

Questionnaires
Response Rate
Effective Response Rate

79%
76%

89%
82%

75%
70%

61%
56%

54%
46%

72%
66%

4.3 Demographic Analysis
After city-wise analysis, the demographic analysis, based on qualifications, gender, national
tax number- NTN, the status of filer or non-filer, the hiring of any consultant and age, were
made.
4.3.1 Qualification
Table 4.5 showed the education-wise distribution of respondents. Corporations were at least
graduate, whereas, 27 (6.56%) respondents, out of 412 respondents, from the trade market,
had no formal education and 10 (2.47%) of total respondents were under matric. Out of 412
respondents, 63 (15.3%) were university graduates. One hundred and twenty-four (30%) of
the total respondents were university master’s degree holders, which include 122 from
corporations, 2 from local trade markets. The highest professionals were present in
companies which were 188 (45.63%) of the total respondent.
Table 4.5
Qualifications of the Respondents

Qualification
No formal education
Under matric
Matric
University Graduate
University Master
Professionals
Total
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Individuals
Organizations
Trade Markets
0
37
1
81
0
34
58
57
76
2
66
0
201
211

Total
37
81
34
115
78
66
412

4.3.2 Gender
No female businessman was found in any trading market of Pakistan, but 91 female
respondents were working in corporations. Out of 412 respondents, 321 (78%) were male and
91 (22%) were females. Table 4.6 showed this fact.

Table 4.6
Gender wise Detail of Respondents
Individuals
Organizations
Trade Markets
Male
140
211
Female
61
0
Total
201
211
4.3.3 National Tax Number holders
Gender

Total
351
61
412

Table 4.7 shows that 335 (81%) our respondent has NTN and the remaining 77 (19%) did not
get their NTN. It is worth mentioning here that in Pakistan NTN is not compulsory to file an
income tax return. FBR has given a swift route to file an income tax return without having
NTN. Most of the employed persons are carrying their NTN but only 21 (47.73%) selfemployed have taken NTN from the FBR.
Table 4.7
NTN wise Detail of Respondents
Individuals
Organizations
Trade Markets
127
57
74
154
201
211

NTN
Yes
No
Total

Total
184
228
412

4.3.4 Status (Filer/Non-Filer)
This information is immensely important. On every Sunday night, FBR updates its active
taxpayers’ list ATL on regular basis. Those persons whose names are listed in that list are
considered as filer otherwise non-filer. It was worth noticed that 81% of respondents have to
bear NTN, mean registered with the tax department but only 219 (53%) were filing their tax
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returns and were listed on the ATL. At least 28% were not filing their income tax returns in
addition to other persons who neither have NTN nor file an income tax return. Table 4.8
shows the detail of filer and non-filer individual taxpayers.

Table 4.8
Filer and Non-filer Respondents
Status
Filer
Non-Filer
Total

Individuals
Organizations
Trade Markets
135
84
66
127
201
211

Total
219
193
412

4.3.5 Consultant Hired
The following table shows that 208 (96%) filers have hired tax consultants to file their tax
returns and only 11 (4%) files their tax return. This information shows that the income tax
form is not easy for the people of Pakistan to fill even though, video clips and 24 hours
helpline is provided by FBR. This information shows that persons in an organization are
more knowledgeable are compare to persons working in the trade markets of Pakistan. The
rate of filing self-return by persons working in an organization is 100% higher than trade
markets. This information is shown in Table 4.9.
Table 4.9
Consultancy by the Filer Respondents
Consultant Hired
Yes
No
Total
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Individuals
Organizations
Trade Markets
87
60
48
24
135
84

Total
147
72
219

4.3.6 Age
The highest respondents employed in the organizations were falling under 31-40 years of age
that is, 178, and the highest respondents self-employed were falling under 41-50 years of age
that is 29. The least respondents were falling under above 50-61 years of age. Nobody above
60 responded properly. This fact is shown by Table 4.10

Table 4.10
Age of the Respondents
Individuals
Total
Organizations
Trade Markets
20-30
77
27
104
31-40
80
115
195
41-50
37
56
93
51-60
7
13
20
Above 60
0
0
0
Total
201
211
412
Some forms of persons having age above sixty were received but these were rejected due to
incompleteness.
Age (years)

Table 4.11
Source of Income
Source of Income
Private Sector
Public Sector
Owned Business
Rental Income
Others

Respondents
92
33
253
21
13

Our 61% of respondents were entrepreneurs/businessmen whereas, 39% of respondents were
employed somewhere. Out of this 39%, 22% of respondents were employed in the private
sector 8% were employed in the public sector, 5% had rented land or building and 3% of
respondents were earning from some other sources. Respondents were asked to check the
major earning activity only.
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Table 4.12
Descriptive Analysis of Personal Financial Condition

Code

Items

PFC6_1

I am satisfied with my present
financial situation
PFC8_1
I am having financial commitment
to my extended family
M= Mean SD= Standard Deviation

Strongly
Disagree/
Disagree

Neutral

Agree
/Strongly
Agree

M

SD

2.24

1.42

260

63%

29

7%

123

30%

3.78

1.35

95

23%

20

5%

297

72%

The descriptive results of a financial position show that 63% of respondents are not happy
with their financial condition and 72% having a commitment to their extended family. The
descriptive analysis shows that respondents are not satisfied with their current financial
position.
Table 4.13
Descriptive Analysis of Risk Preferences

Code

Items

Health risks (e.g. smoking, high
alcohol consumption)
Financial risks (e.g. gambling, risky
RP9ii_1
investment)
Safety risks. (e.g. fast driving, city
RP9iv_1
cycling without a helmet
M= Mean SD= Standard Deviation
RP9i_1

Strongly
Disagree/
Disagree

Neutral

Agree
/Strongly
Agree

M

SD

1.97

1.48

310

75%

21

5%

81

20%

1.93 1.30

313

76%

43

10%

60

15%

2.77 1.31

202

49%

67

16%

143

35%

The above table shows that majority of respondents are not risk-averse. The majority of the
respondents (75%) are not taking health risks by having smoking etc. similarly 76% of
respondents are not involved in financial risk with a mean of 1.93 and SD of 1.30. On the
other hand, 49% of respondents are involved in social risk by having fast driving, etc. The
overall picture shows that respondents are risk-averse.
Table 4.14
Descriptive Analysis of Tax Administration System
Code

Items
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M

SD

Strongly
Disagree/

Neutral

Agree
/Strongly

Disagree
There is a chance that Mr. A will be caught
by the tax authority if the amount he was
paid is Rs.100,000/There is a chance that Mr. A will be caught
TAS11_1 by the tax authority if the amount he was
paid is Rs. 10,000/Taken to court and pay the tax he owes with
TAS15_1
interest
M= Mean SD= Standard Deviation
TAS10_1

Agree

2.49 1.70 252 61% 23

6%

137

33%

2.14 1.41 279 68% 13

3%

120

29%

2.31 1.45 249 60% 60 15% 103 25%

Descriptive analysis of the respondents shows that majority of the people do not have fear of
being caught by the department, irrespective of the amount of transaction they involve which
shows a very weak control of FBR over the economy of Pakistan. According to the
respondent’s opinion, there very low chance that the Pakistan tax system can catch a person
who is involved in tax non-compliance this is evident from the mean score of 2.14, 2.31, and
2.49 with a standard deviation of 1.41, 1.45, and 1.70 respectively. The overall opinion of the
respondents shows that the Pakistan tax system is not effective.
Table 4.15
Descriptive Analysis of Taxation Knowledge

Code

Items

Rent received from letting out a
house
TK21ii_1 Medical expenses
M= Mean SD= Standard Deviation
TK20ii_1

M

SD

2.43

1.40

1.71

0.86

Strongly
Disagree/
Disagree

Neutral

Agree
/Strongly
Agree

149

36%

88

21%

175

42%

227

55%

76

18%

109

26%

Taxation knowledge was tested with the help of basic tax transactions i.e. interest on bank
accounts and rent from property etc. but above table shows the people are not carrying
sufficient tax knowledge. Even with respect to rent, which is a very common practice in the
country and all over the world, 36% reacted that there is not tax which may means that either
their income is exempt from tax or they are not paying taxes on their rental income and 21%
are ignorant about its taxation. Similarly, majority of public thinks that medical expenses can
be deducted from total income which is also a misconception among people of Pakistan. The
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highest ignorance level can be seen in case of provision for doubtful debt, which almost every
business face during their day to day business.
Table 4.16
Descriptive Analysis of Quality of Tax Services

Code

Items

It is much difficult to find relevant tax
officer of my region.
Tax employees respond quickly to my tax
QTS23_1
service needs.
M= Mean SD= Standard Deviation
QTS22_1

Strongly
Disagree/
Disagree

Neutral

Agree
/Strongly
Agree

M

SD

2.23

1.44

244

59%

91

22%

77

19%

2.12

1.33

248

60%

96

23%

68

17%

The respondents point of views regarding quality of tax services are not good 60% people are
talking about the non-availability of the tax officers; they feel that tax department does not
respond within time. The respondents are not comfortable with the dealings of public
servants. The mean score of QTS22_1 is 2.23 with SD of 1.44 reveals that locating a tax
office is difficult for taxpayer. The mean score around 2 shows that perception of the
taxpayer regarding tax quality is good.
Table 4.17
Descriptive Analysis of Good Governance

Code

Items

I trust the National Assembly in making good
laws for Pakistan
GG32_1
There is free and fair election in Pakistan
There is wastefulness in government
GG33_1
expenditure
I have access to the published accounts and
GG34_1
annual report of Federal Government
M= Mean SD= Standard Deviation
GG31_1

