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ABSTRACT

Tax non-compliance behaviour has been addressed as a continuous serious concern
globally. However, empirical research on tax non-compliance in Yemen is still
scarce. The major purpose of this study was to investigate the issue of income tax
non-compliance behaviour in Yemeni SMEs from two theoretical perspectives,
namely social psychology and economy. It aimed to empirically investigate the
influence of the Islamic religious perspective, geopolitical differences, tax service
quality, public governance quality, tax rate and penalties on taxpayers behaviour. As
a new contribution to tax non-compliance knowledge, the moderating effect of
Islamic religious perspective on the relationship between tax non-compliance
behaviour and its determinants was also examined. Data was collected using the
survey method, whereby a total of 500 questionnaires yielded a 66% response rate.
Hierarchical regression analysis was employed to test the hypotheses. The findings
show that Islamic religious perspective and geopolitical differences have significant
influences on taxpayers behaviour. The results also indicate that tax service quality
and public governance quality have significant negative influences on the level of tax
non-compliance, and tax rate positively influences the level of tax non-compliance
but the influence of penalties on the level of tax non-compliance is statistically non-
significant. Additionally, this study provides evidence that integrating the Islamic
religious perspective, as a moderator, strengthens the ability of the model to explain
the issue of tax non-compliance, and significantly moderates the influence of
geopolitical differences and penalties. This study concluded with the theoretical and
methodological contributions, and practical implications for the tax authority and the
government of Yemen.

Keywords: tax non-compliance behaviour, Islamic religious perspective,
geopolitical differences, SMEs.



ABSTRAK

Gelagat ketidakpatuhan cukai dilihat sebagai masalah berterusan yang serius di
peringkat global. Walau bagaimanapun, kajian empirikal ke atas aspek
ketidakpatuhan cukai di Yaman amat terhad. Tujuan utama kajian ini dijalankan
adalah untuk mengkaji tentang isu ketidakpatuhan cukai pendapatan dari dua
perspektif, iaitu psikologi sosial dan ekonomi. Kajian ini mengkaji secara empirikal
tentang pengaruh perspektif agama Islam, perbezaan geopolitik, kualiti perkhidmatan
cukai, kualiti tadbir urus awam, kadar cukai, dan penalti ke atas gelagat pembayar
cukai. Kesan penyederhana perspektif agama Islam ke atas hubungan faktor-faktor
yang mempengaruhi gelagat ketidakpatuhan cukai turut dikaji sebagai satu
sumbangan baharu dalam bidang pencukaian. Pengumpulan data dilaksanakan
menerusi kaedah tinjauan dengan edaran 500 borang soal selidik yang menghasilkan
kadar respon sebanyak 66%. Analisis hierarki regresi digunakan dalam menguji
semua hipotesis kajian. Hasil kajian menunjukkan bahawa perspektif agama Islam
dan perbezaan geopolitik mempunyai pengaruh yang signifikan ke atas gelagat
pembayar cukai. Hasil kajian juga menunjukkan bahawa kualiti perkhidmatan cukai
dan kualiti tadbir urus awam mempunyai pengaruh yang negatif ke atas tahap
ketidakpatuhan cukai. Manakala kadar cukai pula mempunyai pengaruh positif ke
atas tahap ketidakpatuhan cukai, namun pengaruh penalti ke atas gelagat pembayar
cukai adalah tidak signifikan. Kajian ini juga membuktikan bahawa peranan
perspektif agama Islam sebagai penyederhana telah mengukuhkan keupayaan model
dalam menjelaskan isu ketidakpatuhan cukai dan perspektif agama Islam juga
bertindak sebagai penyederhana terhadap perbezaan geopolitik dan penalti. Kajian
ini menyumbang dari aspek teori, kaedah kajian dan implikasi praktikal kepada pihak
berkuasa cukai dan kerajaan Yaman.

Kata kunci: gelagat ketidakpatuhan cukai, perspektif agama Islam, perbezaan
geopolitik, industri kecil dan sederhana.
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CHAPTER ONE

INTRODUCTION

1.1  Background of the Study

Tax non-compliance is one of the several phenomena that seriously impact the global
economy, and therefore it has attracted the awareness of tax researchers (Ross &
McGee, 2012a). All economies in the world, whether developed or developing
economies, are affected by this phenomenon (Hindriks & Myles, 2008). Mas‘ud,
Aliyu and Gambo (2014) related that the level of tax non-compliance in developing

countries is much more than developed countries.

Globally, numerous studies on tax compliance employed the classic model of tax
compliance (Gupta & McGee, 2010), which initially focused on the economic
perspective (Becker, 1968; Allingham & Sandmo, 1972) and later on to some extent,
integrating the social and psychological (Weigel, Hessing & Elffer, 1978; Fischer,
Wartick & Mark, 1992; Hanefah, 1996; Edlund, & Aberg, 2002) and legal (Klepper,
Mazur & Nagin, 1991; Riahi-Belkaoui, 2004) perspectives as well. The lack of
empirical research on other aspects can be attributed to the reality that social effects
are extremely difficult to identify (Gupta & McGee, 2010). In a related study, Crowe
(1944, as cited Ross & McGee, 2012) proposed a broad study on the ethics of tax

non-compliance from philosophical and religious aspects.

Internationally, many studies have been conducted to examine the issue of tax non-
compliance covering different countries in South America, North America, Asia,

Europe, Australia and New Zealand (McGee, 2006; McGee, 2007; McGee, Benk,



Ross & Kiligaslan, 2009; McGee, Petrides & Ross, 2009; Gaventa & McGee, 2010).
Although the existence of tax non-compliance in the Middle East region is reported
(Central Organization for Control and Audit COCA, 2014), studies in this region are

very rare (Aljaaidi, Manaf, & Karlinsky, 2011).

The Middle East region is one of the important areas that have contributed to the
growth of the global economy (Carapico, 1998), therefore, it is important to
determine the public views of these countries toward the international economic
problems, such as tax non-compliance. The current study focuses on Yemen as one
of the Middle East countries. Hanefah, Ariff and Kasipillai (2002) explained that
several governments see SMEs as the vehicle for greater economic growth. Mwangi
(2014) and Fararah (2014) suggested concentrating on the Small and Medium
Enterprises sector (SMEs) because this sector often constitutes a very large segment

of the economy of countries.

1.2 Tax Non-compliance in Yemen

Yemen, as one of the countries in the Middle East region, is classified as one of the
least developing countries that suffer of a high volume of economic, financial and
administrative corruption (Yemen Times, 2005). One of the most prominent
economic and financial problems is tax non-compliance, which was recorded in high

rates during the last few decades (COCA, 2014).

During the period from 1990 to 2010, the tax authority in Yemen has regulated many

new tax laws and reforms' to overcome the weaknesses in the tax system in order to

"'See Chapter Two for more details about all key reforms and modification of tax laws during the
period from 1990 to 2010.



eliminate tax non-compliance, such as the modifications of the Income Tax
Regulations (Law No. 17 of 2010), which is considered the newest reform
concerning income tax, were introduced (Aljamaree & Algaylee, 2011; Helhel &
Ahmed, 2014). Additionally, the modification of general sales tax according to Law
No. 19 for the year 2001, which was expanded in 2001 to undergo base, and the
emergence of many of the reforms, such as unification of the applicable rate of 10%,
reduce exemptions under a specific list apply the rate of zero for exported goods.

However, this law was introduced to be applied in 2005.

Despite these attempts by the tax authority, the phenomenon of tax non-compliance
still exists in practice. During the period from 2004 to 2013, it was noted that the
volume of tax non-compliance showed a steady increase, reaching in 2004 to the
amount of USD164 million, only to increase in 2009 to USD2 billion, followed by in
2012 to USD2.5 billion and in 2013 to USD3 billion (Ministry of Planning &
International Cooperation MPIC, 2009; Al-Saadi, 2014; COCA, 2014). Al-Saadi,
who used to be the Minister of Planning and International Cooperation of Yemen,
(2014) stated that the issue of low collection of tax in Yemen led to a serious
financial problem. He explained that the low collection of tax places the country in a
complicated situation as it needs more support for its general budget in order to meet

the deficit, and that such low tax payment could threaten the economic stability.

In line with this statement, the Yemeni News Agency "Saba" (2012) reports revealed
that the Yemen's cabinet approved a budget for year 2013, with a deficit of YR690
billion (USD3.2 billion). Thus, reducing the non-compliance of tax will actively

contribute to financing the fiscal gap of the budget. Al-Mutawakel (2014) explained



that overcoming the phenomenon of tax non-compliance will cover a significant
amount of the budget deficit, and will play an important role in supporting the
government budget and inject sufficient funds to eliminate the deficit, which
threatens the economy of the country. Furthermore, the government will be able to

cut or reduce the foreign aids which were resorted to, to cover the budget deficit.

On the other hand, the Yemeni government provides subsidies for petroleum
products, which created a deficit in the budget (The Yemeni News Agency, 2012), so
the government is planning to remove these subsides. However, the Yemeni
economic expert, Abdul Majid Al-Batly (2014), indicated that even after the removal
of subsidies on petroleum products, there will still be a deficit in the budget,
therefore, the diversification of sources of public revenue is still required. One of the
most important sources of the government budget is tax revenues, but it is still in a
low level of contribution to Gross Domestic Product (GDP). Therefore, eliminating
the amount of tax non-compliance is useful to finance the budget and reduce the

deficit.

In this regard, researches should be conducted in order to discover the factors
influencing the taxpayer‘s behaviour. Religion is considered to be a main factor that
shapes the attitudes and thus may affect the behaviour of the individuals (Mohdali &
Pope, 2014). As the population of Yemen is totally composed of Muslims, the
measurement of the Islamic viewpoints of the taxpayers in Yemen is of great
importance and is an essential factor that influence taxpayer‘s behaviour to overcome
the phenomenon of tax non-compliance (Obaid, 2008; Mohdali & Pope, 2014).

Furthermore, the geopolitical differences in Yemen are expected to be a key factor



influencing many issues such as tax non-compliance. While the attitudes of the
Yemeni people towards the government differ based on their geographical location
resulting from political issues, their behaviour is logically impacted by their
geopolitics (Al-Nageeb, 2011). Islamic religious perspective and geopolitical

differences are briefly explained below.

1.2.1 Islamic Religious Perspective and Tax Non-compliance

Based on the social influence theory, attitudes are considered to be a very important
factor that may affect the behaviour of individuals. The current study concentrates on
the Islamic religious perspective, being as attitude of tax payers, may affect the

behaviour of taxpayers in terms of compliance and non-compliance.

Islamic teachings are clear in many issues in terms of Halal and Haram, where there
are explicit texts in the form of Quranic statements or Hadith of the Prophet (peace
be upon him). However, in some issues, especially contemporary ones such as tax,
there are no explicit texts clarifying whether it is Halal or Haram, because taxes did
not exist at the time of the Prophet (peace be upon him). In such a case, Islam gave
an opportunity for researchers to conduct their due diligence, and as such, Muslim

scholars strive to provide Islamic provisions for these cases.

Generally, there are several opinions about taxes, since some scholars are viewing
tax itself as forbidden, and others believing in its legitimacy and the government‘s
right to impose taxes on its citizens. The difference in understanding the Islamic
rules about taxes resulted in different views and perspectives about non-compliance.

The Islamic perceptions on tax could be summarized as follows:



1) Totally permissible (Halal): therefore, non-compliance seems to be absolutely
forbidden (Nabulsi, 2005).

2) Permissible under circumstances and conditions: accordingly, tax non-
compliance seems permissible when the "conditions" are not met (Mawdudi,
2005; Al-Omari, 2009; Hasan, 2010; Al-Jibreen, 2012).

3) Totally forbidden (Haram): consequently, non-compliance could be seem as
permissible when taxpayer found opportunity to do so without committing
any forbidden act (Standing Committee for Scientific Research & Fatwa

SCSREF, 1994)".

It is worth indicating that the four Islamic Mazhabs have different viewpoints
towards tax. However, the three Islamic perspectives about tax are relevant to all

Mazhabs, and do not refer to any specific Mazhab.

The current study incorporates Islamic religious perspective in the model of tax non-
compliance. Baron and Kenny (1986) suggested that a moderator is introduced when
the association between variables is inconsistent. Thus, the moderating effect of
Islamic religious perspective on the relationship between tax non-compliance and its

determinants is investigated.

It 1s worth mentioning in this regard that in the Islamic rules, specific individuals
(Muslims) are required to pay Zakat as a religious duty imposed on them. In some
countries, like Malaysia, the financial system connects between Zakat and tax, as the

amount of Zakat paid is rebated from the due tax (Khamis, Mohd, Salleh&Nawi,

' SCSREF is the Fatwa Cncil of Saudi Arabia.



2014). Such regulation may enhance taxpayers to comply with tax rules, and thus,
the level of tax compliance is improved. However, other countries, including Yemen,
do not consider Zakat paid, and citizens are required to pay the full amount of Zakat

and tax as well (Tax Authority of Yemen, 2011).

