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IMPACT OF TAX FAIRNESS
AND TAX KNOWLEDGE ON
TAX COMPLIANCE BEHAVIOR
OF LISTED MANUFACTURING
COMPANIES IN NIGERIA

Abstract

Tax compliance is a major contemporary debate surrounding corporate taxation in the
business world. The tax avoidance issue, which remains an ethical problem for com-
panies, has been a general concern in developed and developing countries alike. The
main problem of this study is a non-tax compliance behavior of the corporate organi-
zation taxpayers in Nigeria. This study examined the influence of tax fairness on the tax
compliance behavior of listed manufacturing companies in Nigeria. The paper adopted
a survey research method, and four hundred (400) copies of the questionnaire were
administered to the selected manufacturing companies of both consumer and indus-
trial goods sectors. The Laffer Curve Theory underpinned this study and Correlation
Analysis, Analysis of Variance (ANOVA), and Multiple Regression Analysis were also
employed. The study found that there is a significant level of tax compliance among
the listed manufacturing companies in Nigeria. The study also shows that the cor-
porate taxpayer’s perception of fairness of -2.765 (0.006) has a significant impact on
corporate taxpayers willingness to pay taxes and tax knowledge of 4.601 (0.000) sig-
nificantly influenced tax compliance. Based on tax knowledge, the study recommends
that tax authorities must improve the knowledge of taxpayers and tax collection agents
through programs, initiatives, and training on tax awareness.

Keywords taxation, tax fairness, tax knowledge, manufacturing
company, Nigeria
JEL Classification H21, H30

INTRODUCTION

The Nigerian economy is the largest in Africa with a Gross Domestic
Product (GDP) of 375.8 billion US dollars in the year 2017, while
South Africa’s GDP of 349.4 billion US dollars trails behind Nigeria.
The Nigerian economy is made up of many sectors with a total market
capitalization of N22.35 trillion ($61.44 billion) as at September 2018,
of which the manufacturing sector is one of them (Nigerian Stock
Exchange, 2018). The manufacturing industry applies to those sec-
tors and operations that are active in the transformation, production,
and processing of items that create value addition to the commodity
(Falade & Olagbaju, 2015). The activities in the manufacturing sector
cover a wide range of products, and it contains manufacturing, metal/
plastic, ICT/electrical, garment and clothes, accessories, concrete, and
infrastructure. Currently, other manufacturing activities have been
divided into eleven different activities, where food, beverages, and to-
bacco are the dominant activities of the sector.

Due to the size and nature of the manufacturing sector, it is expected
that a more substantial portion of the Nigerian tax revenue will be de-
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rived from this sector by the government and will be used to finance its activities to enhance economic
growth and development in the country. Despite the contribution of the manufacturing sector to the tax
revenue generated in the country, the level of tax compliance of this sector is not specified.

Taxation is the most unstable and sophisticated issue in governance both in evolving and technolog-
ically advanced countries. Akintoye and Tashie (2013) noted that tax proceeds are vital mechanisms
for economic expansion in many developing countries, such as Nigeria, as tax-generated taxes help the
economy to provide facilities and social welfare support.

Tax compliance can be regarded as the ability of tax-paying citizens to pay their taxes. In contrast, non-
tax obedience is a failing on the part of tax-paying citizens to meet their tax obligation intentionally
(Kirchler, 2007). The tax compliance determinant factors can be viewed from different perspectives: so-
cio-psychological factor, which deals with attitudes, norms, fairness, tax knowledge and their relation-
ship with tax compliance; political factor deals with the complexity in the tax law; and economic factor
deals with the effect on tax enforcement behavior, with audit thresholds, fines, tax rates, and income.

The main problem of this study is a non-tax compliance behavior, which is an issue throughout the
world and may have unfriendly outcomes on the economy (Lipatov, 2012). Non-tax compliance behav-
ior, however, is an issue that affects tax growth and development as one of the primary revenue sources
of government in the country. Oluyombo and Olayinka (2018) identified different factors that contrib-
uted to non-compliance behavior: misappropriation of tax collected, corruption, weak tax administra-
tion, political instability, heavy tax burden, and multiplicity of taxes. Nigeria’s tax compliance rate is
significantly low, 10 percent compared to other countries based on the Federal Inland Revenue Service
figures (FIRS, 2018). However, in the United States of America, internal revenue service estimated that
100 billion dollars were lost yearly to tax non-compliance (Bobek & Hatfield, 2003).