Strongly
Disagree/
Disagree

Neutral

Agree
/Strongly
Agree

M

SD

2.24

1.63

281

68%

13

3%

118

29%

1.90

1.08

269

65%

121

29%

22

5%

2.62

1.60

206

50%

91

22%

115

28%

1.84

1.13

279

68%

97

24%

36

9%

The views of respondents regarding governance position of Pakistan is very. 68% have not
trust on the national assembly for making laws. They do not have trust on the laws framed in
Pakistan. Molarity (65%) respondents are also thinking that elected government has not been
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selected through proper electoral procedures. Overall, respondents are not happy with the
governance position of Pakistan. Mean score of 1.84 with SD of 1.13 regarding access to the
government accounts also shows that respondents do not have access to the public accounts.
Table 4.18
Descriptive Analysis of Tax Evasion Attitude

Code

Items

Not declaring my extra income of Rs.
20,000 on my tax return is a serious
offence.
What happened if I am not declaring
TEA43_1 my income, because many persons are
not declaring.
One can criticize others who exploit the
TEA44_1 many possibilities there are to evade
taxes
I think snatching a cell phone of
TEA45_1
Rs.2,000 is not a serious illegality
I think embezzling Rs. 3,000 from an
TEA46_1
employer is a serious illegality
I think stealing Rs. 500 is not a serious
TEA47_1
illegality
M= Mean SD= Standard Deviation
TEA41_1

Strongly
Disagree/
Disagree

Neutral

Agree
/Strongly
Agree

M

SD

3.56

1.60

108

26%

74

18%

230

56%

3.73

1.45

77

19%

92

22%

243

59%

3.24

1.41

138

33%

70

17%

204

50%

2.63

1.30

217

53%

87

21%

108

26%

2.74

1.20

211

51%

69

17%

132

32%

3.59

1.30

114

28%

43

10%

255

62%

The descriptive statistics show that 56% and 59% of people perceived that concealment of
income and claiming of fake expenses, respectively, is not a serious offense, and 51% of
people thinks that because other people do not declare their income that’s why it's fine not to
declare their income too. Similarly, the majority of people are also inclined towards some
crimes, there might be a reason of media and social media which normally spread the
corruption stories of the policies, that why people are trying to behave like that.
Table 4.19
Descriptive Analysis of Taxpayers’ Morale

Code

Items

M

SD

TPM48_1

People should be certain that their actions
never intentionally harm another even to a
degree.

3.49

1.21
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Strongly
Disagree/
Disagree

112

27%

Neutral

53

13%

Agree
/Strongly
Agree

247

60%

Risks to another should never be tolerated,
irrespective of how small the risk might
be.
The existence of potential harm to others
TPM50_1 is always wrong, irrespective of the
benefit to be gained
One should not psychologically and
TPM51_1
physically harm another person
One should perform an action which
TPM52_1 might in any way threaten the dignity and
welfare of another individual
If an action could harm an innocent other,
TPM53_1
then it should not be done
The dignity and welfare of the people
TPM54_1 should not be the most important concern
in any society
It is never necessary to sacrifice the
TPM55_1
welfare of others
Moral behavior is actions that closely
TPM56_1
match ideas of most “perfect action”.
M= Mean SD= Standard Deviation
TPM49_1

3.50

1.37

109

26%

60

15%

243

59%

3.67

1.29

107

26%

72

17%

233

57%

3.70

1.33

104

25%

61

15%

247

60%

3.59

1.39

125

30%

62

15%

225

55%

3.65

1.07

54

13%

133

32%

225

55%

3.37

1.14

83

20%

151

37%

178

43%

3.40

1.42

107

26%

51

12%

254

62%

3.18

1.39

117

28%

80

19%

215

52%

In contrast to a tax evasion attitude, the taxpayer’s morale of respondents is much better.
Around 52% to 62% of people think that they should care for others and do not harm other
society members.
4.4 Non-response Bias Test
Non-response means that the researcher was unable to get information from the respondents due
to the difficulty of contact, respondent refused to reply or any other reason for not getting an
answer from the respondent (Baruch, 1999) The issue of non-response bias occurs in a survey
when the reply of respondents meaningfully different from the respondents who did not reply
(Baruch, 1999).

4.5 Analysis of Smart-PLS Results
This section is the basic and core section of the study, where the results of factor analysis are
presented by using Smart-PLS 3 software. All variables are used in this study are taken from
previous studies. For factor analysis, the outer model checked the unidimensional of the
variables of the study (Hair, Sarstedt, Hopkins, & Kuppelwieser, 2014). First, the reliability
and validity of the constructs were measured in this study (Wong, 2013). The structural
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model was analyzed after confirming the validity and reliability of constructs, to determine
the relationship between latent variables. After screening the data, the inner model (structural
model) and outer model (measurement model) were assessed through SmartPLS 3 (Hair,
Sarstedt, Hopkins, & Kuppelwieser, 2014).

It may conclude that PLS-SEM helped to

evaluate the direct and moderating results of this study (Wong, 2013). Aminu, (2015) used
SmartPLS 3 to draw a causal relationship among his theoretical constructs. Before starting
the PLS-SEM exploration, the model configuration was necessary to clearly understand the
underline model (Wong, 2013). Indicators should be identified, whether that are reflective or
formative.
Approaches are different to measure reflective models and formative models (Hair, Sarstedt,
Hopkins, & Kuppelwieser, 2014; Wong, 2013). In this research all the indicators were
reflective. Furthermore, the investigation did not involve checking second-order structures,
which includes two layers of the component. Simply, the inner model was treated as a
primary construct among other constructs (Wong, 2013). Eleven constructs were used which
includes eight independent variables, Tax Administration System (TAS), Taxation
Knowledge (TK), Quality of Tax Services (QTS), Tax Evasion Attitude (TEA), Taxpayer’s
Morale (TPM), Non-compliance Opportunity (NCO) and Good Governance (GG) and two
moderating variables Financial Position (FP) and Risk Preference (RP) and one dependent
variable.
4.5.1 The Outer Model (Measurement Model)
PLS-SEM requires, before the assessment of the inner model (structural model), the outer
model must be assessed for its validity (Aminu & Shariff, 2015). Measurement of
components was dealt with in the outer model, which decides how well the items (indicators)
are associate and load with each respective construct. For evaluating the outer model validity
and reliability are the main criteria in PLS-SEM analysis (Hair, Ringle, & Sarstedt, 2013).
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The relationship between the constructs relies on the reliability and validity of the
measurement of their components (Hair, Ringle, & Sarstedt, 2013). The outer model is
assessed by computing individual item reliability, convergent reliability, and discriminant
validity (Aminu & Shariff, 2015). Individual reliability means indicator reliability and
internal consistency reliability, and these can be measured by composite reliability (Aminu &
Shariff, 2015).
Convergent validity can be checked by evaluating the Average Variance Extracted (AVE)
and the Fornell-Larcker criterion was used to check the discriminant validity (Wong, 2013;
Hair, Ringle, & Sarstedt, 2013). Consistencies of results among the same set items are usually
used to measure the internal consistency (Hair, Ringle, & Sarstedt, 2013).

Composite

reliability does not presume the loading indicator of the construct, unlike Cronbach’s alpha,
the benchmark value must be more than 0.60 (Hair, Ringle, & Sarstedt, 2013; Wong, 2013).
The value of Cronbach’s alpha more than 0.70 is most appropriate (Hair, Ringle, & Sarstedt,
2013). The value of CR above 0.60 shows the average internal consistency of elements, but
the value of more than 0.70 up to 0.90 is most desirable (Nunnally & Bernstein, 1994). After
examining the results of Cronbach’s alpha and CR for all construct in Table 5.20 depicts that
all score of Cronbach’s alpha and CR was above benchmark value of 0.70 (Hair, Ringle, &
Sarstedt, 2013; Henseler, Ringle, & Sinkovics, 2009). The score of CR in this research ranges
from 0.885 to 0.948, which shows the trustworthiness of the underline measurement model.
The next step is the evaluation of the convergent validity, which means how items of the
same constructs are theoretically related to each other (Henseler, Ringle, & Sinkovics, 2009;
Hair, Ringle, & Sarstedt, 2013). It shows the degree of association between a measure of the
same constructs (Hair, Ringle, & Sarstedt, 2013).