1.2.2 Geopolitical Differences and Tax Non-compliance

In a country like Yemen, the geographical affiliation plays a key role on the
economic issues such as non-compliance of tax (Al-Yasani, 2005). The geographical
differences are a result of political differences stemming from the previous division
of the country before 1990. This diversity in affiliation did not exist at the beginning
of the nineties (1990) of the last century, where the North and South Yemen united.
The Yemeni unity continued until 1994 when a war between the two halves broke
out and ended with the victory of the northern part of Yemen over southern part.
Many Southerners considered this victory as an occupation, and therefore treated the

government as the occupation government (Bahaj, 2000).

In 2007, the Southern Movement was founded in the country, and began calling for
reforming the path of unity, then moved to claim the secession of the south from the
central government in Sana'a (Al-Rabaee, 2014). This view has led a lot of
southerners to take a political character, and thus resulted in the evasion of the
performance of the duties of the central government in Sana'a, especially as most
Southerners believe that Sana'a has been plundering the wealth of the south, which

represents 85% of the total wealth of the country (Al-Nageeb, 2011).



In summary, the influence of geopolitics is a result of the geographical differences
based on political division of the country. In other words, geopolitical differences are
the combination of geographical with political aspects. As the geographical locations
of taxpayers are used as a proxy to measure their geopolitics, therefore, it could be
said that the geographical location of taxpayers may be used to measure the attitudes
towards the government in Yemen, and in turn, this influences national issues,

including compliance of tax rules.

In the literature, geopolitics has been examined in different environments other than
Yemen. For instance, Oyelere (2007) investigated the disparities in labour market
outcomes across geopolitical regions in Nigeria. The author classified the 36 states in
Nigeria into 6 geopolitical regions. The basis of classification is the political aspect
with geographical location, where each region has a political character towards the
central government. The Nigerian case closely resembles the Yemeni case, as the
geopolitical differences may affect the attitude of citizens towards the authority, and

so may influence their behaviour on certain issues such as tax non-compliance.

1.3 Small and Medium Enterprises in Yemen

The Yemeni business law defined the SMEs based on 2 criteria. The first criterion is
the number of employees and workers, and the second criterion is the capital of these
enterprises. The enterprise employing from 1 to 4 workers and has capital of less
than YR1.5 million [about 6,700 USD], is considered a small enterprise. Meanwhile,
the medium enterprise is defined as the enterprise, which have from 5 to 10
employees and capital between YR1.5 million to YR20 million [about USD93,000]

(MPIC, 2009; Tax Authority of Yemen, 2011).



Since the 1960s to date, SMEs have been given due recognitions for playing very
important roles in fostering accelerated economic growth, development and stability
within several economies (Pashev, 2008). The Yemeni economy relies heavily on
SMEs sector, which represent 99.6% of business in Yemen (MPIC, 2009; Central
Organization of Statistic COS, 2013). The number of SMEs is increasing, as it was
about 32,649 in 1996, and in 2000 the number was 33,351, only to reach in 2004 to
more than 41,000, and 45,483 in 2010 (COS, 2013; National Information System
NIS, 2012; Ministry of Industry & Trade MIT, 2011). Despite the growing number
of SMEs in Yemen, the tax revenues from this sector is still very low, as it does not
represent more than 5% of total tax revenues (Al-Saqqaf, 2005; Huda, 2005;

Abdulasiz, 2008).

The SMEs are represented by their owners and managers, as they are the final
decision makers. Miller and Sardais (2011) pointed out that based on the agency
theory, the owners always seek to maximize profits, and managers also have the
same objective, and in return they get some concessions and incentives. However,
the owners and managers of SMEs are normally affected by the surroundings,
whether it is their social or economic environment (Alabede, Ariffin & Idris, 2011a).
In other words, the social factors and economic factors are likely to influence the
behaviour of taxpayers. Naturally, the positive perception of SMEs owners and
managers towards tax would lead to a positive behaviour and hence, more

compliance would be achieved.



14 Problem Statement

In Yemen, as many other developing countries, tax non-compliance is considered to
be a serious challenge facing tax authority and preventing tax revenue performance.
The tax authority in Yemen has regulated many reforms during the period from 1990
to 2010 to overcome the weaknesses in the tax system. Nevertheless, as highlighted
in Section 1.2, data shows that the amount of tax non-compliance is on increasing
trend and remains a serious concern (United Nations Development Program UNDP,
2005; MPIC, 2009; Al-Batly, 2014; COCA 2014), and also has led Yemen into a
serious financial problem (MPIC, 2014). For example, the Yemeni cabinet approved
a budget for the year 2013, with a deficit of YR690 billion or equivalent to USD3.2
billion. (Yemeni New Agency, 2012). By comparing the budget deficit of USD3.2
billion with the estimated amount of tax non-compliance for the same year 2013 (i.e.
USD3 billion), it could be noted that minimizing the tax gap will lead to an increase
in tax revenue, thus minimizes the budget deficit and its corresponding reliant on

foreign aids respectively (Al-Mutawakel, 2014).

Contrastingly, the increasing amount of tax non-compliance would continually
reduce the share of tax revenue over the total revenue of the government. For
example, the average tax revenue for the period of between 2006 and 2013 is just
almost 23% of the total revenue of the government, which is sufficient to cover only
about 24.4% of the total current expenditure of the same period (COCA, 2014).
Additionally, the average ratio of tax revenues amounted to only 6.4% of GDP
during the same period, compared to 17% of GDP in similar economies such as
Egypt and Syria, and more than 20% of GDP in Morocco, Tunisia, Lebanon and

Jordan (Imam & Jacobs, 2014). An analysis by Bose, Haque and Osborn (2007)
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pointed out that Yemen and Sudan had the lowest share of tax revenue on GDP
among all developing countries. According to Tax Authority of Yemen (2011),
income tax revenues represent the largest percentage of tax revenue in Yemen.
Moreover, non-compliance frequently occurs in the income tax more than other types
of tax, because the other indirect taxes are linked to the value of the goods or
services, and so, the consumer has no option other than to pay the tax. For this

reasons, the current study concentrated on the income tax non-compliance in Yemen.

The SMEs sector play very important roles in fostering accelerated economic growth
(Pashev, 2008), and specifically in Yemen, SMEs sector is growing steadily, (COS,
2013; NIS, 2012; MIT, 2011) and it represents 99.6% of business establishment in
Yemen (MPIC, 2009; Central Organization of Statistic COS, 2013). However, tax
revenues contributed by this sector are still very low, as it does not exceed 5% of the
total tax revenues (Al-Saqqgaf, 2005; Huda, 2005; Abdulasiz, 2010). The low tax
collection from SMEs is likely due to a very high non-compliance among SMEs in
Yemen. For example, Gubran (2009) indicated that 60% of SMEs in Sana'a do not
comply with tax laws at all, with the remaining 40% of SMEs displaying some sort

of non-compliance offences.

Regarding theory, Allingham and Sandmo (1972) conducted an empirical study of
factors affecting tax non-compliance by employing the deterrence theory of Becker
(1968). The deterrence theory focus only on economic factors, while neglecting
social, psychological and political aspects is considered as one of its weaknesses
since it does not provide a complete explanation of factors affecting the tax non-

compliance (Torgler, Schaffner & Macintyre, 2007). Generally, factors affecting the
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phenomenon of tax non-compliance cannot be explained by a single theory (Alm,
1999). Other supporting theories are employed to give a better logical explanation of
factors affecting this phenomenon. Thus, some studies extended their examination to
include the social and legal perspectives (Jackson & Milliron, 1986; Klepper et al.,
1991; Fischer et al., 1992; Hanefah, 1996) as well. Alabede (2012) argued that when
non-compliance with the laws becomes a common phenomenon, it is often attributed
to social factors and the lack of deterrence for non-compliance. As a result, the
disturbing statistics about tax non-compliance in Yemen is an indication of the need
for investigation into taxpayers’ non-compliance behaviour in the country, and
solving the problem requires a careful study of both the social and economic factors
influencing tax compliance in Yemen. Therefore, the current study incorporated the
social and psychological theories in the model of tax non-compliance along with the

economic theories.

As discussed in Section 1.2.1, individual‘s views on tax itself are different based on
their Islamic understanding and, as such perceptions about tax non-compliance may
also be different. Islamic perception on tax seems have been ignored in tax studies
and has been tested as an independent variable only in one unpublished Master
research (Al-Ttaffi, 2009). However, Islamic perception may have a moderating
effect on the factors affecting the tax non-compliance, because the religious attitude
as internal value have a significant impact on the behaviour of taxpayers which may
alter, strengthen or weaken the relationship between tax non-compliance and its
determinants (Mohdali & Pope, 2014). Furthermore, geopolitical differences are
expected to influence the issue of tax non-compliance in Yemen, because the

viewpoints of Southerners and Northerners about the government differ (Al-Sabri,
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2010). Moreover, tax service quality, public governance quality and tax system
structure are considered to be relevant to understand tax non-compliance behaviour
in developing countries such as Yemen (Manaf et al, 2005; Egwaikhide, 2010; Al-
Ttaffi et al., 2011; Alabede, 2012). Consequently, this study is set to investigate the
factors influencing income tax non-compliance behaviour among SMEs in Yemen by
incorporating Islamic religious perspective as a moderator in the model of tax non-
compliance. The impact of geopolitical differences on tax non-compliance behaviour
in Yemen is also examined along with tax service quality, public governance quality

and tax system structure.

1.5 Research Questions
The general question of the current study is: what are the factors which can explain
the income tax non-compliance behaviour among SMEs in Yemen? This study also
investigates the influence of the Islamic religious perspective in moderating the
relationship between tax non-compliance behaviour and its determinants among
SMEs in Yemen. Specifically, the research questions can be formulated as follows:
1) Is there a significant relationship between Islamic religious perspectives of
taxpayers and tax non-compliance behaviour among SMEs in Yemen?
2) Is there a significant relationship between geopolitical differences and tax
non-compliance behaviour among SMEs in Yemen?
3) Is there a significant relationship between tax service quality and tax non-
compliance behaviour among SMEs in Yemen?
4) Is there a significant relationship between public governance quality and tax

non-compliance behaviour among SMEs in Yemen?
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5) Is there a significant relationship between tax rate and tax non-compliance
behaviour among SMEs in Yemen?

6) Is there a significant relationship between penalties and tax non-compliance
behaviour among SMEs in Yemen?

7) To what extent does Islamic religious perspective moderate the relationship
between tax non-compliance and its determinants (investigated in the current

study) among SMEs in Yemen?

1.6  Research Objectives
The current study primarily aims to understand how income tax non-compliance
behaviour among SMEs in Yemen can be explained. Further, the moderating effect
of Islamic religious perspective between tax non-compliance and its determinants is
investigated as well. Particularly, the research objectives can be formulated as
follows:
1) To determine the influence of Islamic religious perspectives on tax non-
compliance behaviour among SMEs in Yemen.
2) To determine the influence of geopolitical differences on tax non-compliance
behaviour among SMEs in Yemen.
3) To examine the influence of tax service quality on tax non-compliance
behaviour among SMEs in Yemen.
4) To examine the influence of public governance quality on tax non-
compliance behaviour among SMEs in Yemen.
5) To investigate the influence of tax rate on tax non-compliance behaviour

among SMEs in Yemen.
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6) To investigate the influence of penalties on tax non-compliance behaviour
among SMEs in Yemen.

7) To determine the moderating effect of Islamic religious perspective on the
relationship between tax non-compliance and its determinants (investigated in

the current study) among Yemeni SME:s.

1.7 Significance of the Study

Many prior studies concentrated on measuring the influence of factors affecting tax
non-compliance. However, the majority of the prior studies conducted regarding tax
non-compliance focused on the classic model, which views the phenomenon mainly
from the economic perspective (Allingham & Sandmo, 1972), and other studies
concentrating on the social side of the phenomenon (Jackson & Milliron, 1986;
Fischer ef al., 1992; Hanefah, 1996; Edlund & Aberg, 2002; Ratto, Thomas & Ulph,
2005; Wenzel, 2005; Tapia, Miguel, Llacer & Noguera, 2014). Meanwhile, some
other studies focused on the legal perspectives of the phenomenon (Klepper et al.,
1991). The current study offers theoretical and practical contributions to the
phenomenon of tax non-compliance by integrating new variables, from the social and

economic approaches, in one single model.

1.7.1 Theoretical Contributions

The problem of non-compliance with tax is considered a serious problem that
attracted the attention of the researchers around the world. Developed countries took
their share of the research in this problem. However, most of the studies conducted
about tax non-compliance focused on the issue from the economic perspective

(Riahi-Belkaou, 2004; Gupta & McGee, 2010).
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More specifically, Allingham and Sandmo (1972) conducted an empirical study of
factors affecting tax non-compliance from the viewpoint of deterrence theory of
Becker (1968). However, the deterrence theory focuses only on economic factors,
while social, political and psychological aspects are ignored — this is considered as
one of the weaknesses of the theory as it fails cover all factors that may affect the
phenomenon of tax non-compliance (Torgler, Schaffner & Macintyre, 2007). Thus,
some studies extended their examination to the social and legal perspectives (Jackson

& Milliron, 1986; Klepper et al., 1991; Fischer et al., 1992).