Therefore, this study addressed the issue of non-tax compliance, which has been a general problem sur-
rounding corporate taxation in the business world.

1. LITERATURE REVIEW

Afuberoh and Okoye (2014), the government pro-
grams and adequacy of the tax policy is the prima-

The issue of tax revenue has been regarded as an
encumbrance that individual and corporate or-
ganizations must contribute to sustaining the de-
velopmental projects of the government. It is an
economic policy device that the state deploys to
attain its macroeconomic goals and objectives.
The principal economic goals of any evolving na-
tion are to ensure that adequate revenue is gener-
ated to enhance the quality of human life in the
country (Afuberoh & Okoye, 2014). Oladipo et al.
(2019) viewed the vital aspect of tax compliance
and found that it will improve government reve-
nue generation positively when individual taxpay-
er sees the tax system and policy as fair, trustwor-
thy, just, and judicious spending of the tax revenue.

Tax administration is the process in which rele-

vant tax authority applies tax laws and, in general,
the practical interpretation of laws. According to
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ry concern of the tax system in any country while
tax administration is to guarantee the proper ap-
plication of relevant tax laws and also ensure that
all the revenue generated are paid directly into
the government account. In achieving anticipated
objectives, sound policies, rules, and regulations
must be put in place, and it is also crucial to en-
tirely execute these policies, rules, and regulations
judiciously. In Nigeria, the administrative organ
of the tax authority is responsible for the imple-
mentation of tax policies.

Tax fairness has been recognized as one of the at-
tributes of a sound tax system (Wrede, 2014), and
it plays a vital role in determining a tax compliance
behavior of taxpayers. The influence of tax fairness
on taxpayers’ compliance behavior has gained ex-
tensive debate by Marion and Muehlegger (2018),
Khasawneh et al. (2008), and Wrede (2014). Most
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of these studies perceive taxpayers to comply with
a tax system that is considered fair. However, there
are various dimensions of tax fairness which in-
clude horizontal fairness (Faizal & Palil, 2015), ver-
tical fairness (Gberegbe et al., 2015), administrative
fairness (Nagel et al., 2019), personal fairness (Bayer
& Cowell, 2016), and general fairness (Zandji, 2016).

Horizontal fairness is when taxpayers with equal
socioeconomic backgrounds pay the same tax rate.
Vertical fairness implies that payments should be
made by people of different economic conditions
at different levels. Administrative fairness refers
to the contents of tax laws and procedures that tax
authorities employ. Personal fairness often relates
to the impression by taxpayers of whether the tax
system is fair. Lastly, retributive fairness is con-
cerned about how non-compliant taxpayers are
sanctioned and punished. In this study, tax fair-
ness is considered from the aspect of general fair-
ness. This aspect measures an individual judgment
on whether or not a country’s tax system is fair.

Gberegbe et al. (2015) also studied the perception
of tax fairness on personal income tax compliance
in Nigeria, and the result shows that a positively
significant relationship exists between tax fairness
perception and personal income tax compliance in
River States, Nigeria. However, Zandi (2016) viewed
the relationship between tax fairness and tax com-
pliance from the aspect of rewards. It was noted
that the tax authority should establish various re-
ward systems to compensate taxpayers that are
compliant with tax requirements. It was concluded
that these taxpayers would view the tax system as a
fair one and thus tax compliance will increase.