For measuring and identifying the

convergence of elements, the AVE benchmark value should be 0.50 and above (Henseler,
Ringle, & Sinkovics, 2009). AVE score of 0.50 shows sufficient convergent validity means a
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good relationship or simply means, the latent constructs shows indicator’s half of the variance
and depicts the sufficient convergent validity (Hair, Ringle, & Sarstedt, 2013). Scores of
AVE are depicted in table 4.16, the value of AVE is more than 0.50 which is the threshold
value (Hair, Ringle, & Sarstedt, 2013). The results disclosed that the AVE score ranges from
0.462 to 0.757establishing convergent validity.
Table 4.20
Loading, Reliability and Convergent Validity values
Variables

CB

GG

NCO

QTS

TAS

TEA

TK

Items

Loading

CB1_1

0.839

CB2_1

0.866

CB4_1

0.870

CB5_1

0.875

GG31_1

0.859

GG32_1

0.891

GG33_1

0.897

GG34_1

0.907

NCO58_1

0.984

NCO60_1

1.000

QTS22_1

0.951

QTS23_1

0.924

QTS25_1

0.935

TAS10_1

0.879

TAS15_1

0.748

TAS16_1

0.742

TAS17_1

0.763

TAS18_1

0.917

TAS19_1

0.956

TEA41_1

0.862

TEA43_1

0.919

TEA44_1

0.845

TEA45_1

0.922

TEA46_1

0.757

TEA47_1

0.953

TK20ii_1

0.948
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Cronbach’s
Alpha

CR

AVE

0.885

0.921

0.744

0.912

0.911

0.719

0.911

0.942

0.503

0.930

0.955

0.877

0.940

0.933

0.702

0.948

0.953

0.773

0.927

0.963

0.929

Discriminant
validity

YES

YES

YES

YES

YES

YES

YES

TPM

TK21ii_1

0.980

TPM48_1

0.970

TPM49_1

0.949

TPM53_1

0.856

0.917

0.947

0.857

YES

CB= Compliance Behavior, TAS = Tax Administration System, TK = Taxation Knowledge, QTS= Quality of
Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities,
GG = Good Governance, FP= Financial Position, RP= Risk Preference, RLG Religiosity

4.5.2 Discriminant Validity
Fornell-Larcker criterion is the most conventional approach for checking the discriminant
validity and cross-loading is a more liberal and convenient method for the measurement of
discriminant validity (Hair, Ringle, & Sarstedt, 2013). Where, the value of the square root of
AVE for each construct, is higher than the correlation of constructs, with any other variable
(Hair, Ringle, & Sarstedt, 2013). In this research, the discriminant validity was evaluated by
matching the value of correlations presented in Table 4.21. The said table depicts the score of
the Fornell-Larcker criterion test with the score of AVE square root for constructs. The value
in table 4.20, shows the value of the square root of AVE which is higher than the value of all
other constructs’ correlation with other constructs. It’s concluded that discriminant validity
has been established.
Table 4.21
Discriminant Validity
CB

GG

NCO

QTS

CB

0.863

GG

0.769

0.889

NCO

0.204

0.316

0.709

QTS

-0.031

-0.039

0.047

0.937

TAS

0.062

0.051

0.010

-0.067
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TAS

0.839

TEA

TK

TPM

TEA

-0.068

-0.099

-0.013

0.021

-0.048

0.879

TK

-0.059

-0.028

0.055

-0.029

-0.036

0.066

0.964

TPM

0.812

0.568

0.117

-0.006

0.039

-0.033

-0.056

0.926

CB= Compliance Behavior, TAS= Tax Administration System, TK = Taxation Knowledge, QTS= Quality of
Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities,
GG = Good Governance, FP= Financial Position, RP= Risk Preference, RLG Religiosity

At the end of this step but before the analysis of the inner model (measurement model), the
contribution of the indicators was assessed through outer factor loading. Factor loading
means the interaction of the identified factors with the variables (Armor, 1973). Outer
loading benchmark value should be 0.50 or above but value greater than 0.40 and less than
0.70 should be considered carefully and the critical items should be deleted if after the
deletion of items, the CR and AVE value of remaining items increase (Hair, Ringle, &
Sarstedt, 2013). Based on the recommendation of (Hair, Ringle, & Sarstedt, 2013), 37 items
out of 67 items were deleted, leaving 30 items, to reach the required results. Figure 3.2 shows
that all the loading values are above the recommended threshold of 0.50, indicated that the
indicators have contributed much in explaining the constructs. There was no discriminant
validity problem existed as the value of the indicators of outer loading was higher than all its
cross-loadings (Aminu & Shariff, 2015). After getting satisfaction from the reliability and
validity of the outer model, the inner model was evaluated. 37 items were deleted but no
construct was eliminated as the minimum number of indicators were present (Hair, Ringle, &
Sarstedt, 2013).
4.5.3 The Structural Model
As discussed earlier, after the establishment of the reliability and validity of the outer model,
the inner model (structural model) was assessed. Before assessment of the inner model,
collinearity should be verified through VIF (Hair, Ringle, & Sarstedt, 2013). The value of
VIF below 0.5 shows no multicollinearity in the data (Damodar, 2010). The results values
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showed in table 4.3 are about VIF and the values of all variables are below the threshold
value of 5. The absence of multicollinearity in the data allows the researcher to conduct
further analysis. The assessment of the inner model can be done by assessed by the
Coefficient of determination (R2), effect size (f2), predictive relevance (Q2), and path
coefficient (Hair, Ringle, & Sarstedt, 2013).
4.5.4 Direct Relationships
A systematic analysis of the inner model was carried out to give a detailed analysis to test the
hypothesis. At the first step, a direct relationship between the exogenous and endogenous
variables was done. SmartPLS 3 was used to check path coefficients and significance of
relationships, through PLS-SEM bootstrapping. The data were analyzed on an actual basis
and then 5,000 cases were taken as bootstrapping (Hair, Ringle, & Sarstedt, 2013). The first
model analyzed the direct impact of the independent variables on the dependent variable and
hypotheses from
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to

were tested accordingly.

Tax Administrative
System
Taxation Knowledge

+
Quality of Tax
Services

+

Tax Evasion Attitude

+

Financial
Position

Taxpayers’ Morale

Taxpayer
Compliance

Non-Compliance
Opportunities

-

Good Governance

+

Risk Preferences

+
+
Figure 4.1 Theoretical Framework
Figure 4.1 shows seven independent and one dependent variable with three moderators.
These variables are taken from the previous studies conducted in different countries (Abdul
& Sheehan, 2004; Amoah, Yeboah Asuamah, & Amaning, 2014; Cerqueti & Coppier, 2015;
Brockmann,
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Genschel,

&

Seelkopf,

2016).

Table 4.22
Direct Relationship of Independent Variables
PVariables

Patch Co-efficient

T Statistics
Values
0.000

TAS -> CB

0.551

19.282
**

TK -> CB

-0.013

0.588

QTS -> CB

0.058

1.978

0.609
0.032
**
0.028

TEA -> CB

-0.056

2.251
**

TPM -> CB

0.039

1.656

NCO -> CB

0.054

3.422

0.090
0.023
**
0.000

GG -> CB

0.454

16.251
***

CB= Compliance Behavior, TAS = Tax Administration System, TK = Taxation Knowledge, QTS= Quality of
Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities,
GG = Good Governance (** P≤.05 *** P<.01)
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Figure 4.2 PLS algorithm direct relationship
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Figure 4.3 PLS-SEM bootstrapping direct relationship
Path coefficients of independent and dependent variables are shown in Figure 4.2, which
were derived through SmartPLS 3 software and Figure 4.3 is showing PLS-SEM
bootstrapping direct relationships. The results of direct relationships showed that some
exogenous variables, like Tax Administrations System, Quality of Tax Services (QTS), Tax
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Evasion Attitude (TEA), Non-Compliance Opportunities (NCO), and Good Governance
(GG) have a significant impact on dependent variable except taxation knowledge (TK), and
Taxpayers’ Morale (TPM). Out of seven exogenous variables, five were significant at P-value
<0.05 and t-value above 1.96 and two variables, Taxation Knowledge (TK) and Taxpayers’
Morale (TPM) were insignificant having a p-value exceeding 0.05 with t-value below 1.96.
Concerning

, results suggested that the prevailing tax administration system has a

significant and a positive impact on the taxpayers’ behavior towards compliance (β 0.551;
t=19.282; p<0.050); therefore, we fail to reject

. The taxpayers’ behavior may be increased

by introducing a good tax administration system in the country. There are several researches
which showed a positive significant relationship of tax administration system with taxpayers’
compliance behavior (Alstadsæter & Jacob, 2013; Helhel, 2014; Chandrappa, 2016)
whereas, penalties and threatening are insignificant to taxpayers’ compliance behavior
(Mohdalia, Isa, & Yusoff, 2014). Concerning

, results suggested that taxation knowledge

has an insignificant impact on the taxpayers’ behavior towards compliance (β-0.013; t=0.588;
p>0.609); therefore,

is not supported because results showed that Taxation Knowledge

has an insignificant influence on tax compliance behavior. Various studies showed that
taxation knowledge has an insignificant impact on taxpayers’ compliance behavior
(Vikneswaran, 2016; Beesoon, Soondram, & Jugurnath, 2016).
Concerning

results suggested that Quality of Tax Services (QTS) has a significant and a

positive impact on the taxpayers’ behavior towards compliance (β 0.058; t=1.978; p<0.032);
therefore,

is supported because results showed that Quality of Tax Services has a
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significant influence on tax compliance behavior. By increasing the perceived tax services for
the taxpayers, tax compliance may be increased. Different studies revealed the same results
(Alm, Cherry, Jones, & McKee, 2010; Gangl, Torgler, Kirchler, & Hofmann, 2014; Maiga,
2015).
Concerning

, results suggested that prevailing tax evasion attitude has a significant and

negative impact on the taxpayers’ behavior towards compliance (β -0.056; t=2.251; p<0.028);
therefore,

is supported. The taxpayers with a high level of Tax Evasion Attitude showed a

low level of compliance. The higher Tax Evasion Attitude leads to low tax compliance
behavior. Several studies showed a significant relationship with taxpayers’ compliance
behavior (Eriksen & Fallan, 1996; Kirchler, 2007; Bobek, Hageman, & Kelliher, 2013;
Almamun, et al., 2014).
Concerning

, results revealed that taxpayers’ morale has a weak relationship with

taxpayers’ behavior towards compliance (β 0.039; t=1.656; p<0.090); therefore,

is not

supported. Some studies unable to find any statistically significant relationship between
persons' believe about taxes and taxpayers’ compliance behavior (Alabede, Ariffin, & Idris,
2011). Concerning