Generally, the factors affecting the phenomenon of tax non-compliance cannot be
explained by a single theory (Alm, 1999). Other supporting theories are studied to
give a logical explanation of the factors affecting the phenomenon. Therefore, the
current study incorporated variables from the social psychological theories and the
economic theories in the model of tax non-compliance. Specifically, this study is
underpinned by Social Influence Theory and supported by Social Exchange Theory
and deterrence Theory. Furthermore, Kirchler, Muelbacher, Kastlunger and Wahl
(2007) explained that the inconsistency in the research findings, concerning the
relationship between tax non-compliance and its determinants, is an indication that
the relationship may be moderated by certain variables. Thus, in this regard, the
current study attempts to provide a model that incorporates the Islamic religious
perspective as a moderator in the model of tax non-compliance, because even though
the Yemeni community is entirely composed of Muslims, the understanding and
opinions about some contemporary issues such as tax are still different (Obaid,

2008). Moreover, geopolitical differences was also incorporated in the model based
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on the suggestions from the literature (Al-Yasani, 2005; Bird & Zolt, 2005; OECD,
2005; Akpo, 2009; Everest-Philip & Sandall, 2009; Egwaikhide, 2010; Al-Ttaffi et

al.,2011; Al-Rabaee, 2014).

Aside from the above, other variables are relevant to the context of Yemen,
specifically, tax service quality, public governance quality and tax system structure.
Therefore, by investigating six constructs (five independent variables and one
moderator) from different approaches and theories, this study provides new evidence
to the relevant literature of the factors influencing tax non-compliance as well as

factors exerting moderating effects on tax non-compliance.

Additionally, most of the researches of the influence of religious aspects on tax non-
compliance have been conducted in developed countries such as the USA and
Europe (Mohdali, 2013). However, the literature showed that the previous studies
concentrated on religious effect through broad cross religion context, such as Islam,
Christianity and Judaism, while the current study focuses on the specific perceptions
within Islam itself through the understanding of Muslims towards tax. Thus, by
focusing on a developing country, the current study answers the call of many studies
on tax non-compliance to bridge the gap between developing and developed
countries (Andreoni, Erard & Feinstein, 1998; Chau & Leung, 2009; Feust & Riedel,
2009), and followed the suggestion of Alabede (2012) to identify other social,
psychological and cultural factors that may influence taxpayers‘ compliance
behaviour, particularly in developing countries. Therefore, this study provides

valuable insight and more evidence on the influences of religious, social, political
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and economic factors on the non-compliance behaviour of taxpayers, which may

contribute to the literature of tax non-compliance in developing countries.

Finally, it is worth highlighting that the present study employed the hypothetical
scenario in order to measure tax non-compliance behaviour. According to the
literature, this study is likely to be the first study using this measurement in tax non-
compliance in Middle East region. Furthermore, the current study establishes new
measurements of two new variables in taxation, namely, Islamic religious

perspective and geopolitical differences of the Yemeni context.

1.7.2  Practical Contributions

The current study could be used as a tool for a number of actors in the development
of the performance of governmental agencies and departments. The Yemeni
government in general and tax authority in particular are expected to benefit from the
current study in the development of the necessary solutions to eliminate or minimize
the problem of tax non-compliance. The Yemeni government is still suffering from a
budget deficit and is thus very keen to improve its revenue, and one of the ways to do
S0 is to increase tax revenues. Statistics show that deficit of budget could be reduced

through avoiding the problem of tax non-compliance.

This study may be of great significance to Yemen, as empirical studies explaining
the non-compliance behaviour of Yemeni taxpayers are rare. This study, therefore, is
useful in providing information about the determinants of non-compliance behaviour
in Yemen. Owing to the very poor quality of tax service and public governance in

Yemen (Al-Yasani, 2005), this study assists by providing evidence of the influence
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of low quality on the behaviour of taxpayers. Moreover, the attitudes of taxpayers,
towards tax non-compliance or towards the authority, are investigated in the study to
help the government take the correct action to resolve the matter. Further, the study
may also serve as a source of useful information to tax authorities concerning the
influence of the deterrent factors. Hence, the study could possibly be viewed as one
of the sources of information in the formulation and amendment of laws and

financial strategies in the future.

The current study focuses on carrying out research on perception of SMEs owners
and managers towards tax non-compliance to take the correct actions to eliminate
this phenomenon. As SMEs represent a large proportion in the Yemeni economy,
overcoming the problem of tax non-compliance in this sector will help the
government to finance its budget and remove the suffered deficit. Generally, many
similar countries are also expected to benefit from the current study in several

aspects, whether economic, political or social aspects.

1.8 Scope of the Study

The current study focuses on measuring the link between several variables with the
phenomenon of tax non-compliance in Yemen. Some of these variables are included
under the social theories, while others are covered under the economic theories.
SME:s sector are chosen to be the study scope as the firms under this sector constitute
a large number of enterprises in Yemen but contribute the lowest level of tax
revenues. Also this study focuses on the income tax, because income tax represents

the largest volume of tax revenues in Yemen.
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The Republic of Yemen contains twenty one governorates. Thirteen of them are
located in the north region, while the other eight governorates are located in the south
region. The study is carried out in the main governorates throughout the country.
More specifically, the focus is only on the largest 7 cities in Yemen, namely Sana'a,
Aden, Mukall, Seiyun, Taiz, Ibb and Hudaidah, for 2 reasons. First, these cities
contain a large number of SMEs, where businesses thrive. Second, the authorities in

Yemen did not provide detailed information about the other cities in the country.

The research was conducted during the period from 2014 to 2016. The data of the
study was collected in 2016. It is worth to mention that the data of the study was
collected during the period in which the country was suffering from a political crisis

which is still ongoing until the current date.

1.9 Organization of the Study

This study is organized into six chapters. Chapter one presents a background of the
study, problem statement, research questions, research objectives, significance of the
study, scope and assumptions of the study. Chapter two provides a synopsis of the
Yemeni tax system and its amendments and an overview of the SMEs in Yemen.
Chapter three begins with the concept of tax non-compliance and reviews its
literature. Further, this chapter presents the underpinning theories and the literature

related to determinants of tax non-compliance in Yemen.

Chapter four started with the research framework and the hypotheses development.
Research methodology and design were presented in this chapter. Moreover,

operational definition and measurement of variables are described in this chapter.
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Also, data collection procedures, including population, sampling and design of the
questionnaire, are explained in the same chapter. Furthermore, the chapter briefly
describes the process of Arabic translation of the questionnaire, and presents the pilot
test result. In the fifth chapter, data analysis is described, including data screening,
descriptive analysis, cross tabulation analysis, correlation analysis, factor analysis,
multiple regression results and, finally, hypotheses testing and findings. The sixth
chapter is designed to discuss the findings of the study and indicates its theoretical,
methodological and practical implications. Finally, the sixth chapter highlights the

limitations of the study and the recommendations for future researches.
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CHAPTER TWO

INCOME TAX SYSTEM AND SMEs IN YEMEN

2.1 Introduction

This chapter presents an overview of income tax system and SMEs in Yemen. It
starts by providing the history and development of the Yemeni income tax system
since the unity of North and South Yemen. The laws and its modifications during the
period from 1990 to 2010 are briefly presented in this chapter. The Income Tax
Regulations (Law No. 17 of 2010) is considered to be the most recent amendment to
the income tax law, and thus, it is explained with some details in this chapter

followed by an explanation of Yemeni SMEs definition and classification.

2.2 History and Development of Yemeni Income Tax System1

The Republic of Yemen was initially 2 countries prior to 1990, known as People's
Democratic Republic of Yemen in the south and Yemen Arab Republic in the north.
After the unification of the North and South Yemen in 1990, all laws and regulations,
including tax laws, of the two halves have been combined and reformulated (Abu-
Tabel, 1998). Therefore, many of the tax laws changes and reforms have taken place
to keep pace with the economic, social and political developments in Yemen after

unification.

In terms of governance, the national revenue is administrated under the Ministry of

Finance by way of 4 departments, namely, Department of Tax, Customs and Zakat

" This section and subsequence sub-sections, regarding tax laws reforms and modifications, have been
derived from various reports published by the Yemeni Tax Authority and available at the official

website www.tax.gov.ye
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Duties, Department of Exemptions, Department of Oil Revenues and Department of
Other Revenues. Specifically, the Department of Tax, Customs and Zakat Duties
administers 3 types of revenues, namely, (1) customs revenues, which include
import and export taxes imposed on international transactions administrated by the
Customs Authority, (2) Zakat revenues, which are considered religious obligations,
and administrated by the General Directorate of Zakat Obligations. Although Zakat
revenues are included in the Department of Tax, Customs and Zakat Duties, these
revenues are distributed locally to the people entitled to Zakat fund [Asnaf]. And
(3) tax revenues, covering both direct and indirect taxes, which are administrated by

Tax Authority.

The Income Tax falls under the direct tax, while indirect tax includes 4 types,
particularly (1) General Sales Tax [GST], (2) Consumption of Qat, which is
agricultural produce and consumed extensively by the people in Yemen and some
African countries, (3) Tobacco and Cigarettes, and (4) Petroleum Products. As the
current study concentrates on the income tax, related key reforms and changes are
explained below. Figure 2.1 shows the organizational structure of the revenues sector

in Yemen.
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Revenues Sector

Department of Tax, Department of Oil Department of Department of
Customs and Zakat Duties Revenues Exemptions Other Revenues
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industrial profits
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Figure 2.1

The structure of revenues sector in Yemen (Author‘s illustration)

Broadly, changes in tax system can be categorized into 4 phases. The first phase is

re-establishment of the tax system during the period 1990- 1994, the second phase is

the reforms of tax system during the period 1995-1997, the third phase is the reforms

of tax system during the period 1998-1999 and the fourth phase is issuing the Income

Tax Regulations (Law No. 17 of 2010).
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The first phase was characterized by Yemeni unity that occurred in May 22, 1990
and the declaration of the Republic of Yemen. Generally, all laws have been re-
legalized, including the Income Tax laws and many laws have been regulated and
modified. In 1991, the Income Tax Regulation (Law No. 31) was legalized, with the
most important features of this act being the unification of limited connectivity and
collection of income taxes for various procedures. The law included the tax on
dispositions and sales by 3% of the contract value. Also, the Act stated the adoption
of the collection under the income tax expense, which made very significant progress
in tax collection during this period and beyond, and the system has become a very
important source of information for tax administration. Aside from this, the Act
determined the categories to be taxed at the rate of 3% and 36% to stop the escalation
in salaries and wages, and tax leased real estate tax rate at 16% and 22% for non-
resident and for tax commercial and industrial profits respectively and 28% for

individuals and 32% of the companies money and units of the economic sector.

The Income Tax Regulations (Law No. 164 of 1992) regarding Consular Fees was
issued. This decision is concerned with the collected fees in the Yemeni diplomatic
missions abroad and it gave exemption to the income of foreign ambassadors and
consulates. In 1993, the Presidential Income Tax Decree (Law No. 29) was provided.
This decree identifies the organizational structure of the tax authority, and the
establishment of public administration of the income tax on companies and
determines the range of competence in different types of corporations, bodies, public

institutions, public sector and foreigners taxpayers, whatever their legal tendencies.
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The second phase is regarding tax Reforms during the Period 1995-1997, which
started by the proposal of an economic reform program by the government. This
program aims to make adjustments during this period. Based on this program, some
reforms related to the income tax were regulated. Particularly, the Personal Income
Tax Regulation (Law No. 31 of 1991) was modified by the Presidential Decree (Law
No. 3 of 1995), which authorized the lump-sum system. Also, the Income Tax
Regulation (Law No. 13 of 1996) modified the income tax. Under this
modification, the unification of the tax on the corporations and partnership
companies ratio by 35% was established and tax rate on individuals at 28% was

maintained.

The third phase of the changes in tax system is the tax reforms during the period
1998-1999. The main feature of this period is the political stability, which reflected
the constancy of the financial and economic aspects of the country (Al-Rubaidi,

2004). Some important reforms in tax system took place during this period.

The Income Tax Regulation (Law No. 31 of 1991) was modified by the presidential
Decree (Law No. 12 1999). Under this modification, a new restructuring of the tax
calculation was applied, where taxes were increased to increase income of more than
YR36,000, and the tax rate of salaries and wages was increased to 20% for residents
and to 35% for non-residents. Also, this law determines a lump sum linkage system
for individual business taxpayers, which relates does not apply taxpayers who do not
hold regular accounts. Moreover, according to this law, number of income tax items
were reformed, such as the development of the existing problems related to bad debts

and provisions for technical insurance companies and other solutions, addressing the
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existing problems and the unification of the rules concerning the allocation of the
banks in exchange for bad debt and with the Central Bank Law, facilitating the
scheduling process, selecting the depreciation percentage of fines, selecting the
leased property tax by month's rent in a year, and selecting the ratio undergo in

income taxes for all taxpayers by 35% for the various legal entities.

The fourth phase of changes in tax system is the Income Tax Regulation (Law No.
17 of 2010), which is to date, considered the most recent reform among the previous
laws concerning income tax. All details of this act are explained in the next

subsections.