This study considers tax knowledge to represent
tax education, which is similar in meaning. The
degree of tax awareness and details is an impor-
tant element in how taxpayers pay taxes. Tax
knowledge was recognized as one of the critical el-
ements influencing the conduct of tax compliance
behavior (Newman et al., 2019; Olaoye et al., 2017).
Saad (2014) concluded that tax knowledge can
be divided into two aspects, namely, knowledge
through formal education and knowledge direct-
ed at possible opportunities to evade tax. In the
first aspect, the level of formal education received
by taxpayers on tax matters is a crucial factor that
contributes to tax compliance behavior.

http://dx.doi.org/10.21511/ppm.20(1).2022.04
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According to Newman et al. (2019), taxpayers with
adequate formal education and knowledge are ex-
pected to have adequate information about tax and
fiscal policies due to their level of education and ex-
posure. It was found that tax knowledge is an impor-
tant factor in determining tax compliance behavior.
Pratama (2018) found that when taxpayers possess
higher tax awareness, they follow high ethical be-
haviors. Knowledge of tax and fiscal policies was
viewed to be an essential factor when determining
the level of taxpayers’ compliance behavior. In ad-
dition, Bernard et al. (2018) assessed the impact of
tax understanding and knowledge on tax compli-
ance among shareholders in export production areas
in Kenya. The study shows that tax knowledge and
awareness have a positive relationship with taxpay-
ers’ ability to understand tax laws and thus increase
tax compliance. In summary, tax knowledge has an
enormous impact on tax compliance behavior.

Faizal et al. (2017) examined the correlation be-
tween justices, trust, and tax compliance behavior
in Malaysia. The findings revealed that justice and
trust have a significant effect in determining tax
compliance behavior in Malaysia. Sausgruber and
Tyran (2014) noted that when the tax authority treats
taxpayers nicely and fairly, they would cooperate
and be more motivated to comply with the require-
ment of the tax system enacted by the tax authority.
Jurney et al. (2017) argued that taxpayers should be-
lieve in a government that any tax levy against the
citizens is fair and equitable as much as possible.

Doran (2009) investigated the relationship be-
tween the knowledge-ability of taxpayers and
tax compliance behavior; the relationship was
found to be significant. In Nigeria, Oladipupo and
Obazee (2016) used ordinary least square (OLS)
regression to measure the influence of taxpayers’
knowledge and the tax penalty on tax compliance
among SMEs. This study is in line with Olaoye et
al. (2017) who stated that tax knowledge has a sig-
nificant positive impact on tax compliance.

2. AIM AND HYPOTHESES

This study aims to examine the influence of tax
fairness and tax knowledge on the tax compliance
behavior of listed manufacturing companies in
Nigeria.
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Based on the aim of this study, the relevant null
hypotheses were formulated:

Ho: There is no significant relationship between
tax fairness and tax compliance among list-
ed Nigerian manufacturing companies.

There is no significant relationship between
tax knowledge and tax compliance among
listed manufacturing companies in Nigeria.

3. METHODS

The study uses the Laffer Curve Theory for
the analysis. According to this theory, the idea
was advocated that reducing tax rates would
result in higher revenue, which promotes and
enhances economic growth. It shows the rela-
tionship between tax rates and government rev-
enue. According to Afuberoh and Okoye (2014),
this theory is illustrated with a graphical curve
(Laffer Curve, which is constructed through
experiments).

The Laffer Curve indicates the relationship be-
tween tax rates and government revenue. It sug-
gests that at the moment when there is an in-
crease in the tax rates, definitely, government
revenue will also increase. Based on the graph,
the government will like to be at a tax rate of
100%, which will generate more revenue to the
detriment of the workers, and the people will
be reluctant to work at that point because all
their earning will be going into the government
purse. The optimal point is at T* where the gov-
ernment will generate more revenue, and the
workers (taxpayers) will continue to work effec-
tively and efficiently, which will enhance eco-
nomic growth.

This study adopted a survey research meth-
od (questionnaire) (Appendix A) and all listed
manufacturing companies that are in both the
industrial and consumer goods segment of the
economy, other than companies that carried
out petroleum operations, were the population
of this study. The sample size for this study was
20 listed manufacturing companies out of 35
listed companies in both consumer and indus-
trial goods sectors. Given the unequal number
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of companies in these two sectors, the study se-
lected ten (10) listed companies each from the
two sectors, which will give room for equal rep-
resentation from the two sectors.

The totality of the questionnaire used for the
analysis of this study was 278 out of 400 copies
of the questionnaire distributed to the respond-
ents (tax managers, accountants, auditors, and
corporate responsibility staff). The model used
to examine tax compliance, tax fairness, and
tax education of listed Nigerian manufacturing
companies by:

TComplB = f (TFarn, TEdu), 1)
where TComplB is the tax compliance behavior,
TFarn is tax fairness, TEdu is tax knowledge.