, results revealed that non-compliance opportunities have a significant

impact on the taxpayers’ behavior towards compliance (β 0.054; t= 3.422; p>0.023);
therefore,

is supported. The income level, sources of income, and type of profession

showed a significant relationship with taxpayers’ compliance behavior (Richardson, 2006;
Alabede, Ariffin, & Idris, 2011; Natrah, 2012; Ching, 2013). Concerning
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, the result

suggests that good governance has a very strong significant and positive impact on the
taxpayers’ behavior towards compliance (β 0.454; t=16.251; p<0.000); therefore,

is

supported. By increasing the governance position and transparent political policies, tax
compliance may be increased. Many studies showed that governance has a significant
relationship with taxpayers’ compliance behavior (Cummings, Vazquez, McKee, & Torgler,
2009; Alabede, Ariffin, & Idris, 2011; Umar, Derashid, & Ibrahim, 2016).
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4.5.5 Moderating variables as Independent Variables
Before assessing the moderation effect on the dependent and independent variables, first of
all, assess the direct impact of the independent variable on the dependent variable, at the last
add interaction terms to see the impact of independent variables, including moderators, on the
dependent variable in the presence of moderators by multiplying the independent variable
with the moderators (Bennett, 2000; Garcia, Kenny, & Ledermann, 2015). The main results
over the unbiased variables about the structured variable; then, look at the fundamental effect
of the independent variables, together with the moderator regarding the established variable;
lastly, inserted interplay terms, i.e. the virtue regarding unbiased variables by the moderator
variable (Chin, Marcolin, & Newsted, 2003).
Following the above-mentioned procedure, the effects regarding the interacting effects
between moderators, Risk Preferences and Financial Position, and independent variables Tax
Administrations System (TAS), Taxation Knowledge (TK), Quality of Tax Services (QTS),
Tax Evasion Attitude (TEA), Taxpayers’ Morale (TPM), Non-Compliance Opportunities
(NCO) and Good Governance (GG) overall performance were examined. The results in table
4.23 showed the main effect of independent variables and moderators.
Table 4.23
Direct Relationship of all Independent Variables and Moderators
Variables

Patch Co-efficient

TAS -> CB

0.529

17.633

0.000***

TK -> CB

-0.010

0.476

0.635

QTS> CB

0.068

2.122

0.037***
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T Statistics

P- Values

TEA -> CB

-0.011

0.478

0.633

TPM -> CB

0.053

2.078

0.040***

NCO -> CB

0.083

2.202

0.028***

GG -> CB

0.442

14.675

0.000***

RP>CB

-0.003

0.149

0.881

FP -> CB

-0.002

0.086

0.931

CB= Compliance Behavior, TAS= Tax Administration System, TK = Taxation Knowledge, QTS= Quality of Tax
Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities, GG
= Good Governance, FP= Financial Position, RP= Risk Preferences (** P≤.05 *** P<.01)
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Figure 4.4 PLS algorithm direct relationship

Figure 4.5 PLS-SEM bootstrapping direct relationship
, remained supported with a decrease in t-value from 19.282 to 17.633, and β–value

changed from 0.551 to 0.529 and p-value decreased from 0.050 to 0.000 that showed a
significant relationship.
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By adding moderators as independent variables, the Tax

Administration System remained significant and Taxation Knowledge

was also remained

insignificant where t-value and p-value of Taxation Knowledge have been decreased from
0.588 to 0.635 and 0.609 to 0.476 respectively. Taxation Knowledge again showed a weak
relationship with the compliance behavior of the taxpayer. Now the t-value and the p-value of
Quality of Tax Services (QTS) changed from 1.978 to 2.122 and 0.032 to 0.037 respectively.
A bit weaker relationship has been established between the dependent and independent
variables. The Quality of Tax Services was significant after the incorporation of moderators
(Alabede, Ariffin, & Idris, 2011). The Tax Evasion Attitude’s t-value and p-value have been
changed from 2.251 to 0.478 and 0.028 to 0.633 respectively. The Tax Evasion Attitude
became insignificant by the induction of Financial Position and Risk Preferences (Alabede,
Ariffin, & Idris, 2011). The new variables also changed the significance level of Taxpayers’
Morale (TPM) from insignificant to significant and now showed a positive significant impact
on compliance behavior and values have been changed from (β 0.039; t=1.656; p<0.090) to
(β 0.053; t=2.078; p<0.040) therefore,

is now supported.

After taking moderators as independent variables, the t-value and a p-value of Noncompliance Opportunities have been changed and revealed a significant impact on the
compliance behavior. The new values were (β 0.083; t=2.202; p>0.028) as compared to (β
0.0.054; t=3.422; p>0.023) hence, supported. There is a slight decrease in the t-value and pvalue of good governance (β 0.442; t=14.675; p<0.000); from (β 0.454; t=16.251; p<0.000)
but it was still supported showing a significant impact on taxpayers’ compliance behavior.
The basic change was made, to see the direct impact of moderators on the independent
variable (Bennett, 2000). So, Risk Preference and Financial Risk were introduced as
independent variables to see their direct impact on the taxpayers’ compliance behavior
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(Alabede, Ariffin, & Idris, 2011; Lau, Choe, & Tan, 2013). Results in Table 4.24 showed that
two variables showed a weak relationship with the dependent variable. Risk Preference
relationship with compliance behavior was below the statistical threshold. So, an insignificant
impact on taxpayers’ compliance behavior was revealed (β -0.003; t=0.149 p<0.881). Hence,
is not supported as the statistical values were not within the benchmark limits. Financial
Position has also shown the same behavior as risk preferences (β -0.002; t=0.086; p<0.931)
on taxpayers’ compliance behavior, so it also showed a weak relationship with compliance
behavior. From the above discussion, it is cleared that both new independent variables
showed an insignificant relationship with taxpayers’ compliance behavior which means that
in Pakistan the taxpayers’ Financial Position and Risk Preference, have a weak relationship
with taxpayers’ compliance behavior.
Table 4.24
Summary of Direct Hypothesis
Hypotheses

Variables

Patch Co-

T Statistics

P- Values

Decision

efficient
H1

TAS -> CB

0.529

17.633

0.000*

H2

TK -> CB

-0.010

0.476

**0.635

H3

QTS> CB

0.068

2.122

0.037*

H4

TEA -> CB

-0.011

0.478

**0.633

H5

TPM -> CB

0.053

2.078

0.040*

Supported

H6

NCO -> CB

0.083

2.202

**0.028*

Supported

H7

GG -> CB

0.442

14.675

**0.000*

Supported

RP>CB

RP>CB

-0.003

0.149

**0.881

Not Supported
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Supported
Not Supported
Supported
Not Supported

FP -> CB

FP -> CB

-0.002

0.086

Not Supported

0.931

CB= Compliance Behavior, TAS= Tax Administration System, TK = Taxation Knowledge, QTS= Quality of Tax
Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities, GG
= Good Governance, FP= Financial Position, RP= Risk Preferences.

Compliance Behavior in the Presence of Risk Preference and Financial Position
Table 4.25
Joint Moderating Impact of Risk Preferences and Financial Position on Compliance
Behavior

Variables

Patch Co-efficient

T Statistics

P- Values

TAS -> CB

0.885

16.954

0.000***

TK -> CB

-0.040

0.346

0.734

QTS -> CB

0.660

4.961

0.000***

TEA -> CB

-0.154

0.789

0.431

TPM -> CB

0.019

3.849

NCO -> CB

-0.049

1.993

0.000***
0.027**

GG -> CB

0.582

14.002

0.000***

RP -> CB

-0.197

0.021

0.983

FP -> CB

-0.436

0.056

0.955

FP x TAS -> CB

-0.461

0.187

0.851

FP x TK -> CB

0.406

0.906

0.339

FP x QTS -> CB

0.193

2.113

0.035**

FP x TEA -> CB

-0.294

2.212

0.022**

FP x TPM -> CB

-0.601

0.142

0.886

FP x NCO -> CB

-0.054

0.043

0.963

FP x GG -> CB

0.143

2.283

0.023**

RP x TAS -> CB

-0.017

2.715

0.007***

RP x TK -> CB

-0.281

2.509

0.012**

RP x QTS -> CB

0.296

0.820

0.409
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RP x TEA -> CB

0.286

1.876

RP x TPM -> CB

0.042

0.058

0.061
0.734

RP x NCO -> CB

0.012

0.250

0.797

RP x GG -> CB

0.299

0.771

0.440

CB= Compliance Behavior, TAS= Tax Administration System, TK = Taxation Knowledge, QTS= Quality of Tax
Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities, GG
= Good Governance, FP= Financial Position, RP= Risk Preferences (** P≤.05 *** P<.01)

Figure 4.6 PLS algorithm direct relationship
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Figure 4.7 PLS-SEM bootstrapping direct relationship
The joint moderation impact of a set of two moderators, with all possible combinations, were
regressed. The data in Table 4.25 showed the joint moderation impact of FP and RP on the
independent and dependent variables. Financial position has moderated the relationship
between TAS and taxpayers' behavior from stronger to weaker. Similarly, risk preferences
also moderated the relationship between TAS and taxpayers' behavior by changing its
direction from positive to negative but the relationship between TAS and taxpayers' behavior
remained significant. The financial position did not moderate the relationship of TK and QTS
and taxpayers' behavior but risk preference moderated the behavior of both TK and QTS
from weaker to stronger and from stronger to weaker respectively. Financial position
moderated the relationship of TEA from weaker to stronger but TEA remained insignificant
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in the presence of perceived risk preference attitude. Both financial position and perceived
risk preference attitude moderated the relationship of TPM and NCO from significant to
insignificant whereas, only perceived risk preferences weaker the relationship of GG and
taxpayers' behavior from stronger to weaker.
Table 4.26
Summary of Moderating Hypothesis
Hypotheses
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Path Co-efficient