2.3 The Income Tax Regulation (Law No. 17 of 2010)

This law is applicable to any resident in the Yemen, whether this resident is legal or
natural person, and whether he gained his income inside or outside the country, and
also, whether the income is gained by a legal or natural person inside the country,
whether resident or non-resident. This act provided a clear division of the types of
taxes, and explained them in a simple way. According to this act, the income tax is
classified into 4 types, namely, income tax on commercial and industrial profits,
income tax on of non-commercial and non-industrial professions, income tax on

salaries and the like (payroll tax) and income tax on real estate revenues.

The first type of income tax is concerned with the taxable commercial and industrial
profits, which is calculated on the basis of the revenues earned through all industrial,
commercial and service operations of all types carried out by the taxpayers, including

compensation and other revenues earned by the taxpayers as well as the profits
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earned as a result of the liquidation conducted during the tax year, less all deductable
expenses in accordance with the provision of the law. The net profit is determined on
the basis of the income statement prepared in accordance with the accounting

standards implemented in the Republic of Yemen.

The second type of income tax, relating to the taxable income of non-commercial
and nonindustrial professions, is annually determined on the basis of the revenues
recognized during the tax year. This revenue includes the income earned from non-
commercial and nonindustrial professions, income generated through the use of the
professional assets, or waiver of the place or offices of business in whole or part, and
any other amounts resulting from the closure. The net revenue is calculated on the
basis of the income generated from various operations in accordance with the
provisions of the law, after deduction of all expenditures required to perform the

profession.

The third type of income tax is the tax on the salaries, wages and other similar cash
in kind benefits and advantages paid to the employee or worker, whether on the basis
of an employment contract or not, whatsoever it is titled, way or causes of the paid
amounts, and whether paid to employee or worker in consideration of the work
performed whether inside or outside Yemen as long as the source of the payment is
the republic. Also, all payments received by the taxpayer from foreign source in
consideration of services performed inside Yemen are subjected to the income tax.
Also, any salaries, bonuses and allowances paid to the chairman or members of

boards and managers of capital companies and any amounts paid to any person other

28



than stakeholders in the units of the public and mixed sector are subjected to the

income tax as well.

The fourth type of income tax is the tax related to real estate revenues. An annual tax
is imposed on the revenues of real estate whatever the kind of revenues, whether the
estate is ready, moveable buildings, and whether the land is vacant or rented for
different purposes. Taxpayer here is the landlord of property, or owner of the right of
use to the property and the legal representative of the taxpayer is legally responsible

for resolution of the tax on behalf of taxpayer.

Lastly, it is worth highlighting that the Income Tax Act Regulation (Law No. 17 of
2010) and its modifications is still applicable until now since the government has not
made any tax decisions related to income tax since 2010 to the present time. The next

subsections discuss relevant key features of the current income tax law in details.

2.3.1 Income Tax Rates

The Income Tax Regulation (Law No. 17 of 2010) determines the tax rate, which are
the bases of the collected tax from the resident natural persons on the annual earnings
subject to the industrial and commercial profits tax, non-industrial and non-

commercial professions tax, salary, wages and the like.

Furthermore, the act suggested that the enterprise that does not meet the criteria of
SMEs definition is given an exemption from paying any tax. Also, SMEs are granted
a grace from paying taxes for a period of 5 years from the date of the beginning of

the business. However, SMEs are required to keep books and records in accordance

29



with the "Generally Acceptable Accounting Practices (GAAP)", prepare sufficient
documents and records to determine the revenues of the business for tax purpose and
submit tax return. The income tax due is calculated based on the tax base determined
in accordance with the provisions of Income Tax at 20% of the annual income
without giving any exemptions, except for the special agreement with the
government, which is taxable at 35%, the cell phone service and networking
operation taxable at 50%, and the international telecommunications services and

production taxable at 35%.

Concerning the tax rates of salary, wages and the like, the Yemen Income Tax
system did not take into account any social considerations such as, marital status of
the individual and the number of family members. However, YR12,000 is given as
an annual exemption limit to this type of income. The next YR120,000 is taxed at
10%, and any amount exceeding YR240,000 is taxed at 15%. As for the payroll of
the irregular payments, it is taxed at 15%. Regarding the salary and wages of non-
resident person, they are taxed at 20% without any exemption. Finally, income from
real estate is taxed at the rate equivalent to one month income from real estate

source, or approximately 8.33%.

2.3.2 Penalties

A delay penalty at 2% of the payable tax is administered for each month or a part
thereof, on a taxpayer that delays the return submission until after the deadline.
However, if the return is submitted after deadline showed that the transactions
resulted in a loss, a penalty for the delay of submitting the tax return on time is

applied at amount of YRS million on the bank and financial institutions of various
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types and names, petroleum, gas and mining companies, the companies having
contracts with the government to provide telecommunication services, and those
working in the field of international communication services and satellite channels.
The other taxpayers other than those mentioned above, a delay penalty at an amount
of YRI1 million is applied. Concerning the medium taxpayers, a delay penalty

amount of YR200,000 is applied.

In incomplete tax return, penalties are imposed on taxpayer in proportion to the rate
and amount of the difference in the field tax return, which becomes payable.
Specifically, 20% of the tax payable on the amount is not included if it is equal to
10% - 20% of the legally due tax, 50% of the tax payable on the amount is not
included, if it is equal to more than 20% to 50% of the legally due tax and 100% of
the tax payable on the amount is not included, if it is equal to more than 50% of the

legally due tax.

In case the taxpayer fails to maintain regular accounting records, a penalty of 100%
of the assessed tax is imposed. This penalty will be doubled in case of further non-

compliance.

2.3.3 Self-assessment System

In 2004, Yemen introduced the Self-Assessment System (SAS) to be applicable to all
taxpayers. Under SAS, taxpayers are required by law to determine their taxable
incomes, compute their tax liabilities and submit their tax returns. Naturally, SAS is
not easy to be fully implemented. Aljamaree and Algaylee (2007) pointed out that
there are some difficulties preventing the full application of this system, with one of

them being the large segment of taxpayers‘ unawareness and inability to estimate
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their tax due. However, tax authority has started applying the SAS gradually in the

last few years (Al- Batly, 2014).

2.3.4 Zakat Payment and Tax

In Yemen, both tax authority and Zakat authority are governed by a single
department under the Ministry of Finance. However, both authorities are completely
separated from each other as 2 separate authorities. The tax authority has different
laws from Zakat authority and therefore, there is no direct administrative link
between them. Accordingly, each authority collect amounts due from citizens quite
individually from the other one, and so, there is no financial overlap between them.
Hence, the tax authority collects full taxes from taxpayers, regardless of whether the
taxpayer has paid or has not paid Zakat, and regardless of whether the amount of

Zakat higher or lower than the amount of tax collected.

In some countries, such as Malaysia, tax authority rebates the amount of Zakat paid
from the amount of tax payable, so the citizens are required to pay only the balance
(Khamis et al., 2014). Contrastingly, in Yemen, the tax authority does not consider
the payment of Zakat, as the citizens have to pay the full amount of tax as well. The
government argued that tax may be used in the work, which is not included in
specific individuals (Asnaf) mentioned in the Qur'an. In summary, it is apparent that
citizens of Yemen are legally required to pay both income tax and Zakat due under
the income tax law and Zakat law, respectively. From the conceptual view point, the
Yemeni citizen can be considered as paying _dowble* tax for the same income. From
the Islamic religious perspective, obligation to pay Zakat is compulsory if conditions
are met. The current study takes into consideration the Islamic religious view of

individuals on taxation, as it may influence their tax compliance behaviour.
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24 Small and Medium Enterprises in Yemen

SMEs are important for Yemen‘s economy, because such enterprises constitute about
99.6% of all businesses in the country, employing more than 485,000 workers equal
to 11.9% of the Yemeni workforce (MOPIC, 2004). In addition, SMEs contribute in
national economy by 69% in 2005, which evidences the importance of SMEs in
Yemen (Alasrag & Hussien, 2010). The rapid growth of SMEs in Yemen gives a
good indication of the expansion of commercial and industrial activities in the
country, which will result, if exploited properly, to an increase in the GDP of the
country and thus, eliminating many of the economic problems affecting the country.

Table 2.1 shows the growing of SMEs in Yemen during the period from 1996 to

2010".

Table 2.1

Number of SMEs in Yemen 1996 — 2010

Year Small enterprises Medium enterprises Total
1996 31,353 1,296 32,649
1997 31,487 1,277 32,764
1998 31,432 1,272 32,704
1999 32,056 1,295 33,351
2000 32,285 1,304 33,589
2001 32,480 1,323 33,803
2002 32,480 1,323 33,803
2003 34,383 2,661 37,044
2004 37,334 3,686 41,020
2005 38,112 3,954 42,066
2006 39,120 4,214 43,334
2007 40,198 4,277 44,475
2008 40,733 4,583 45,316
2009 40,519 4,575 45,094
2010 40,600 4,883 45,483

Source: Central Organization of Statistics (2013); National Information System (2012); Ministry of
Industry and Trade (2011)

" This statistic is the most updated information that was taken from the annual reports of COS, NIS
and MIT available at the websites. However, it is believed that the statistics of 2010 is the most valid
information, because Yemen is one of the Arab Spring countries, wherein the revolution and political
instability started at the beginning of 2011 until the current times. Therefore, the country is not
expected to have established many SMEs during the period from 2010 up to the current date.
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SMEs in Yemen are distributed in all the country‘s governorates. However, there are
a number of cities, which contain the largest number of these enterprises (Al-
Ahmadi, 2011). Sana'a, Aden, Taiz, Mukalla, Seiyun, Ibb and Hodeidah are
considered to be the largest Yemeni cities, and the most active cities in terms of
business and trade. Therefore, most of SMEs in Yemen are established in these cities

(MIT, 2011). Table 2.2 shows the distribution of SMEs among the largest Yemeni

cities.

Table 2.2

Distribution of SMEs among Yemeni cities in 2010

Governorates Number Percentage
Sana'a 11,371 25.0%
Aden 6,095 13.4%
Taiz 4,776 10.5%
Mukalla 3,548 7.8%
Hodeidah 3,548 7.8%
Ibb 3,457 7.6%
Seiyun 2,865 6.3%
Other Yemeni cities 9,824 21.6%

Source: Ministry of Industry and Trade (2011)
" The report did not provide specific percentages by each city.

The table above shows that 78.4% of SMEs in Yemen are located in the largest seven
cities, while only 21.6% of these enterprises are distributed in nearly 20 cities. Thus,

this distribution of SMEs was considered in selecting the sample of this study.

The importance of SMEs, together with geographical distribution of SMEs in Yemen

is highlighted above. The next 2 subsections provide the definition and classification

of SMEs in Yemen.
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2.4.1 Definition of Small and Medium Enterprises

Defining small and medium enterprises (SMEs) has always posed as a thorny
problem facing researchers in the business field. It differs from country to country,
region to region and there as such, no universal definition exists (Mwangi, 2014).
The difference between the big companies and SMEs not only in terms of the
number of staff, but there are several other considerations such as capital, turnover
and technology. In this regard, the Arab countries vary from country to another in
their definitions of SMEs. However, most Arab countries use the number of staff and
capital as the basis to defining SMEs. Generally SMEs in developing countries have
no more than 250 employees. Broadly, SMEs are similar in a large number of points,
which are characterized by the numerous characteristics that distinguish them from
other sectors. For example, SME has always been described by the manager who
very often is also the owner, as simple businesses that can react quickly to changes in
the environment. However, countries hold different features as the bases of their

definition according to the local rules and laws of each country (Emine, 2012).

Yemen is one of the least developing countries in the Middle East region with more
than 42% of its population living under poverty line - an average of USD45 per
month. It is one of the poorest Arab countries and one of the least developing
countries in the world, wherein it had been ranked as 149 out of 171 in terms of
human resource development. Furthermore, it has a high unemployment rate that
reached 35% in 2008 (Al-Swidi & Mahmood, 2011). Hanefah ef al. (2002) explained
that several governments see SMEs as the means to create more employment
opportunities. So the number of staff was, essentially, taken into consideration in

defining the SMEs.
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SMEs play significant role in the economy in all countries by providing job
opportunities and supplying for large organizations (MPIC, 2004). Based on the
survey of the Ministry of Industry and Trade MIT (2011), the SMEs in Yemen are
seen as one of the recommended solutions for many economic problems related to
the increasing unemployment rate and one of the means of poverty reduction efforts.
In this regard, the human factor in Yemen is of great importance in the commercial
and industrial work performance and consequently, SMEs have been defined in

Yemen based on the number of employees (MPIC, 2004).