Hence, the explicit form of the model is calculated
by:

TComplB, = B, + B TFarn+ B,TEdu+ u,, (2)

where ﬂo is the intercept or the constant term,
B, and f,, are the parameters for the independ-
ent variables, tax fairness (T Farn), tax knowl-
edge (T Edu), respectively. The subscript %, is the
period of observation while g, is the stochastic
error term.

4. RESULTS

Based on the methodology adopted to collect the
data, the study used regression analysis to exam-
ine the impact of tax fairness and tax education
on the tax compliance behavior of listed manu-
facturing companies in Nigeria. A reliability test
was conducted using Cronbach’s alpha. The reli-
ability coeflicient was found to be 0.73. Since the
benchmark for reliability coefficient is 0.67-0.7,
the above reliability coefficient indicates signifi-
cant internal consistency of the items in the re-
search instrument (questionnaire), thus indicat-
ing that the instrument is reliable.

The regression results are shown in Table 2.
Table 2 depicts the model summary of tax compli-

ance and ethical tax behavior of the sampled firms
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Table 1. Reliability statistics

Problems and Perspectives in Management, Volume 20, Issue 1, 2022

Source: Authors’ computation using IBM SPSS.

Cronbach’s alpha

No. of Items

30

0.630

152

0.552

15°

30

0.500

0.666

0.666

Guttman Split-Half Coefficient

0.666

Note: a — Predictors: (Constant), Avg. Tax Fairness, and Avg. Tax Education. b — Dependent Variable: Avg. Tax Compliance.

Table 2. Model summary

Model R RSquare  Adjusted RSquare : Std. Error of the Estimate @ Durbin-Watson
1. 0.340° 0.116 0.103 0.26569 2.244
Table 3. Coefficients of independent variables
Unstandardized Coefficients Standardized Coefficient .
Model ” t Sig.
B : Std. Error Beta
AComstant) 2979 0315 e 28T 20000
PVETAXFAIMNESS st 70363 8959 035D b T2705 10006
Avg. Tax Knowledge 0.222 0.048 0.0267 4.601 i 0.000

Note: a — Dependent Variable: Avg. Tax Compliance.

under study. The summary reflects an R-square of
0.116, which approximately stands at 12%, imply-
ing the variation amidst the constructs. It further
buttresses that the tax compliance behavior of the
sampled firms can be explained by the independent
constructs (tax fairness and tax education). In con-
trast, the remaining 88% are other factors were not
captured by this model, which are outside the mod-
el of this study. Furthermore, the computed value of
the Durbin-Watson statistic is 2.244. This value lies
between DU, 4 - DU, thus indicating that the sto-
chastic error terms are not serially correlated.

TComplp, = B, + pTFarn+ B,TEdu+ u,, (3)

Tax Compliance Behavior = 2.979 - 0.163 Tax fair-
ness + 0.222 Tax knowledge

The t value and the significance level are as follows:

t/sig. = 9.461 (0.000), -2.765 (0.006), and 4.601
(0.000), for constant, tax fairness, and tax knowl-
edge. This implies that both tax fairness and tax
knowledge are significant variables for the tax
compliance behavior of taxpayers.

http://dx.doi.org/10.21511/ppm.20(1).2022.04

5. DISCUSSION

Discussing Ho,, there is no significant relationship
between tax fairness and tax compliance behav-
ior of listed manufacturing companies in Nigeria.
Findings from Table 3 do not align with the null
hypothesis, the interaction is statistically signifi-
cant, as demonstrated by the t-stats and p-value
of -2.765 and 0.006 respectively. The result depicts
that tax fairness has a negative and significant of
about -0.159 influence on tax compliance behav-
ior. This shows that the Nigerian tax system does
not reflect administrative feasibility in the area of
convenience, justness, and effectiveness. The re-
sult aligns with Guzel et al. (2019) who found a
positive relationship between tax compliance and
justice.