T Statistics

P Values

Decision

-0.461

0.187

0.851

Not supported

0.406

0.906

0.339

Not supported

0.193

2.113

0.035**

Supported

-0.294

2.212

0.022**

Supported

-0.601

0.142

0.886

Not supported

-0.054

0.043

0.963

Not supported

0.143

2.283

0.023**

Supported

-0.017

2.715

0.007***

Supported

-0.281

2.509

0.012**

Supported

0.296

0.820

0.409

Not supported

0.286

1.876

0.061

Not supported

0.042

0.058

0.734

Not supported

0.012

0.250

0.797

Not supported

0.299

0.771

0.440

Not supported

Table 4.27
Hunafa Taxpayers' Behavior
Variables

Patch Co-efficient

T Statistics

P- Values

TAS -> CB

0.512

7.689

0.000***

TK -> CB

0.003

0.053

0.958

QTS -> CB

0.718

6.239

0.000***

TEA -> CB

-0.059

1.079

0.281

TPM -> CB

0.296

2.122

0.035**

NCO -> CB

-0.068

2.096

0.038**

GG -> CB

0.471

7.750

0.000***

RP -> CB

0.023

0.419

0.675

FP -> CB

0.281

1.997

0.050**

CB= Compliance Behavior, TAS = Tax Administration System, TK = Taxation Knowledge, QTS= Quality of
Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities,
GG = Good Governance (** P≤.05 *** P<.01)
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Figure 4.8: PLS-SEM bootstrapping direct relationship - Hunafa
The regression results show that Hunafa population shows a bit deviation from the total
population. TAS, QTS, TPM and GG are remained significant with (β 0.512; t=7.689;
p<0.000), (β 0.718; t=6.239; p<0.000), (β 0.296; t=2.122; p<0.035) and (β 0.471; t=7.750;
p<0.000) values respectively. However, strength of relationship in strength is different.
Similarly, TK, TEA, and RP remained insignificant with taxpayers' behavior with (β 0.003;
t=0.053; p<0.958), (β -0.059; t=1.079; p<0.281) and (β 0.023; t=0.419; p<0.675) values
respectively. Non-compliance opportunity shows a weak relationship with taxpayers'
behavior here i.e. a change in attitude of Hunafa from significant to insignificant attitude with
(β -0.068; t=1.096; p<0.274) values. On the other hand, financial position becomes
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significant from insignificant with taxpayers' behavior with value of (β 0.281; t=1.997;
p<0.050).
Table 4.28
Shia Taxpayers' Behavior
Relationship

Patch Co-efficient

T Statistics

P- Values

TAS -> CB

0.358

3.037

0.002***

TK -> CB

-0.248

2.581

0.010**

QTS -> CB

0.059

1.312

0.190

TEA -> CB

-0.156

1.671

0.095

TPM -> CB

0.085

0.878

0.380

NCO -> CB

0.127

1.046

0.296

GG -> CB

0.289

2.170

0.031**

RP -> CB

0.126

1.075

0.283

FP -> CB

0.315

2.164

0.031**

CB= Compliance Behavior, TAS = Tax Administration System, TK = Taxation Knowledge, QTS= Quality of
Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities,
GG = Good Governance (** P≤.05 *** P<.01)
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Figure 4.9 PLS-SEM bootstrapping direct relationship - Shia
Shia population also shows different attitude from the whole population. TAS and GG
remained significant with (β 0.358; t=3.037; p<0.002) and (β 0.289; t=2.170; p<0.031)
statistical values whereas, TEA and RP remained insignificant by taking other variables
remains constant with (β -0.156; t=1.671; p<0.095) and (β 0.126; t=1.075; p<0.283) statistical
values. Five independent variables show deviation from total population i.e. TK, QTS, TPM,
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NCO and FP. TK and FP relationship with taxpayers' behavior became significant from
insignificant with statistical values of (β -0.248; t=2.581; p<0.010) and (β 0.315; t=2.164;
p<0.031). Three variables QTS, TPM and NCO relationship with taxpayers' behavior became
weaker from stronger with statistical values (β 0.059; t=1.312; p<0.190), (β 0.085; t=0.878;
p<0.380) and (β 0.127; t=1.046; p<0.296) respectively.
Table 4.29
Others Taxpayers' Behavior
Relationship

Path Co-efficient

T Statistics

P Values

TAS -> CB

0.500

5.726

0.000***

TK -> CB

-0.503

3.182

0.000***

QTS -> CB

0.223

2.169

0.031**

TEA -> CB

-0.691

5.155

0.000***

TPM -> CB

0.487

3.447

0.001***

NCO -> CB

-0.001

0.005

0.996

GG -> CB

0.538

4.332

0.000***

RP -> CB

-0.003

0.694

0.003***

FP -> CB

-0.443

4.040

0.000***

CB= Compliance Behavior, TAS = Tax Administration System, TK = Taxation Knowledge, QTS= Quality of
Tax Services, TEA = Tax Evasion Attitude, TPM = Taxpayers’ Morale, NCO = Non-compliance Opportunities,
GG = Good Governance (** P≤.05 *** P<.01)
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Figure 4.10 PLS-SEM bootstrapping direct relationship – Others
Four changes have been revealed by other sects i.e. Alidades and others. TK, TEA, NCO, and
FP showed a deviation from the normal behavior of the total population. TK, TEA and FP
relationship became significant from insignificant with statistical values of (β -0.503;
t=3.182; p<0.000), (β -0.691; t=5.155; p<0.000) and (β -0.443; t=4.040; p<0.000)
respectively. Whereas, NCO relationship with taxpayers' behavior became insignificant from
significant with statistical values of (β -0.001; t=0.005; p<0.996). Rest of the independent
190 | Page

variables i.e. TAS, QTS, TPM, GG and RP behavior is not changed with statistical values of
(β 0.500; t=5.726; p<0.000), (β 0.223; t=2.169; p<0.031), (β -0.487; t=3.447; p<0.001) and
(β -0.003; t=0.694; p<0.003) respectively but direction of TPM has been changed to negative
from a positive.
In this chapter, a rigorous analysis of five major cities and popular sects of Pakistan has been
made to find the reasons for non-compliance. A surveyor method was employed to collect the
data from these cities and it was found that various factors are responsible for noncompliance. SMART pls software was used for the analysis and diagrams. The results were
interpreted in the paras and in the form of tables, where it was suitable.

191 | Page

CHAPTER FIVE
Conclusion
In this chapter, the first portion includes findings of the current study, based on the research
questions/ objectives defined in chapter one. The next portion, discusses the policy
implications for the regulatory authorities and government of Pakistan and some
recommendations have been made for the academicians for future research.
5.1 Discussions and Conclusions
The first underpinning objective of the current study was to test the impact of the tax
administration system on the compliance behavior of taxpayers. The findings of this study
show that tax administration system is positively and significantly linked with the compliance
behavior of taxpayer (β= 0.885, t=16.954, p=0.000). Hence, the present study concludes that
tax administration system is significantly influence the compliance behavior of taxpayers.
The current study contributes in fiscal capacity theory by providing the empirical findings
that tax administration system significantly influences the compliance behavior. The future
studies need to consider the tax administration system while assessing the compliance
behavior of taxpayers.
These findings are in alignment with (Alm, Bahl, & Murray, 1990; Annan, Bekoe, &
Amponsah, 2014). The tax administration system of a country was discussed in Fischer’s
model included complex tax rates, detection probability, tax penalties, and a complex tax system
(Chan, Troutman, & Bryan, 2000). FBR is trying to increase its tax base and for that purpose,

they have introduced certain reforms like the Tax Administration Reforms Program (TARP)
in 2005. They have also invited International Monetary Fund (IMF) and a series of
discussions were made with the Federal Public Service Commission, Ministry of Finance,
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Establishment Division, and some trade markets to improve the tax administration system of
the FBR (FBR, 2020). Currently, the prime minister of Pakistan showed his dissatisfaction
with the poor performance of FBR and he added that in case FBR did not perform, he will
incorporate a parallel body to make perform well. The prime minister was surprised that out
of 210 million people, only 72,000 individuals declare their income above Rs.200,000/(Business Recorder, 2019).
The second underpinning objective of the current study was to test the impact of the taxation
knowledge on the compliance behavior of taxpayers. The findings of present study show that
taxation knowledge is negatively associated with the compliance behavior of taxpayer while
the degree of association is insignificant (β= -0.040, t=0.346, p=0.734). Hence, the present
study concludes that taxation knowledge is not significantly influence the compliance
behavior of taxpayers. The current study contributes in fiscal capacity theory by providing the
empirical findings that taxation knowledge does not significantly influences the compliance
behavior. The future studies need to consider the taxation knowledge to validate the
conclusion of current study while assessing the compliance behavior of taxpayers. The
findings of current study might be to cultural and other unknown reasons.
The regression results were unable to draw a significant impact of taxation knowledge on the
taxpayers' behavior which means that by increasing or decreasing tax knowledge, taxpayers'
behavior would not be affected towards tax compliance. The results are against some studies
conducted in the world, where it was established that the tax net can be increased by increasing
tax knowledge (Yee, Moorthy, & Soon, 2017; Kamil , 2015). Similar results were reported by
(Manual, 2016). However, some studies showed that taxation knowledge has no relationship
with tax compliance behavior (Kasipillai, Aripin, & Amran, 2016; Vikneswaran, 2016). This
might be the reason that only those taxpayers are being audited by FBR who filed their tax returns
and there are chances that some taxpayers were audited in the history and they stop filing their tax

193 | Page

return due to the fear of being audited again. This tax knowledge, that they will not be audited if
they do not file their tax returns. A new section 214D was introduced by FBR, in which it was
stated that those persons, having taxable income, does not file tax returns, must be audited but no
such case was reported later and in 2018, this section was deleted altogether by providing a
paradise to those persons who do not file their tax returns (FBR, 2020).