According to the Ministry of Planning and International Cooperation (2004), the
enterprise, which employs from 1 to 4 workers and has a capital less than YR1.5
million (about USD6,700) is considered as a small enterprise, while a medium
enterprise is define as the enterprise, which have 5 to 9 employees and its capital
falls between YR1.5 million to YR20 million (about USD93,000) (MPIC, 2004; Tax
Authority, 2011). In other words, SME is defined as a business that employs 1 to 9
workers, with a capital of less than YR20 million. For comparative purposes, Table

2.3 shows the definition of SMEs in selected Arab countries.
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Table: 2.3

Definition of SMEs in selected Arab Countries

Small \ Medium Staff .
Country K Other creteria
enterprises headcount
Yemen  Small enterprise 1to4 Capital: Less than 1,500,000 Yemeni Rial
Medium enterprise ~ 5to 9 Capital: From 1.5 million to 20 million Yemeni Rial
Jordan ~ Small enterprise 10 to 49 Capital: Less than 30,000 Jordanian Dinar
Medium enterprise 50 to 249 Capital: More than 30,000 Jordanian Dinar
Sudan Small enterprise Less than 10 Capital: Less than 2 million Sudanese Dinar
Medium enterprise 11 to 20 Capital: More than 2 million Sudanese Dinar
Oman Small enterprise 1to 10 Capital: Less than 50,000 Omani Rials
Medium entrprise 110 100 Capital: From 50,000 to 100,000 Omani Rials
Egypt Small and Less than 50 Capital: From 50,000 to 100,000 Egyption Pound
Medium enterprise
Saudi Small enterprise 1 to 20 Capital: Less than 20 million Saudi Rials
Arabia  Medium enterprise 21 to 100 Capital: More than 20 million Saudi Rials
Kuwait ~ Small enterprise 1to 10 Capital: Less than 200,000 Kuwaiti Dinars
Medium enterprise 11 to 50 Capital: More than 200,000 Kuwaiti Dinars
Bahrain ~ Small enterprise 5to 19 Capital: Less than 500,000 Bahraini Dinar
Medium enterprise 20 to 100 Capital: From 500,000 to 3 million Bahraini Dinar
Iraq Small enterprise 1to9 Capital: Less than 100,000 Iraqi Dinars
Medium enterprise 10 to 29 Capital: More than 100,000 Iraqi Dinars
Emirates  Small enterprise Less than 100  Annual turnover: Less than 50 million Emirati Dinars
Medium enterprise 101 to 250 Annual turnover: Less than 250 million Emirati Dinars
Qatar Small enterprise 6 to 50 Annual turnover: Less than 20 million Qatari Rials
Medium enterprise 51 to 250 Annual turnover: Less than 100 million Qatari Rials

Source: Hamzah & Mustafa (2012); updated by the author.

2.4.2 Classification of Small and Medium Enterprises

Ministry of Industry and Trade (2011) classified SMEs

according to its area of

competence into 7 groups namely, (1) farmer, (2) retail trade, (3) wholesales trade,

(4) industry sector, (5) service sector, (6) livestock and (7) others. A survey was

conducted in 2010 to determine the proportion of operating enterprises in each

competence. The survey results are shown in Table 2.4.



Table 2.4
SMEs sectors in Yemen in 2010

Sector Number Percentage
Farmer 7,277 16%
Retail trade 10,461 23%
Wholesales trade 7,732 17%
Industry sector 6,368 14%
Service sector 5,458 12%
Livestock 5,458 12%
Others 2,729 6%
Total 45,483 100%

Source: Ministry of Industry and Trade (2011)

2.5  Summary

In this chapter, the income tax system in Yemen was discussed. The history and re-

establishment of the income tax system since 1990 to the current date was explained

in brief. More details of the recent income tax law were also presented. Also, the

chapter provided information about SMEs in Yemen, specifically in terms of growth,

definition, and classifications of SMEs in Yemen.
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CHAPTER THREE

LITERATURE REVIEW

3.1 Introduction

This chapter provides the literature review of tax non-compliance and presents the
relevant factors investigated. The chapter starts by defining the concept of tax
compliance and non-compliance, along with tax payers‘ behaviour and the reasons
behind non-compliance. Moreover, underpinning theory and supporting theories
employed in the current study are presented, and the relevant studies related to the

independent variables and the moderator variable, are reviewed.

3.2 Concepts of Tax Compliance and Tax Non-compliance

The meaning of tax compliance and non-compliance has been defined in various
ways (Kuria, Ngumi & Rugami, 2013). Jackson and Milliron (1986) defined tax
compliance as reporting of tax liability to the relevant authority in compliance with
applicable tax laws, regulation and court. Others defined tax compliance as
behaviour of complying with tax laws, regulations and court decisions applicable by
paying taxes at the right time (Roth, John & Witte, 1989; Abdul-Jabbar & Pope,
2008; Mohdali, 2013). Kirchler (2007) offered a simple definition in which tax
compliance is defined as the most neutral idiom to describe taxpayers® willingness to
pay their taxes. Another simple definition described tax compliance as the degree to
which taxpayers comply with tax law and administration, which can be achieved
without actual application of enforcement action (Andreoni, Erard & Feinstein,

1998).
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Legally, tax non-compliance could be defined simply as an illegal behaviour done by
taxpayers to defeat or reduce the payment of tax. Thus, it falls outside of the law and
is considered a _white-collar crime* or as a form of criminal behaviour (Al-rubaidi,
2004). Quadri (2010) defined tax non-compliance based on the concept of "tax gap".
Therefore, tax non-compliance is the difference between the actual collected tax and

the amount that would be collected if there is 100% compliance.

Furthermore, some authorities provided a clear definition of tax compliance. Internal
Revenue Service (IRS), Australian Taxation Office (ATO) and Institutional Review
Board (IRB) defined tax compliance as the ability and willingness of taxpayers to
comply with tax laws, declare the correct income in each year and pay the right

amount of taxes on time.

A number of researchers have pointed out that compliance is possible to have
varying categories. Specifically, McBarnett (2006) related that compliance is of three
types: committed compliance, capitulative compliance and creative compliance.
Committed compliance is the willingness to release tax obligations by the taxpayer
with no upset, while capitulative compliance is the reluctance in the discharging of
tax obligations by the taxpayer, and finally creative compliance refers to any act by
the taxpayer aimed at reducing taxes by redefining income and deductible
expenditure within the confines of the law. This division has been tacitly supported
by Kirchler (2007), who argued that since the degree of compliance varies, then

certain non-compliance might not break the law.
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By defining "tax avoidance" and comparing it with —ereative compliance", the large
extent of similarity between both of them is clearly illustrated. Tax avoidance could
be described as the legal use of the tax rule to one's own advantage, in order to
reduce the amount of tax within the law. In other words, tax avoidance is considered
a moral escaping of one's duties to society, or alternatively the right of every citizen
to structure one's affairs in a manner allowed by law, to pay no more tax than which

is required (Manaf, 2004).

On the other hand, non-compliance is explained as failure to meet tax obligations.
Khan and Ahmad (2014) stated that non-compliance is a process in which a taxpayer
does not pay tax to the tax authorities. It can be described by other terms such as tax
evasion, cheating, errors and misreporting (Abdul-Jabbar & Pope, 2008). Alabede
(2012) explained the primary difference between tax evasion and tax non-
compliance. He explained that evasion refers to an intentional act, while non-
compliance includes both intentional and unintentional acts. Furthermore, he
indicated the basic difference between intentional and unintentional non-compliance.
He further pointed out that intentional non-compliance occurs when a taxpayer
deliberately undermines the tax rules and regulations for his personal gain, while
unintentional non-compliance occurs as a result of ignorance, oversight or mistake in
the application of tax laws. However, other authors did not concern themselves
whether non-compliance is intentional or unintentional (e.g., Abdul-Jabbar & Pope,
2008; Kirchler & Wahl, 2010). They defended their idea by arguing that the action of
non-compliance, whether the taxpayer made an honest mistake or intentional

omission, leads to the same result.
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In summary, it could be stated that tax compliance and tax non-compliance are
antonymous terms and thus, understanding any of them leads to understanding the

other.

33 Taxpayers’ Behaviour

Tax non-compliance of the whole country is a result of the behaviour of taxpayers,
and therefore, it is very important to deal with taxpayers to resolve the issue. There
are different levels of compliance by taxpayers, with some more cooperative than

others (Torgler, 2003).

Kelman (1965), as cited in Torgler (2003), suggested that taxpayers are classified
according to reasons behind complying with tax policies. He indicated three
classifications:

(1) Identifiers: where the taxpayers are influenced socially by the beliefs and
behaviours of related people.

(2) Compliers: where taxpayers pay their tax in compliance with the provision of law
to avoid any punishment.

(3) Internalizer: where the taxpayers keep their behaviour in accordance with tax

requirements.

Torgler (2003) extended this classification into four clearer categories:

(1) Tax evader: this category of taxpayers is less morale. Their decision to comply
or not is based only on the expected cost and benefit.

(2) Social taxpayer: this category of taxpayers is influenced by the environment.

They follow the people related or closer to them. They will stop paying tax if they
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observe that others do not pay. They argue that it is unfair when some people
comply, while others do not comply.

(3) Intrinsic taxpayer: this category of taxpayers is influenced by internal factors,
such as feeling of moral obligation rather than external factors such as punishment.
In other words, the taxpayers respond emotionally to changes in the institutional
factors such as, the behaviour of the government and tax authorities towards the
taxpayers.

(4) Honest taxpayer: this category of taxpayers is against non-compliance, and
consequently they comply with tax regulations in any way. The behaviour of these
taxpayers is not influenced by any factors such as, tax rate, punishment, tax policies,
among others. They are influenced only by absolute rather than marginal evaluation

of tax policy.

Generally, the behaviour of taxpayers is expected in any level of compliance based
on the factors that may have an influence. Therefore, the current study offers a
framework to provide more understanding of the influence of the direct and
moderating effect of Islamic religious perspective as well as the effect of geopolitical
differences, tax service quality, public governance quality and tax system structure

on the phenomenon of tax non-compliance.

34 Reasons for Non-compliance

Many reasons have been evidenced behind the behaviour of non-compliance of tax.
Agbadi (2011) summarized these reasons in two approaches to explain the issue. One
is to analyze the psychological and sociological motivations of compliance or

otherwise. The other approach is to investigate compliance in terms of economic
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decisions based on the likely economic incentives and costs of complying. These two

approaches go along with the underpinning theories in the current study.

Supporters of psychological and sociological approach contended that tax non-
compliance may be affected by several factors such as social influence, attitudes,
certain background characteristics such as age, gender, race and culture (Meyer &
Johnson, 1977). They argued that taxpayers are not simply independent, selfish and
benefit maximizers, but their communication with other human beings is according
to attitudes, beliefs, rules and roles. They identified that tax non-compliance is
behavioural problem and consequently, the success of tax compliance is based on

cooperation.

Economically, people concentrate on the benefits of tax non-compliance in
opposition to the risks of doing so. Normally, taxpayers wish to maximize their
wealth and will therefore refuse to comply with the tax system unless the benefits of
compliance exceed the cost of non-compliance. This approach assumes that
taxpayers are immoral and operate in some sort of social vacuum (Stanley, 2013).
However, the economic approach to explaining tax compliance has some limitations.
The definition of compliance, based on this approach, is not applicable with all
taxpayers, since there is empirical evidence that many people are naturally honest
and will disclose their financial affairs accurately regardless of the incentive to cheat
(Smith & Kinsey, 1987). Notwithstanding these limitations, this approach is still
relevant as it is considered to be a rational explanation of the influence of financial

consideration on taxpayers* behaviour.
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Some other reasons for tax non-compliance have also been found such as,
professionalism of the tax administration, taxpayers awareness, complexity of the tax
system. However, all these reasons are possible to be included either in the economic
approach, psychological and sociological approach (Agbadi, 2011). Therefore, the
current study focused on economic approach, psychological and sociological

approach as explained in the following section.

3.5 Underpinning Theory and Supporting Theories

Tax compliance and non-compliance studies are multi-disciplined in nature, and
thus, accountants, sociologists, psychologists and economists are all interested in
studying tax compliance and non-compliance. Scholars have concluded that many
factors influence tax compliance, so no single theory can entirely explain the
phenomenon of tax non-compliance behaviour. Accordingly, it has been suggested
that theories from sociology, psychology and economics could also be useful
in explaining tax compliance behaviour (Alm, 1991, 1999; Jackson &Milliron,

1986).

In this regard, the literature showed that many studies have drawn from more than
one theory and approach. For example: (1) the study of Sternburg (1993) was
underpinned by deterrence theory and supported by social influence theory, (2) the
study of Manaf (2004) was underpinned by deterrence theory supported by attitude
theory, equity theory and cognitive theory, (3) the study of Saad (2011) was
underpinned by equity theory and supported by distributive justice theory, procedure
justice theory, theory of reasoned action and theory of planned behaviour, (4) the

study of Alabede (2012) was underpinned by deterrence theory and supported by
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prospect theory, cognitive theory, social exchange theory and social influence theory,
and (5) the study of Mohdali (2013) was underpinned by deterrence theory and

supported by social psychological approach and fiscal psychological approach.

In the same line, the current study integrated theories from these two theoretical
approaches, specifically, social psychological approach and economic approach in
order to clarify the rationality of the social psychological and economic factors
influencing non-compliance behaviour. Particularly, the present study is underpinned
by social influence theory, and supported by social exchange theory and deterrence

theory as explained in the following sub-sections.