Considering Ho,, there is no significant relation-
ship between tax knowledge and tax compli-
ance among listed manufacturing companies in
Nigeria. The result from Table 3 depicts a devia-
tion from the null hypothesis. This result is notice-
able by the t-stats and p-value (4.601 and 0.000)
concurrently. The outcome reveals that tax knowl-
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edge has a positive and significant association
with tax compliance, and the degree of association
stands at 0.0026, inferring that a slight increase in
the awareness of tax individuals would have about
0.0026 effects on the tax compliance behavior of
the sampled firms under study.

This implies that the provision of adequate tax
education to taxpayers and increased advertis-
ing of incentives for voluntary compliance will
enhance tax revenue generation to the govern-
ment. Training of government tax agents also will

would lead to an increase in tax compliance be-
havior of the first-time entrepreneur, when neces-
sary tax knowledge is acquired in the area of tax
regulations, accurate filing of tax returns, and
paying complete tax returns on time (Nagel et al.,
2019). The training increases the level of tax com-
pliance, which will definitely increase tax revenue
generation in the short run. This outcome further
buttresses Yahaya (2015), employing that knowl-
edge is power and key to tax compliance, owning
that people would only cooperate and respond to
information having full knowledge of the benefit

enhance tax compliance behavior. Tax training or demerit thereof.

CONCLUSION

This study examined the influence of tax fairness and tax knowledge on tax compliance behavior of
listed manufacturing companies in both consumer goods and industrial goods sectors of the Nigerian
economy.

This study found that tax fairness is significant but negative influence, which indicates that tax fairness
is essential in tax compliance decisions. From the data collected and analyzed, it implies that govern-
ment did not distribute the tax burden equitably and did not implement tax policies relative to the inter-
ests of all citizens in the country. The findings reveal that tax justice perception affects tax compliance
behavior. Hence, this finding is an extension of the Laffer Curve Theory, which advocates for optimal
tax payment at the point where both the government and taxpayers are at par in terms of tax revenue
and tax payment.

Furthermore, the empirical result is in line with the Laffer Curve Theory argument on the need to sensi-
tize the general populace to be tax compliant. Therefore, considering the level of education of corporate
taxpayers in this study, tax knowledge significantly influenced tax compliance behavior. The findings
revealed the empirical evidence that tax preparation, the efficiency of tax services, tax planning, tax lit-
eracy, and expectations of justice in the tax system affect corporate tax compliance. Tax policy should
be designed to reduce tax evasion and promote fairness in taxation.

Therefore, government and policymakers should put into consideration taxpayers’ opinions and contri-
butions when reviewing new tax policy reforms in the country. Data-driven decision-making, through
the identification of non-taxpayers, collects money from compliant taxpayers, which will accelerate tax
recovery, collective and revenue generation performance in the country.
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Please tick {V} correctly inside the box that perfectly suits your option.

S/N TAX FAIRNESS "SA A U.D SD
....... TAF1 ‘ Tax burden among taxpavyers is fairly distributed. : : : : :
TAF 2 vernment implements tax policies fa|r|y to the interests of all C|t|zens in the country

he tax system and tax rate for the average taxpayer are falr in relatlon to the economy.

es are so heavy that tax evasion is an economic necessity for many companies to survive.

eating on taxes is Jusuﬁable in I|ght of the unfa|rness of the tax system.

: Taxpayer’s perception of fairness has an impact on the willingness to pay taxes.

Note: SA — strongly agree, A — agree, U — undecided, D — disagree, SD — strongly disagree.

Table A2. Tax knowledge

Please Tick {V} correctly inside the box that perfectly suits your option.

S/N : TAX COMPLEXITY AND TAX KNOWLEDGE SA A U:D: SD
....... TCK1 Néﬂl}l'[genan tax system and tax laws are too complex to understand by taxpayers. ; ;

TCK 2 The complexity of tax laws contrlbutes to the “tax gap” that is what tax is owed and what is

TCK 3 ur company used tax Iaws and tax consultants ina creatlve way to reduce tax Ilablllty

avmdance does not V|olate the rules but goes against the spirit of the laws.

use of tax avoidance depends on the taxpayer’s knowledge and information.

: Tax knowledge and tax preparer have a significant effect on taxpayers’ compllance behawor.

Note: SA — strongly agree, A —agree, U — undecided, D — disagree, SD — strongly disagree.
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