The third underpinning objective of the current study was to test the impact of the quality of
tax services on the compliance behavior of taxpayers. The findings of present study show that
quality of tax services is positively and significantly linked with the compliance behavior of
taxpayer (β= 0.660, t=4.961, p=0.000). Hence, the present study concludes that quality of tax
services is significantly influence the compliance behavior of taxpayers. The current study
contributes in fiscal capacity theory by providing the empirical findings that quality of tax
services significantly influences the compliance behavior. The future studies need to consider
the quality of tax services while assessing the compliance behavior of taxpayers.
These findings are aligned with the general perception of taxpayers regarding perceived tax
services provided by the tax department (Augustine, Folajimi, & Ayodele, 2020; Purnamasari

& Sudaryo, 2018; Sania & Yudianto, 2018). This shows that by enhancing the quality of tax
services provided by FBR and its departments, the compliance rate can be increased and resulting
in a larger tax base and high revenue for the government. The last date of filing of tax returns, for
individuals, in Pakistan is 30th September but most of the time FBR is unable to update its
database, and tax bars are approaching FBR to extend the last day of filing of tax returns (Rana,
2015). Another problem is that FBR is used to changing the format of its tax return very
frequently, create problems for regular taxpayers (Jang, 2020).

The fourth underpinning objective of the current study was to test the impact of the tax
evasion attitude on the compliance behavior of taxpayers. The findings of present study show
that tax evasion attitude is negatively associated with the compliance behavior of taxpayer
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while the degree of association is insignificant (β= -0.154, t=0.789, p=0.431). Hence, the
present study concludes that tax evasion attitude is not significantly influence the compliance
behavior of taxpayers. The current study contributes in fiscal capacity theory by providing the
empirical findings that tax evasion attitude does not significantly influences the compliance
behavior. The findings of present study are well aligned with literature as the direction of
association between tax evasion attitude and compliance behavior of taxpayers in inverse.
Which shows that the increase or decrease in perceived evasion attitude will not affect the
compliance rate.
The fifth underpinning objective of the current study was to test the impact of the taxpayer
morale on the compliance behavior of taxpayers. The findings of present study show that
taxpayer morale is positively and significantly linked with the compliance behavior of
taxpayer (β= 0.019, t=3.849, p=0.000). Hence, the present study concludes that taxpayer
morale is significantly influence the compliance behavior of taxpayers. The current study
contributes in fiscal capacity theory by providing the empirical findings that taxpayer morale
significantly influences the compliance behavior. The future studies need to consider the
taxpayer morale while assessing the compliance behavior of taxpayers.
Regression results indicate that taxpayers with high moral and ethical values are compliant
whereas, taxpayers with low morale are less compliant. Same findings were also reported by
Palil, Akir, & Ahmad, (2013) and Chaudhry & Munir, (2010).
The sixth underpinning objective of the current study was to test the impact of the noncompliance opportunities on the compliance behavior of taxpayers. The findings of present
study show that non-compliance opportunities are negatively associated with the compliance
behavior of taxpayer while the degree of association is significant (β= -0.049, t=1.993,
p=0.027). Hence, the present study concludes that non-compliance opportunities is
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significantly influence the compliance behavior of taxpayers. The current study contributes in
fiscal capacity theory by providing the empirical findings that non-compliance opportunities
does not significantly influences the compliance behavior. The findings of present study are
well aligned with literature as the direction of association between non-compliance
opportunities and compliance behavior of taxpayers in inverse and significant.
It shows that taxpayers with high-income levels have chances to conceal their income due to
the informal channel. These findings are in accordance with the literature and Fischer’s
Model (Michelle, Mills, & Slemrod, 2005; Richardson, 2006; Kamleitner, Korunka, &
Kirchler, 2012). This fact is clear from the Pakistani perspective, as FBR has introduced an
amnesty in the name of the “Volunteer Tax Compliance Scheme” for traders where they have
to be taxed at a very lower rate as compared to the normal tax rate. This was the only tax rate
where a regressive tax approach was followed, mean the higher the capital one shows, the
lower tax he has to pay (Deloitte, 2015). FBR tax directory showed that out of 1,071
Members of the National Assembly, Provincial Assemble, and senators, 664 members have
paid less than Rs.200,000/- tax (FBR, 2019).
The seventh underpinning objective of the current study was to test the impact of the good
governance on the compliance behavior of taxpayers. The findings of present study show that
good governance is positively and significantly linked with the compliance behavior of
taxpayer (β= 0.582, t=14.002, p=0.000). Hence, the present study concludes that good
governance is significantly influence the compliance behavior of taxpayers. The current study
contributes in fiscal capacity theory by providing the empirical findings that good governance
significantly influences the compliance behavior. The future studies need to consider the
good governance while assessing the compliance behavior of taxpayers.
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These findings were also disclosed by different researchers (Umar, Derashid, & Ibrahim,
2016; Mughal & Akram, 2012). All sects i.e. Hunafa, Shia and other sects’ behavior is the
same as of population, no departure has been found with respect to perceived good
governance. These findings are in alignment with many other studies (Kiow, Salleh, &
Kassim, 2017; Sebele-Mpofu, 2020). The governance position of Pakistan is not good due to
the political influence of two or three parties and a number of cases have been put under
National Accountability Bureau (NAB) and in different courts of Pakistan.
The eight underpinning objective of the current study was to test the role risk preference and
financial position on the compliance behavior of taxpayers. The findings of present study
show that negatively associated with the compliance behavior of taxpayer while the degree of
association is insignificant (β= -0.197, t=0.021, p=0.983; β= -0.436, t=0.056, p=0.955).
Hence, the present study concludes that risk preference and financial position does not
significantly influence the compliance behavior of taxpayers. The current study contributes in
fiscal capacity theory by providing the empirical findings that risk preference and financial
position does not significantly influences the compliance behavior.
The ninth underpinning objective of present study to finding the variation in the compliance
behavior of popular religious sects of Pakistan. The findings of present study reveal that
Hunafa, Shia, and other sects have the same behavior about the tax administration system of
Pakistan. The other objective was to test the variation among the behavior of popular r eligious

sects, regression results are not aligned with the main population. Hunafa people show an
insufficient relationship with taxpayers' behavior but Shia and other sects regression results
reveal that the relationship of tax knowledge with taxpayers' behavior is significant and
negative. Hunafa and other sects’ behavior is the same as of the main population whereas, Shia
sect shows the insignificant relationship of quality of tax services with taxpayers' behavior,
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irrespective of enhancing the quality of tax services, taxpayers' behavior would not be affected as
shown by Yesegat & Fjeldstad, (2016).