3.5.1 Social Influence Theory

Social influence theory is the main theory employed in the current study. It refers to
the individual‘s attitudes, emotions and opinions towards the behaviour (Sussman &
Gifford, 2013). Davis, Bagozzi and Warshaw (1989) pointed out that the impact of
social influence theory on the behaviour is needed to be investigated, and proposed

that further research can use this theory as the theoretical base.

The current study is mainly based on the Islamic perspective as a religious attitude
towards tax and tax non-compliance, thus, this theory gives rational explanation on
the relationship between Islamic religious perspectives with tax non-compliance
behaviour. The social influence theory was proposed by Kelman (1958) and
improved by Kelman (1974) and Bandura (1977). Also, this theory is related with
social learning theory, which is attributed to Bandura‘s (1977) idea that the person is
affected by the surrounding environment. In other words, the theory of social
influence claims that the individual‘s behaviour is intentionally or unintentionally
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influenced by attitudes which influenced by the environment, and such behaviour is
explained by the relationship of the continuous common interaction between
cognitive and behavioural environmental influences. Moreover, the outcomes of the
behaviour play a significant role in influencing the attitudes of people (Bandura,
1977). Crisp and Turner (2007) suggested that social influence is concerned with

how our thoughts, feelings and behaviour change when in the presence of others.

Moreover, Kelman (1958) identified three varieties of social influence:
1) Compliance is when people appear to agree with others, but actually keep
their dissenting opinions private;
2) Identification is when people are influenced by someone who is liked and
respected, such as a famous celebrity and;
3) Internalization is when people accept a belief or behaviour and agrees

both publicly and privately.

Meanwhile, Deutsch and Gerard (1955) explained the interaction between social
aspect and psychological aspect. They described two psychological needs that lead
people to follow others‘ behaviour in the society. These include the need to be right

(informational social influence) and the need to be liked (normative social influence).

In connection with tax non-compliance, Jackson and Milliron (1986) included social
influence in the fourteen key variables of tax compliance. Similarly, Sutinen and
Kuperan (1999) explained that social influence theory identified peers‘ opinions and
the extent of social influence an individual‘s encounters in socialization as the key

variables determining non-compliance.
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Social influence is a broad term that relates to many different phenomena. It is linked
to conformity, obedience and compliance. Conformity is a type of social influence
involving a change in behaviour, belief or thinking to align with those of others or to
align with normative standards. It is the most common and pervasive form of social
influence (Aronson, Akert & Wilson, 2010). Obedience is a form of social influence
that is derived from an authority figure. According to Frager (1970), it is evidenced
that humans behave surprisingly obedient in the presence of perceived legitimate

authority figures.

As for compliance, it is influenced by the power that individuals are perceived to
have at their disposal. Power, in this case, is regarded as the capacity or ability of an
individual or institution to exert influence, and influence is power in action (Hogg &
Vaughan, 2005). French and Raven (1959) identified five bases of social power,
which were later extended to six by Raven (1993). The six bases of social power
include reward power, coercive power, informative power, expert power, legitimate
power and referent power. The first base is reward power, which is the provision of
the incentive for compliance. Manaf (2004) used the reward power to explain the
relationship between incentive and tax compliance. Manaf concluded that positive
incentive has significant relationship with compliance attitude of land taxpayers in

Malaysia.

The second base is the coercive power, which suggests the use of the threat of
punishment to motivate compliance. The third base is information power - it

influences people to comply through the availability of information through tax
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knowledge, which may encourage people to comply with tax payment. The fourth is
expert power, which is the capacity of experts, with their knowledge, to motivate
compliance. The tax authority may provide services that will help to address an
individual‘s tax problem, which may motivate the individual to comply with the law.
The fifth base is legitimate power on authority and the recognition accorded to the
body to which the compliance is to be performed, as the legitimacy of the tax
authority may influence the compliance. Referent power is the sixth base which
may operate through a number of processes including consensual validation, social
approval and group identification. Example of group identification is religion, which
is tested in the current study as the main variable, and explained by the theory of

social influence.

The attitude of an individual is inserted under the social theories. In other words,
social theories are concerned with the ways attitudes are acquired rather than the
relationship with behaviour (Myres, 2005). Oskamp (1991) stated that attitude is the
cause of an individual‘s behaviour. Additionally, Fishbein‘s (1963) theory stated that
a person‘s attitude towards any object is the function of his beliefs about the object
and the implicit evaluative response associated with those beliefs. Other theories that
emphasize attitude-behaviour are the Theory of Reasoned Action (TRA), credited to
Fishbein and Ajzen (1975), and the Theory of Planned Behaviour (TPB) of Ajzen
(1991), which was derived from the Theory of Reasoned Action. Under TPB,
behaviour is the result of intention. However, the current study preferred social
influence theory rather than TPB, because social influence is more flexible than TPB,
since social influence theory is possible to accommodate factors, which cannot be

absorbed in TPB (e.g., geopolitical differences).
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With respect to taxation, the taxpayer‘s attitude towards payment of tax or towards
the authority, which is collecting tax, is the function of his belief and attitudes. If he
has a positive belief and attitudes, he may in turn have positive attitude towards tax
payment, and thus, will have positive behaviour. The theories of attitude have been
applied in a number of studies of tax compliance, including the studies of Song and
Yarbrough (1978), Bobek (1997), Bobek and Hatified (2003), Manaf (2004) and

Bidin, Idris and Faridahwati (2009).

3.5.2 Social Exchange Theory

Social exchange theory was established by Homan in 1958. Additional
improvements of the theory were provided by Blau (1964). This theory explains
social change and stability as a process of converted exchanges between parties. It is
used to analyze the social interaction of the people (Witt, 2011). Social exchange
theory suggests that human relationships are formed by the use of a subjective cost
benefit analysis and the comparison of alternatives. Blau (1964) indicated that the
process of social exchange theory is the essential social model of reciprocity. It
structures many of the main assumptions of rational choice theory. Furthermore,
social exchange theory suggests that social behaviour is a consequence of an
exchange practice. The purpose of this exchange is to maximize benefits and
minimize costs. According to this theory, people consider the likely benefits and

risks of social relationships.

There are several assumptions for the social exchange theory as provided by

Cropanzano and Mitchell (2005);
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1))

2)

3)

4)

5)

6)

7)

People who are involved in interaction are reasonably seeking to
maximize their wealth.

Most benefits among humans are located in others.

People have right of entry to information about economic, social, and
emotional phases of interaction that lets them to consider options.

People are balanced and calculate the best possible means to enter in
rewarding situations.

People are goal oriented in a freely competitive system.

Social credit is preferable to social indebtedness.

The more deprived the individual feels in terms of an act, the more the

person will assign value to it.

Furthermore, Homans (1958) outlined the theory in three propositions, which are as

follows:

1) Success proposition: when people know that there is a reward for good

2)

3)

performance of their work, they will repeat the action. In relation to tax, when

taxpayers know that they will get benefits, they will repeat their action by

paying taxes.

Stimulus proposition: The more often a certain motivation has led to a reward

in the past, the more probable it is that a person will respond to it. Therefore,

if taxpayers received benefits from paying tax in the past, they will respond

by complying with tax laws.

The value proposition: The more valuable to an individual the result of taking

an action, the more likely they are to take the action. Consequently, taxpayers

51



will comply with tax obligations if the quality of benefits they received is

high.

These propositions have been confirmed by Wallace and Wolf (1999), who stated
that the theory shows that people will repeat an action that is rewarding, respond to
stimuli that have connection with such rewards and performance on the basis of the

values given to the act.

The theory supposes that any possible relationship between two parties is based on
mutual benefit, and therefore, this theory can be applied to tax non-compliance.
Taxpayers will comply if they find that there is a value corresponding with what they
have paid. In other words, citizens expect to receive benefit from the government, so,

if they don‘t find, they are expected to evade their duties towards the government.

The theory of social exchange is used in the current study to provide more
interpretation of tax non-compliance behaviour and how it is affected by the
surroundings in the society within which the behaviour is performed. Consequently,
this theory can be used to explain the relationship between public governance quality
with tax compliance. In the concept of —give and take” which has been provided by
this theory, taxpayers will pay their tax if the government has a high quality of
governance, and submit high quality of service. Normally, some empirical studies
applied this theory on tax non-compliance such as Alm, Jackson and Mckee (1992)

and Alabede (2012).
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3.5.3 Deterrence Theory

The behaviour of human is to always act rationally by comparing costs and benefits
of any activity (Alm, 1999; Allingham & Sandmo; Becker 1968; Brooks, 1998).
Hence, the economic approach considers the behaviour of tax non-compliance from

this viewpoint. Deterrence theory is the economic theory supporting this study.

Deterrence theory was proposed by Becker in 1968 and was applied in taxpayers®
compliance behaviour by Allingham and Sandmo (1972). They stated that the
decision of taxpayers to evade or not to evade taxes is a rational choice in regards of
risk and uncertainty. The decision is made by examining the expected cost and
benefit. Hamm (1995) specified that under deterrence theory, the compliance
decision of taxpayers depends on four factors: tax rate, income of the taxpayer,

possibility of audit, and punishment.

According to this theory, people do not commit crimes because they are afraid of
getting caught, instead of being motivated by some deep ethical sense. Consequently,
they are most likely to be deterred from committing a crime if the punishment is fast,
certain and strict (Becker, 1968). Deterrence theory gained a high position as a
military strategy during the Cold War with regards to the use of nuclear weapons. It
accomplished an exceptional implication during this time by virtue of its extreme
critical power that could deter a more powerful adversary, provided that this force

could be protected against destruction by an amazement attack (Braithwaite, 1999).

Similarly, Hamm (1995) said that people choose to follow or violate the law after

calculating the gains and costs of their actions. However, it is difficult to ascertain
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the effectiveness of deterrence since only those criminals not deterred come to the
notice of law enforcement. Hanefah (2007) argued that the principle of the theory is
that if the probability of detection is high and/or punishment of the criminal is high

then this would deter individuals from committing crimes.

According to the literature, deterrence can be divided into three types: general
deterrence, specific deterrence and marginal deterrence. General deterrence is
planned to prevent crime in the general population, and thus, punishment of
offenders serves as an example for others in the general population who has not
contributed in criminal events. It is meant to make them aware of the horrors of
official sanctions in order to put them off committing crimes. In other words, the
focus is on the general prevention of crime by creating examples of offenders. The
individual performer is not the focus of the attempt at behavioural change, but rather
receives punishment in public view in order to deter other individuals from defiance

in the upcoming times.

As for specific deterrence, it is designed by the nature of the prohibited sanctions in
order to deter the individual offender from committing any crime in the future. The
focus 1s on the individual to discourage the criminal from future criminal acts by

creating an awareness of the consequences (Jackson & Milliron, 1986).

In regard to marginal deterrence, it is proposed to deter criminals to limit their
criminal acts. It states that a more severe crime should be punished more severely
than a lesser crime and that a sequence of crimes should be punished more strictly

than a single crime of the same kind (Nagin, 1998). However, Jackson and Milliron
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(1986) indicated that most studies on tax compliance behaviour used general

deterrence.

Deterrence theory has been criticized by some researchers. They argued that the
theory is based on three assumptions: people know what the penalties are for, people
have good control of their actions, and people make choices about their behaviour
based on logic, not desire. The critical argument is that in case of many crimes, these
three assumptions are not accurate (Urusquieta et al., 2013). Along a similar line of
criticism, Zagrare (2004) stated that deterrence theory is logically inconsistent and

not accurate.

However, this theory has been used by many researchers in the area of tax
compliance and non-compliance such as Allingham and Sandmo (1972), Sternburg
(1993), Hamm (1995), Hanefah (1996), Slemrod, Blumenthal and Christian (2001)
and Manaf (2004). Thus, the theory is used in the current study to shed more light on

the relationship between the tax system structure and tax non-compliance behaviour.

3.6 A Review of Tax Compliance and Non-compliance Studies

This section is divided into three sub-sections. The first one reviews the earlier
studies related to tax compliance and non-compliance, which have been conducted
during the period from 1990 to 2009. The second sub-section presents the recent
studies throughout the period from 2010 to 2014. Finally, the third sub-section is
related to the studies, which have been carried out to explain the issue of tax non-

compliance in Yemen.
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3.6.1 Earlier Studies of Tax Compliance and Non-compliance

Many studies conducted about tax compliance focused on the classic model of tax
compliance, which views the phenomenon mainly from the economic perspective
(Gupta & McGee, 2010), and to some extent the social (Jackson & Milliron, 1986;
Fischer et al., 1992) and legal (Klepper et al., 1991) perspectives as well. Crowe
(1944) as cited in Gupta & McGee (2010), proposed a comprehensive study of tax
non-compliance. Crowe (1944) discovered three perceptions towards tax non-
compliance: never ethical, always ethical or ethical under some circumstances.
Moreover, there are some studies, during the last decades of the last century,
conducted from the three religious perspectives: Muslims perspective, Christian
perspective, and Jewish perspective (Ross & McGee, 2012). Although Muslims may
have different views about tax non-compliance, Crowe (1944) considered the point
of view of all Muslims as one viewpoint and conducted her study based on this single

perception.

The reviews of Jackson and Milliron (1986) and Richardson and Sawyer (2001) are
considered among the comprehensive studies on tax compliance and non-
compliance. Jackson and Milliron (1986) summarized 14 variables that may
influence tax non-compliance, namely: age, gender, education, income level, income
source, occupation, peer influence, ethics, fairness, complexity, IRS contact,
probability of being detected, penalties and tax rates. Richardson and Sawyer (2001)
provided an extensive literature of more than 130 studies on tax compliance
published during the period from 1985 to 1997. The two articles of Jackson and
Milliron (1986) and Richardson and Sawyer (2001) presented the most important

variables, methods, issues and theory of tax compliance (Abdul-Jabbar & Pope,
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2008). However, both studies ignored some important religious or political variables.
Fischer, Wartick and Mark (1992) classified the determinants of tax non-compliance
into four categories namely, demographic, proxy for non-compliance opportunity,

attitudinal and structural.

Further, the impact of demographic factors on tax non-compliance has attracted the
attention of many researchers and hence, many studies were carried out to examine
the relationship between demographic factors and tax non-compliance. To begin
with, Manaf, Hasseldine and Hodges (2005) examined the determinants that may
influence taxpayer compliance attitude. They focused their study in the case of
Malaysia, and found that age, race, education, income, occupation, and ethics
significantly influenced taxpayers® compliance attitude and understanding of tax law,

whereas incentives significantly influenced compliance attitude.

Abdullhadi (2002) investigated the influence of demographic factors on tax non-
compliance. He distributed his questionnaire among Malaysian university students.
He found no significant differences in tax variables between gender, age, income
level, profession and education. Similarly, Devos (2008) conducted a study in
demographics comprising specifically of age, gender, ethnicity, education,
occupation, income level, location and tax return filling experience. The findings
support that the relationships between the majority of demographic variables with the

attitudes of taxpayers towards tax non-compliance are statistically significant.

Moreover, McGee (2009) conducted a comparative study in Moldova and Romania

to measure the attitude towards tax non-compliance. Questionnaire was utilized to
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gather data from both countries. He found that age, gender and education have
significant relationship with tax non-compliance. However, Romanians are
significantly more opposed to cheating on taxes in all demographic categories than

Moldovans.

In the Middle East region, McGee and Bose (2008) carried out a study to examine
the perceptions of people in the region about tax non-compliance. They collected
data through questionnaire and interview in Egypt, Iran and Jordan, to compare the
result of the tree countries. The findings of the study clearly showed that tax non-
compliance does not draw much support from the people of Egypt, Iran and Jordan.
However, women seem to be more opposed to tax non-compliance than do men, and
older people tend to be more opposed to tax non-compliance than do younger people,
although the differences in attitudes were not always statistically significant. People
tend to become less averse to tax non-compliance as the level of education increases,
but the change in attitude is not always statistically significant. Although the study
was conducted in some Middle East countries, the authors neglected other countries
in the region such as Yemen and Sudan, which are considered the top countries

suffering the problem of tax non-compliance (Osborn, 2007).

In the context of Tanzania, Fjeldstad and Semboja (2001) conducted a survey to
explore why Tanzanian people pay tax and why they evade paying tax. They found
that income level, probability of deduction and public service are negatively related
to tax non-compliance. Chan, Troutman and Bryan (2000) proposed an expanded
model of taxpayer compliance and their analysis of the survey indicated that the

classical factors, such as income level and morality, are not the direct determinants of
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non-compliance. They argued that the cultural differences are the significant factors
of the issue. Meanwhile, Aripin, Kasipillai and Amran (2003) discovered that
although the relationship between education and tax non-compliance is sometimes
positive and sometimes negative, it is in all cases a significant relationship. Also,
McGee and Tyler (2006) concentrated on the ethical aspect of tax non-compliance.
They conducted their study in 33 countries, from Europe, Central Asia, South
America and North America, to investigate the influence of demographic factors on
the issue. It was found that non-compliance is ethical if the collected tax winds up in
the pocket of corrupt politicians, and if the tax system is unfair. However, no Middle
East country was included in this study, although the problem of tax non-compliance

is evidenced in the Middle East region (Aljaaidi ef al., 2011).

Other studies concentrated on the complexity and fairness of tax system. For
instance, Hanefah (1996) expanded the model of Fischer, Wartick and Mark (1992)
to examine the tax compliance behaviour of individual taxpayers in Malaysia. He
focused on the perceptions of Malaysian individual taxpayers about income tax
administration system, tax fairness and complexity of tax law. Perceptions of
taxpayers were gathered through survey. The findings showed that generally, these
factors have an influence on the perception of taxpayers, and thus, on their

compliance behaviour.

A similar study was conducted by Richardson (2006) who focused on across
investigation. The analysis of his survey concluded that non-economic determinants
have the strongest impact in tax non-compliance, with complexity found as the most

significant determinant of non-compliance. The lower the level of complexity and
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the higher the level of general education, service income source, tax morale and
fairness, the lower non-compliance was noted across the country. Forest and Sheffrin
(2002) found that simplifying the tax system was no effective deterrent to tax non-
compliance because tax payers did not necessarily consider the complex tax system
to be unfair. Ramasamy, Thurasamy, Haron and Ang (2003) examined the influence
of the extent of tax knowledge of small entrepreneurs, attitudes towards compliance
by other taxpayers, attitudes towards the effectiveness of the Institutional Review
Board (IRB) and the attitudes towards fairness of the tax system. The results were
different, since attitudes towards compliance by other taxpayers and attitudes
towards the effectiveness of the IRB have positive effect on the compliance
behaviour, and no relationship was found between the influence of the extent of tax
knowledge of small entrepreneurs and the attitudes towards fairness of the tax system

with tax compliance behaviour.

Kamdar (1997) carried out a study in corporate income tax compliance. He found
that profits and audit rate negatively influenced tax non-compliance. Therefore, he
suggested that greater audit coverage may reduce tax non-compliance. Alm, Bahl and
Murry (1990) conducted experimental study in the relationship between auditing
selection and income tax underreporting and found the relationship to be positive.
Fischers (1993) explained that the actual detection rate for some types of non-
compliance is very low. He added that tax enforcement experiences, opportunity to
evade taxes, use of adviser and exposure to media coverage of tax issue influence
detection probability. Mills (1998) explained the adjustments of the Internal Revenue

Service (IRS) on the book-tax differences. She defined the book-tax differences as
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the differences between accounting income and taxable income and argued that these

adjustments may lead to non-compliance.

In addition to the above studies, Tedds (2007) argued that the political instability and
regulatory burden among other factors are the determinants of tax non-compliance.
Torgler, Schaffner and Macintyre (2007) supported that quality of political
institutions has a strong observable effect on tax morale and in turn, on tax
compliance behaviour. Overall, politics is affected by the surrounding environment,
whether geographical, ethnic or social (Lopata, 2003). Nevertheless, both studies

focused on the political side, regardless of its interaction with other effects.

Bobek and Hatfied (2003) employed the theory of planned behaviour to explain the
role of moral obligation in tax non-compliance. They used a survey method, and
found that the higher level of moral obligation alone could not fully eliminate tax
non-compliance. So, they concluded that ethical belief may improve compliance
even with lower level of moral obligation. Also, Erad and Feinstein (1994) argued
that tax non-compliance is not always possible to be explained classically. Moral

sentiment is likely to have a key role in the behaviour of tax non-compliance.

Numerous studies have tested the influence of compliance costs on tax compliance
issue. More specifically, Chattopadhyay and Gupta (2002) identified the compliance
cost of the personal income tax and its determinants. They used questionnaire to
collect data. The critical point of the current study was the response rate which is
very low. However, they suggested many reforms to reduce the cost of tax

compliance including, reforming administration institutions, procedures, automation
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and overhauling the tax system. Meanwhile, Slemrod (1985) indicated a relationship
between tax non-compliance and tax compliance cost. He also argued that tax
complexity increases tax non-compliance. Yesegat (2009) investigated the
determinants of tax non-compliance by focusing on Value Added Tax (VAT). She
integrated tax compliance cost and tax behaviour of taxpayers, and employed both
questionnaire and interview to collect data. Her findings showed that tax compliance

cost has insignificant positive relationship with tax non-compliance.

Abdul-Jabbar and Pope (2008) tested the relationship between tax compliance costs
and the issue of compliance in Malaysia. They found no relationship between
compliance costs and the likely tax compliance behaviour. Similarly, Abdul-Jabbar
(2009) investigated the influence of tax compliance costs on tax non-compliance
behaviour in SMEs in Malaysia. He employed the postal survey questionnaire in
collecting data, and found an insignificant relationship between tax compliance cost
and non-compliance. He also found that tax complexity and probability of tax audit

influence tax non-compliance.

A summary of the findings of the earlier studies, during the period from 1990 to

2009 in tax compliance and non-compliance are shown in Table 3.1 arranged in

chronological order.
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Table 3.1

Summary of earlier studies of tax compliance and non-compliance for the period

1990 - 2009
Author(s) Year Country Key findings

Alm, Bahl & 1990 Jamaica e The relationship between auditing selection

Murry and income tax under reporting is positive.

Fischers 1993 USA e Tax enforcement experiences, opportunity to
evade taxes, use of adviser and exposure to
media coverage of tax issue influence detection
probability.

Hanefah 1996 Malaysia e Perceptions of Malaysian taxpayers about
income tax administration system, tax fairness
and complexity of tax law have an influence on
the compliance behaviour.

Kamdar 1997 USA o Profits and audit rate negatively influence tax
non-compliance.

Mills 1998 USA e The differences between accounting income
and taxable income (book-tax differences) lead
to high level of non-compliance.

Troutman & 2000 USA & e Cultural differences are significant

Bryan Hong Kong determinants of tax non-compliance.

Fjeldstad & 2001 Tanzania e There is a negative relationship between

Semboja income level, probability of deduction and
public service with tax non-compliance.

Abdullhadi 2002 Malaysia o Negative relationship between perceived tax
fairness and tax structure complexity.

e No significant differences in tax variables of
gender, age, income level, profession and
education.

Forest & Sheffrin 2002 ¢ Simplifying the tax system has no effective
deterrent to tax non-compliance.

Chattopadhyay & 2002 India e Reforming administration institutions,

Gupta procedures, automation and overhauling the tax
system are very important to reduce tax non-
compliance.

Aripin, Kasipillai 2003 Malaysia e The relationship between education and tax

& Amran non-compliance is significant. However, it is
positive in some cases and negative in other
cases.

Thurasamy, 2003 USA o Attitudes towards compliance by other

Haron & Ang taxpayers and  attitudes  towards  the

effectiveness of the IRB have positive effect on
the compliance behaviour.

There are no relationship between the influence
of the extent of tax knowledge and the attitudes
towards fairness of the tax system with tax
compliance behaviour.
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Table 3.1 (Continued)

Author(s) | Year | Country | Key findings

Bobek & Hatfied 2003 USA e The higher level of moral obligation alone

Slemrod

Manaf,
Hasseldine &
Hodges

McGee & Tyler

Richardson

Tedds

Torgler,
Schaffner &
Macintyre
McGee & Bose

Abdul-Jabbar &
Pope

Devos

McGee

Yesegat

Abdul-Jabbar

1985

2005

2006

2006

2007

2007

2008

2008

2008

2009

2009

2009

USA

Malaysia

33 countries

Cross
country

Canada

USA

Egypt, Iran
& Jordan

Malaysia

Australia

Romania &
Moldova

Ethiopia

Malaysia

could not fully eliminate tax non-compliance.
e Ethical belief may improve compliance even
with lower level of moral obligation.

e There is a relationship between tax non-
compliance and tax compliance cost

e Tax complexity has a positive relationship with
tax non-compliance.

o Significant relationship between age, race,
education, income, occupation and ethics with
taxpayers‘ compliance attitude.

e Understanding of tax law and incentive are
statistically related to compliance attitude.

e Non-compliance is not unethical if tax
collected winds up in the pocket of corrupt
politicians and if tax system is unfair.

o Complexity is the most significant determinant
of non-compliance.

o With lower level of complexity and the higher
level of general education, service income
source, tax morale and fairness lead to low
level of non-compliance.

e The political instability and regulatory burden,
among other factors, influence the issue of tax
non-compliance.

e Quality of political institutions has a
significant effect on tax compliance behaviour.

e Women seem to be more opposed to tax non-
compliance than men.

e Older people tend to be more opposed to tax
non-compliance than do younger people.

e People tend to become less averse to tax non-
compliance as the level of education increases.

e There is no relationship between compliance
costs and the likely tax compliance behaviour.

e The relationship between the majority of
demographic variables with the attitudes of
taxpayers towards tax mnon-compliance is
statistically significant.

o Significant relationship exists between age,
gender and education with tax non-compliance.

e Romanians are significantly more opposed to
cheating on taxes in all demographic categories
than Moldovans.

e Tax compliance cost has insignificant positive
relationship with tax non-compliance.

o The relationship between tax compliance cost
and non-compliance is insignificant.

e Tax complexity and probability of tax audit
influence tax non-compliance.