The behavior of Hunafa and Shia sects are aligned with the main population but other sects
showed a different behavior, it showed a negative and significant relationship between tax
evasion attitude and taxpayers' behavior. Which means that taxpayers with high tax evasion
attitude are less compliant. This finding is aligned with some of the studies of the world
(Almamun, et al., 2014; Hasan, 2014). Sect-wise results are somehow different, Hunafa sect's
behavior, as usual, shows the same behavior as of the main population whereas, the Shia sect
shows a weak relationship between taxpayers' morale and taxpayers' behavior. By increasing
or decreasing taxpayers' morale, taxpayers' behavior may not be affected. Other sects show a
significant but negative relationship between taxpayers' morale and taxpayers' behavior i.e.
by increasing taxpayers' morale, taxpayers' behavior will increase.
This fact is clear from the Pakistani perspective, as FBR has introduced an amnesty in the
name of the “Volunteer Tax Compliance Scheme” for traders where they have to be taxed at
a very lower rate as compared to the normal tax rate. Hunafa taxpayer’s compliance behavior
with non-compliance opportunities is negatively correlated and significant whereas Shia and
other sect’s taxpayer compliance behavior shows a weak relationship with non-compliance
opportunities. All sects i.e. Hunafa, Shia and other sects’ behavior is the same as of
population, no departure has been found with respect to perceived good governance.
5.1.1 Discussion on Moderation
After verification of the direct impact of independent variables on compliance behavior,
moderators were introduced in the model to see their interacting impact between dependent
variables and the independent variable.
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5.1.1.1 Impact of Moderating Variable
Tax administration system, in the presence of financial position, became insignificant and has
also changed the direction from a positive to negative. It shows that financial position has a
moderating impact on the relationship of the tax administration system and taxpayers'
behavior. It means that, in the presence of financial position, by improving the tax
administration system, the taxpayers' behavior would not be improved. The financial
condition can change the taxpayer’s behavior (Lisa & Hermanto, 2018). This fact can be
observed by a report published in “The New York Times” that Pakistan’s elites pay fewer
taxes than the poor and poor people subsidize the rich of Pakistan (Tavernise, 2010).
Whereas, the tax administration system remains significant but the direction has been
changed from direct to indirect which means that by improving the tax system, the
compliance behavior of risk-seeking tax-payers may decrease. This supports the prospect
theory which states that people are risk seekers in loss situations (Kahneman & Tversky,
1979).
The regression results indicate that financial position has a significant moderating impact on
the relationship between taxation knowledge and taxpayers' behavior. The interaction of
financial position did not transform the relationship which means that by position increasing
or decreasing the tax knowledge the compliance behavior may not be changed. The results
are aligned with Lisa & Hermanto (2018) findings and this fact whereas risk preference put a
significant moderating impact on the relationship of taxation knowledge and taxpayers'
behavior which means that by increasing the tax knowledge, the tax-preferred taxpayer’s
compliance behavior will decrease. This finding is aligned with (Kamil , 2015).
The interaction of personal financial position did not moderate the relationship of quality of
tax services and taxpayers' behavior which showed that irrespective of the financial position
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of the taxpayer, he believes that by improving the quality of tax services, tax compliance can
be increased. On the other hand, risk preference has moderated the relationship between the
quality of tax services and taxpayers' behavior. The results are aligned with the findings of
Yesegat & Fjeldstad, (2016) that irrespective of the quality of services provided by the tax
department, tax compliance can’t be increased.
However, the financial position has moderated this relationship from weak to strong but in
opposite direction. It means that as the tax evasion attitude increased, the compliance rate
decreased. These arguments are also supported by the study of Kirchler, Hölz, & Wahl,
(2008) that persons who believe in tax evasion are less compliant whereas, persons having no
inclination towards tax evasion are more compliant. Cross country study was conducted, and
it was found that the relationship between taxpayers’ attitude and compliance behavior was
negatively correlated (Alm, 2012). The other moderator, risk preference, did not moderate the
relationship from weak to strong.
The financial position has significantly moderated the relationship between taxpayers' morale
and taxpayers' behavior. In the presence of financial position, taxpayers' behavior towards
compliance will not be changed whether the morale of taxpayer increase or decrease. Few
studies indicate that there is no association between tax morale and compliance behavior
(Torgler, 2003).
The intervention of both financial position and risk preferences moderated the relationship
between non-compliance opportunities and taxpayers' behavior from strong to weak which
means that in the presence of financial position and risk preferences, whether non-compliance
opportunity increased or decreased, compliance behavior would not impact.
The intervention of financial condition did not moderate the relationship between perceived
good governance. This indicates that irrespective of the financial conditions of taxpayers their
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perception about the governance quality of the country still has a positive impact on their tax
compliance behavior. However, risk preference has moderated the results between good
governance and taxpayers' behavior which shows that taxpayers' behavior would not change
whether governance of the country improved or not.
5.2 Implications of the Study
In this section, the theoretical and policy implications of the findings are discussed.
5.2.1 Theoretical Implications
In past, many efforts were put to find the factors responsible for non-compliance. The
electronic resources show that most of the studies on non-compliance were conducted in the
USA. Some studies argued and empirically tested the impact of deterrence theory on
taxpayers' compliance behavior (Allingham & Sandmo, 1972; Dubin, Graetz, & Wilde, 1987;
Riahi-Belkaoui, 2004). However, other studies revealed, in addition to economic factors,
social and psychological factors are also responsible for tax non-compliance, and these
factors should be tested to test taxpayers' compliance behavior (Alm, McClelland, & Schulze,
1999; Riahi-Belkaoui, 2004). Most of the studies on taxpayers' compliance behavior used
Fisher's tax compliance model because of its integrated economic, social, and psychological
factors (Chan, Troutman, & Bryan, 2000). By keeping in view and the current tax
administration, quality of tax services, and governance factors of FBR the current use of the
fiscal capacity theory along with the other theories and models to explain the theoretical
framework of the current study.
The current study significantly contributes to existing literature and theory by considering the
fiscal capacity theory as underpinning theory. The fiscal capacity theory explains the capacity
of the state to generate revenue using state resources and assets. The current study explains
that the state of Pakistan is unable to utilize the state resources and assets to ensure the higher
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compliance behavior of taxpayers. The findings of the current study affirm that state capacity
and utilization of resources are not at the optimum level and resultant low level of taxpayers’
compliance behavior.
The literature suggests that the effective and efficient utilization of state resources and assets
ensures the high compliance behavior of taxpayers. However, the findings affirm that a poor
administration system, low level of quality of services, and bad governance leads to low
taxpayers’ morale and tax evasion attitude. The findings also affirm that religiosity, financial
position, and risk preference of taxpayers significantly influence the compliance behavior in
Pakistan.
This study shows that in Pakistan taxpayers’ compliance behavior is influenced by economic,
social, and psychological factors. Along with tax administration services, quality of tax
services, tax evasion attitude, non-compliance behavior, and good governance showed a
strong relationship with taxpayers' compliance behavior. Quality of tax services relationship
did not appear significant in most of the results. So, FBR has to improve its quality of
services to increase the tax net base, rather than issuing amnesty schemes over and over.
The contribution of the study in the literature is the induction of three moderators, financial
position, risk preferences, and religiosity. The moderators were added due to the variation in
the results given by different studies in different geographical locations and it was also
suggested that taxpayers’ compliance behavior was affected by certain moderators (Kirchler
E. , 2007). Results of this study showed that financial position, risk preference, and religiosity
moderates the association between taxpayers’ compliance behavior and independent
variables. Another important contribution of this study is the change of attitude of tax
administration in the presence of religiosity from significant to insignificant but remained
strong with the financial position and risk preferences. Similarity, tax evasion attitude, non202 | Page

compliance opportunities, and good governance relationship with taxpayers' compliance
behavior were also weak when religiosity was only added as a moderator. It diluted the
relationships of all independent variables with taxpayers' compliance behavior. Taxation
knowledge's direct relationship with taxpayers' compliance behavior is weak but after adding
financial position and risk preferences it was strong. The main effect of taxation knowledge
on taxpayers' compliance behavior is negative and weak but positive and strong in the
presence of risk preferences. However, the direction of taxation knowledge was not changed
in the presence of financial position.
In nutshell, the study has revealed certain factors that were not revealed in Pakistan and
suggests certain factors for future researches in this area.
5.2.2 Policy Implications
The findings of the study suggest that there is a need to make some changes in tax and other
policies to improve the taxpayers’ compliance behavior in Pakistan. First of all, there is an
immense need to increase the quality of tax services because taxpayers’ compliance behavior
is influenced by the quality of tax services and tax administration system. In this regard, FBR
should focus on core quality components that are information, interaction, and transaction.
Nowadays, online services are also considered as a measure of quality services that impacted
the compliance behavior of taxpayers. FBR has changed its e-filing software twice in recent
years but without the effective feedback of taxpayers. Moreover, this software has two
problems, first, it is not fully compatible with the provisions of the Income Tax Ordinance,
2001 and second, during the e-filing days, it becomes slower than normal. FBR should
upload, on its official website, a video documentary to handle this software. Mobile tax units
should establish to collect and help the taxpayers in outrage. The government of Pakistan has
introduced the concept of filer and non-filer for different rates of taxes to increase the tax net
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but this study also suggests that the tax administration system and quality of tax services can
also improve tax compliance in the country. The governance position of Pakistan has a very
strong relationship with taxpayers' compliance behavior, so government should introduce
policy and procedure to capture the culprits and publicly punish them and collect taxes from
them to boost up the taxpayers’ morale to pay taxes in the country. When the elite class starts
paying taxes, the other classes will be influenced by it. Because good governance is strong
and positively associated with taxpayers' compliance behavior, it is advised that Pakistan
mainstream media and social media should encourage the taxpayers by telling them about the
better governance position of the country rather every time blaming the politicians. The tax
evasion attitude and non-compliance attitude can also be addressed in Pakistan.
Literature affirms that accountability and transparency are not guaranteed in Pakistan. It is
evident from the fact that according to section 214D of Income Tax Ordinance, 2001, if
somebody does not file his tax return, who is required to file his tax return, will compulsorily
be audited but still no such action have been initiated by the FBR. The performance of the
private sector of Pakistan is well compared to the public sector. So, the private-public
partnership should be helpful for the timely collection of taxes. Regular and relevant text
messages and e-mails to taxpayers can change their attitude to pay taxes on a timely basis. A
toll-free number should also be introduced against the tax department officials who ask for
bribery. The concept of whistleblower and its reward has been mentioned in the Income Tax
Ordinance, 2001 but the performance of a whistleblower is not publicized by the government
of Pakistan.
FBR should also strive to increase the tax knowledge of taxpayers of Pakistan because,
during discussions with taxpayers, it was observed that they have fear about tax audits when
they would file tax returns, even though they are paying taxes under the WHT regime.
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Sources of income is also a loophole in the economy, there is a need to focus on the
entrepreneurs and oblige them to pay taxes. FBR should also have a series of meetings with
Islamic scholars to urge them to take initiative for taxes. The concept of Zakat and tax should
be bridged under the supervision of respected Islamic scholars.
In Pakistan, three tax regimes have been introduced i.e. Final Tax Regime, Normal Tax
Regime, and minimum tax regime which are much confused. FBR should reduce these
regimes to facilitate taxpayers. The simple law can attract more taxpayers to enter into the tax
net.
5.3 Limitations of the Study
This study was conducted under certain limitations:


According to Income Tax Ordinance, persons included individuals, an association of
persons and company. This study has tested the compliance behavior of individuals
only. All over the world most of the studies were conducted on the individuals and the
behavior of association of persons and company again depends upon the behavior of
the individuals.



Like other studies, this study is based on the self-reported behavior of taxpayers.
However, there are chances that the reported behavior of individuals is not the actual
behavior (Hessing, Elffers, & Weigel, 1988). This limitation is associated with almost
all studies that are based on primary research.



The data was collected from four big cities of the country, taxpayers’ attitudes from
different parts of the country may be different. Further studies in Pakistan can validate
the results of this study.
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The majority of the respondents were men and data also showed that gender has a
weak relationship with taxpayers' compliance behavior. This was due to the reason
that in Pakistan the ratio of women in business and jobs is below as compared to men.



Some important factors were studied to test the non-compliance issue rather than an
exhaustive list of factors. Practically, no study can cater to all the factors responsible
for non-compliance (Alm J. , 1999)
5.4 Recommendations for Future Studies

The limitations and research findings of this study have opened new rooms for future studies
in Pakistan. Further studies will verify the validity of the results of this study and the
government can take proper steps to increase their tax net.
Some more moderators may be tested to know the relationships of independent and
dependent variables. A study may be conducted about the behavior of taxpayers after
compliance, which means taxpayers’ compliance behavior should be taken as an independent.
Whether the quality of tax services and the attitude of other taxpayers can be changed.
A survey may be conducted in rural areas of Pakistan to test their attitude towards tax
compliance because this study has collected the data from the urban area only. Mixed
approach studies, including qualitative and quantitative data, may be conducted to generalize
the attitude of taxpayers.
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Annexure-A
Questionnaire

Dear sir/Madam :
We are not asking your name, address, CNIC or NTN etc.to keep your information secret. The study is conducted just to
obtain information about your attitude, perception and opinion on Pakistani personal income tax system therefore; there is
no wrong or right answer to each question. The following instructions will be helpful in completing of this form
1- Please tick the box you consider appropriate for each question.
2- Only one tick is to be made against each question as more than one tick will render the answer invalid.
3- Each question is included for a reason and it will add more value to the study if all the questions are ticked.
Mr. Zaheen is retired from Pakistan Railway in 2016 and established a trading business using a portion of his home as his
office and uses his car for rental purposes. His unemployed graduate son also uses part of the office to operate computer
business Centre. According to the Income Tax Ordinance, such expenses are allowed which are exclusively incurred for
business purposes. At the end of June 2017, the detail of his income and expenses are as follows:

Business
Rental income

730,000
120,000

Operating expenses
Personal Expenses

330,000
30,000

Expenses incurred by his son on computer business, is Rs. 30,000/-with revenue of Rs. 500,000/-. Income Tax Ordinance,
required that business return shall be filed on 30th September of every year and tax shall be paid within 45 days of notice of
assessment. Income up to Rs.400,000/- is exempt.
1 If you are Mr.Zaheen,how much income would include in your tax return
120,000 1
730,000 2

850,000 3

1 2 3

2 If you are Mr. Zaheen, how much expenses you would claim while computing income
360,000 1
330,000 2
300,000 3

1 2 3

3 If you are Mr. Zaheen, how much taxable income you would declare
520,000 1
400,000 2

1 2 3

90,000 3
Indicate
which
of
the
dates
below
you
would
file
income
tax
return
for
tax
year
2017
4
1
2
3
31 December
31 October
30 September
5 Indicate how many days after receiving assessment notice would it take you to pay your income tax
120 1

90 2

45 3

1 2 3
1 2 3

Strongly disagree 1, disagree 2, neutral 3, Agree 4, Strongly agree 5.
6 I am satisfied with my present financial situation

1 2 3 4 5

7 I am living comfortable the way I should with present income

1 2 3 4 5

8 I am having financial commitment to my extended family
1 2 3 4 5
9 We are interested in your risk taking attitude, could you please indicate the extent to which any of the following have
ever applied to you.
- Health risks ( e.g. smoking, high alcohol consumption)
1 2 3 4 5
- Financial risks (e.g. gambling, risky investment)

1 2 3 4 5

- Career risks (e.g. quitting a job without another to go to)

1 2 3 4 5

- Safety risks . ( e.g. fast driving, city cycling without a helmet

1 2 3 4 5

- Social risks (e.g. standing for election, challenging a rule)
1 2 3 4 5
A- Imagine Mr. A has been paid some amounts in cash for work that he has done outside his regular job. He did not
declare it on his income tax return. Indicate the extent of your agreement or disagreement with the statements below:
10 Low chance that Mr. A will be caught by the tax authority, if the amount he was paid is Rs.100,000/-

1 2 3 4 5

11 High chance that Mr. A will be caught by the tax authority, if the amount he was paid is Rs. 10,000/1 2 3 4 5
B- Imagine Mr. A has claimed some personal expenses as business expenses . Indicate the extent of your agreement or
disagreement with the statements below:
12 Mr. A will be caught by the tax authority, if the amount he claimed as deduction is Rs.50,000/-
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1 2 3 4 5

13 Mr. A will be caught by the tax authority, if the amount he claimed as deduction is Rs.5,000/-

1 2 3 4 5

C- Assuming Mr. A caught by the tax department, not declaring his income
14 Pay substantial tax with penalties

1 2 3 4 5

15 Taken to court and pay the tax he owes with interest

1 2 3 4 5

D- Your opinion regarding Pakistan tax system
16 It is fair that the more you earned the higher the rate of income tax

1 2 3 4 5

17 A fair tax rate should be the same for everyone regardless of their income

1 2 3 4 5

18 There are ambiguities in the tax law, which may lead to more than one defensible positions

1 2 3 4 5

19 The number of tax forms to be completed is numerous thereby causing confusion

1 2 3 4 5

20 Are the following income taxable under Pakistan income tax laws? (Yes 1, No 2 & Don't Know )
i Interest on saving account

1 2 3

ii Rent received from letting out a house

1 2 3

iii Dividend received from a company

1 2 3

21 Are the following business/personal expenses allowed for deduction under income tax law?
i Provision for doubtful debt

1 2 3

ii Medical expenses

1 2 3

iii Loss on company shares

1 2 3

22 It is much difficult to find relevant tax officer of my region

1 2 3 4 5

23 Tax employees respond quickly to my tax service needs

1 2 3 4 5

24 The behaviour of tax employees indicates to me that they do not understand my needs

1 2 3 4 5

25 Overall, I would say the quality of my interactions with tax office’s employees is excellent

1 2 3 4 5

26 At tax office, I feel tax department environment comfortable for me.

1 2 3 4 5

27 Tax department should be privatized as soon as possible

1 2 3 4 5

28 I do not like tax office because it has no modern equipment to provide service

1 2 3 4 5

29 Tax office knows the kind of the service that the taxpayers are looking for

1 2 3 4 5

30 When I leave tax office I usually feel that I had no good experience

1 2 3 4 5

31 I trust the National Assembly in making good laws for Pakistan

1 2 3 4 5

32 There is no free and fair election in Pakistan

1 2 3 4 5

33 There is wastefulness in government expenditure

1 2 3 4 5

34 I have access to the published accounts and annual report of Federal Government

1 2 3 4 5

35 Pakistani public servants are not influenced by to political interference

1 2 3 4 5

36 I am satisfied with the manner the government is handling the health service

1 2 3 4 5

37 I am not satisfied with the manner the government is handling the education system

1 2 3 4 5

38 The diversion of public funds due to corruption is common in Pakistan

1 2 3 4 5

39 Culture affects the tax compliance behaviour.

1 2 3 4 5

40 Racism impacts the tax compliance behaviour.

1 2 3 4 5

40A Governmen protocols culture impacts on tax compliance behaviour.

1 2 3 4 5

41 Not declaring my extra income of Rs. 20,000 on my tax return is a serious offence.

1 2 3 4 5

42 Claiming a personal expenditure Rs.5,000 on my tax return is not serious offence.

1 2 3 4 5

43 What happened if I am not declaring my income, because many persons are not declaring.

1 2 3 4 5

44 One can criticize others who exploit the many possibilities there are to evade taxes

1 2 3 4 5

45 I think snatching a cell phone of Rs.2,000 is not a serious illegality

1 2 3 4 5

46 I think embezzling Rs. 3,000 from an employer is a serious illegality

1 2 3 4 5

47 I think stealing Rs. 500 is not a serious illegality

1 2 3 4 5

48 People should be certain that their action never intentionally harm another even to a degree.

1 2 3 4 5

49 Risks to another should never be tolerated, irrespective of how small the risk might be.

1 2 3 4 5

50 The existence of potential harm to others is always wrong, irrespective of the benefit to be gained

1 2 3 4 5
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51 One should not psychologically and physically harm another person

1 2 3 4 5

52 One should perform an action which might in any way threaten the dignity and welfare of another individual
1 2 3 4 5
53 If an action could harm an innocent other, then it should not be done

1 2 3 4 5

54 The dignity and welfare of the people should not be most important concern in any society

1 2 3 4 5

55 It is never necessary to sacrifice the welfare to others

1 2 3 4 5

56 Moral behaviour are actions that closely match ideas of most “perfect action”.

1 2 3 4 5

Demographic Information
Highest Education Attainment
No formal education
Under Matric
Matric / F.Sc./FA
University Graduate
University Master degree / PhD.
Professional - CA/ACCA/ICMA etc.
Occupation
Professional
Manager / Executive
Engineer / Technical
Administrative/ Clerical
Businessman

1
2
3
4
5
6

Religious Group
Muslim
i- Hanafi
ii- Shia
iii- Ahle-hadees
iv- Others
Christian
Age Group
20- 30 years
31-40 years
41-50 years
51-60 years
Above 60 years

Estimated total monthly income group from all sources
Below Rs.33,333/Rs.33,334 ------ Rs.62,500
Rs.62,501 ------ Rs.116,000
Rs.116,001 ------ Rs.150,000
Rs.150,001 ------ Rs.200,000
Above Rs.200,000/-
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Gender

NTN holders
Male
Yes
Female
No
Filer / Non-Filer Tax Consultant Hired
Filer
Yes
Non-Filer
No
Sources of Income
Private sector
Public sector
Own Business
Rental
Others