Source: Author‘s compilation
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From the review of the earlier studies, it seems that the Islamic viewpoints within
Islam have not been considered so far. Furthermore, the problem of tax non-
compliance has not been explored sufficiently in the Middle East region, although
this region is one of the important areas in the world that has a significant impact on
the global economy (Carapico, 1998), and although the problem of tax non-
compliance has been reported in this region (Aljaaidi ef al., 2011). Moreover, the
political issues have not been linked with the surrounding environment, which

mostly have significant interactions.

3.6.2 Recent Studies of Tax Compliance and Non-compliance

Tax compliance and non-compliance have attracted the attention of researchers
during the recent years. So, many studies have been conducted lately to investigate
the issue in order to discover the factors behind the problem. Borrego, Lopes and
Ferreira (2013) conducted a literature review of studies concerning tax non-
compliance in an international level. They categorized the previous studies by date,
countries, results and methodologies. They pointed out that there are two main ranks
of research in tax non-compliance. First, the studies that explained tax non-
compliance and the attitudes of taxpayers towards tax, and second, studies seeking to
measure it. A number of recent studies conducted on the issue of tax non-compliance
gave more attention to tax rate, penalties, quality of government and tax service
quality (e.g., Kuria, Ngumi & Rugami, 2013; Ser, 2013; Azrina Ling & Wah, 2014;
Bruce-Twum, 2014; Hidayat et al, 2014; Khan & Ahmad, 2014; Mas‘ud, Aliyu &
Gambo, 2014; Ovute & Eyisi, 2014; Zakariya‘u, 2015). These studies incorporated

variables from two approaches, particularly, economic approach and social approach.
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Among the studies, Ser (2013) integrated demographic factors with public
governance quality, economic factors and tax system structure in one model to
measure the influence of these factors on tax non-compliance. Questionnaire was
selected as the research instrument in collecting the data. From non-economic
factors, marital status, age, education level and tax education showed significant
results, whereas, the results for gender, tax morale and public governance quality
were insignificant. On the other hand, from economic factors, income level and tax

rate showed significant results but not future tax costs.

Additionally, Mas‘ud, Aliyu and Gambo (2014) tested the effect of tax rate on tax
compliance in Africa. The population of the study covered 61 African countries for
two observation years of 2012 and 2013. The findings from the study showed that tax
rate has significant positive correlation with tax compliance in some African
countries and a significant negative effect on tax compliance in other African

countries.

Moreover, Alabede et al. (2011a) conducted a study to expand the basic tax
compliance model by incorporating public governance quality and moderating
effects of financial condition and risk preference. They suggested that prior studies
have proven that tax compliance is influenced by other factors outside the basic
model. Later, Alabede (2012) carried out his study to determine the factors that may
influence tax non-compliance in Nigeria. He included many different variables in his
study, particularly, quality of tax services, multi-ethnic background, public
governance quality, tax system structure, tax knowledge, moral reasoning,

occupation, source of income, income level and individual attitudes towards tax non-
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compliance. Furthermore, financial condition and risk preference were examined as
moderator variables. It was found that the model of tax compliance should be
extended to incorporate perceived tax service quality, public governance quality,
ethnic diversity and the moderating effect of taxpayers® financial condition for better
understanding of tax compliance behaviour. Furthermore, policy should be directed
towards strengthening these factors to reawaken the culture of tax compliance among
individual taxpayers in Nigeria. The current study follows the call of Alabede (2012)
to expand the model of tax non-compliance, where the environment of Yemen is
taken into consideration by integrating the Islamic religious perspective and

geopolitical differences in the model of tax non-compliance.

In a related study, Hidayat et a/ (2014) used Structural Equation Modeling (SEM)
Approach to examine the influence of service quality and regional tax regulations on
taxpayer compliance, satisfaction and behaviour. The data in this research was
obtained through survey with respondents having businesses. The results showed that
service quality and regional tax regulation have positive and significant effect on the

taxpayers* satisfaction, behaviour and compliance.

Demographic factors have also been investigated in the recent studies relevant to the
topic. A study carried out by Ross and McGee (2012) included the largest number of
demographic factors on tax compliance in Netherlands. In their study, they
investigated the influence of 25 factors on the issue of tax compliance, and the results
were fluctuated. More broadly, Khlif and Achek (2015) investigated the effect of 4
categories of variables on tax non-compliance, including (1) demographic variables

(2) cultural and behavioural variables (3) legal and institutional variables, and (4)
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economic variables. They reported that the role of demographic factors on tax non-
compliance is limited. Ali and Ahmad (2014) investigated the issue among the
Malaysian youth, because youth tend to have low sense of responsibility. They found
that a high level of tax morale is necessary in promoting tax compliance among the
public. Also, it was found that increased tax knowledge does not necessarily lead to
increased trust in the tax system and tax authority, and consequently, it does not

affect the compliance behaviour.

With regards to the cultural impact on the issue of tax non-compliance, a study was
carried out by Yong and Martin (2016) in New Zealand, an ethnically diverse
society. They concluded that there may be factors, which affect taxpayers
compliance that might be more common in some ethnic groups than others. A
general ruled provided by Pietro and Simona (2016) established that social and

cultural pressure has significant impact on tax compliance.

More importantly, religiosity, as a cultural factor, has been focused on in some recent
studies. Mohdali (2013) investigated the influence of religiosity on the tax
compliance behaviour in Malaysia. She compared between the religiosity (defined as
internal value of taxpayers) and attitudes towards government (considered as external
value). Data was collected from, mostly, salaried taxpayers and the remaining from
self-employed taxpayers using a self-administered survey and face to face interviews.
Analysis showed that religiosity has significant positive impact on taxpayers
willingness to voluntarily comply with tax laws. Further, the study suggested that the
perceptions of government and the tax authority in encouraging their positive

attitudes towards taxation are very important. Similarly, Mohdali and Pope (2014)
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found that religiosity has a minimal but statistically significant positive impact on
voluntary tax compliance in Malaysia. This probably can be explained by the strong
religious values held by many Malaysians, as well as the concept of giving, which

has been emphasized in almost all religions.

The moderating effect of ethicality on morality and religiosity has been linked with
tax non-compliance in the study of Coleman (2013). The findings supported the
hypotheses, which indicated significant relationships. Similarly, the recent study also
measured the Islamic religious perspective as internal value of taxpayers, and
attitudes towards government, which is considered as an external value. Attitudes
towards the government in the recent study have been defined in a number of
variables such as, geopolitical differences, tax service quality and public governance

quality.

Khan and Ahmad (2014) explored causes of tax non-compliance in Pakistan. A
questionnaire with closed ended questions was designed and used to gather the data.
It was found that the main cause of non-compliance is absence of progressive
taxation. Moreover, corruption of government forces public to evade tax as they are

convinced that there is no benefit from the government for them.

Africa has been taken into consideration during the recent years to test the
phenomenon of tax non-compliance. Kuria, Ngumi and Rugami (2013) studied the
compliance of rental income tax by combining the understanding of a tax system and
tax laws with motivation such as, rewards and punishment. The study was

implemented in Kenya, where simple random sampling and convenience sampling
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was used to identify individual respondents. The responding rate was only 40%, but
the findings showed that compliance with taxation issues was low on the part of
income from rental properties. Also, landlords and possibly the other citizens were
not ready to comply with tax regulations because there is a feeling of denial due to
failure to provide clear evidence of the advantages of paying taxes, and taxpayers
were aware of their obligation to pay taxes but they were not ready to comply.
Further findings revealed that fines and penalties did not seem to be an adequate
deterrent to manage truant landlords. Landlords felt that they were not provided with

adequate incentives to motivate them to invest in housing.

In Nigeria, Zakariya‘u (2015) found that tax system structure, income level and
education have significant positive relationship with tax non-compliance, whereas
tax rate and corruption have positive but insignificant relationship with tax non-
compliance. Similar results were found in Ethiopia by Tehulu and Dinberu (2014).
Therefore, in both papers, they recommended the government to improve the tax

system through amending and adjusting tax laws and policies.

In Ghana, Twum (2014) investigated the gift tax compliance using direct taxpayer
survey. A random sample of taxpayers was chosen and they were asked, among other
questions, to describe their tax reporting behaviour. It was found that majority of the
respondents were unaware of the existence of Gift Tax laws. The few who were
aware mainly obtained the knowledge through the educational system. Thus, the gift
tax compliance rate is very low. The major causes of non-compliance of gift tax in
Ghana were found to be lack of awareness, which is a function of the educational

levels of citizens, and the low rate of detection.
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A summary of the findings of the recent studies, during the period from 2010 to
2016, in tax compliance and non-compliance is presented in Table 3.2 arranged in

chronological order.

Table 3.2
Summary of recent studies of tax compliance and non-compliance for the period
2010 - 2016

Author(s) Year Country Key findings
Alabede, 2011a Nigeria e Tax compliance is influenced by other factors
Ariffin & outside the basic model.
Idris
Alabede 2012 Nigeria e The model of tax compliance should be extended
for better understanding of tax compliance
behaviour.
Ross & 2012 Brazil,
McGee Russia,
India,
China, e The results were fluctuated.
USA and
Germany
Borrego, 2013 various e There are two main ranks of research in tax non-
Lopes & countries compliance. First the studies that explained tax
Ferreira non-compliance and the attitudes of taxpayers
towards tax, and second those studies seeking to
measure it.
Ser 2013 Malaysia e Significant relationship between age, marital
status, education and tax education with tax non-
compliance.

o Insignificant relationship between gender, tax
morale and public governance quality with tax
non-compliance.

o Significant relationship between income level and
tax rate with tax non-compliance.

Mohdali 2013 Malaysia e Religiosity has significant positive impact on
taxpayer‘s willingness to voluntarily comply with
tax laws.

e The perceptions of government and the tax
authority in encouraging their positive attitudes
towards taxation are very important.

Coleman 2013 USA o The moderating effect of ethicality on morality
and religiosity has significance relationships with
tax non-compliance.

Kuria, Ngumi 2013 Kenya o The advantages which the taxpayers receive from
& Rugami the government may lead to more compliance.
e Penalties are not an adequate deterrent of non-
compliance.
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Table 3.2 (Continued)

Author(s) | Year | Country | Key findings

Ali & Ahmad 2014 Malaysia e A high level of tax morale is necessary in
promoting tax compliance among the public.
e The current level of tax literacy among working
youth in Malaysia is still low
e Increasing tax knowledge does not necessarily
lead to increased trust in the tax system and tax

authority.
Mas‘ud, Aliyu 2014 Africa e Tax rate has positive significant correlation with
& Gambo tax compliance in some African countries,

whereas the relationship is negative and
significant in some other African countries.

Hidayat et al 2014 Indonesia e The results showed that service quality regional
and tax regulation have positive and significant
effect on the taxpayers satisfaction, behaviour and

compliance.
Khan & 2014 Pakistan e Causes of tax non-compliance are related to
Ahmad progressive taxation.

e Corruption of government force public to evade
tax as they think that there is no benefit from
government for them.

Twum 2014 Ghana e The lack of awareness and the low rate of
detection are the major causes of non-compliance
of gift tax in Ghana.

Tehulu & 2014 Ethiopia e The result revealed that several factors have

Dinberu significant impact on tax non-compliance,

including fairness of tax system, penalties,
personal financial constraints and changes on
governmental policies.

Zakariya‘u 2015 Nigeria e Tax system, income level and education have
significant positive connection with tax non-
compliance

e Tax rate and corruption have positive relationship
with tax non-compliance but statistically not

significant.
Khlif, & 2015 Tunisia e The role of demographic factors on tax non-
Achek, compliance is limited.
Yong & 2016 New e In an ecthnically diverse society such as New
Martin Zealand Zealand, there may be factors, which affect

taxpayers‘ compliance that might be more
common in some ethnic groups than others.

Pietro & 2016 Italy e Social and cultural pressure has significant impact
Simona on tax compliance.

Source: Author‘s compilation

Generally, literature showed that many of the recent studies integrated studies from
economic theories and social theories, and thus, the two approaches may be

considered to be more relevant in the recent point of time.
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3.6.3 Tax Compliance and Non-compliance Studies of Yemen

In investigating the causes of tax non-compliance in Yemen, the researcher noted the
lack of research in the area. McGee (2006) in his investigations selected countries
from North America, South America, Europe, Asia, Australia and New Zealand.
However, no many studies have been conducted in the Middle East region as a
whole, and Yemen in particular, with respect of perception of taxpayers towards tax
compliance (Al-Ttaffi et al, 2011). However, few studies have offered possible
explanations on why Yemenis are not complying with tax laws as well as factors

influencing their taxpaying behaviour.

Al-Doais (2008) conducted a descriptive study in the role of Accounting Information
System (AIS) in reducing tax evasion in the Republic of Yemen. It was noted that the
accounting information system applied and used in Yemen does not have generally
accepted characteristics in accounting information system, which were highlighted
by studies and research on the characteristics of accounting information system to
ensure the use of such information in making management decisions and thus, a
different method should be employed to reduce the phenomenon of tax evasion.
Further, the accounting information system applied and used in Yemen does not
provide administrative, accounting and tax requirements and control that contribute
to overcome the phenomenon of tax evasion. Moreover, the accounting information
system applied and used in Yemen does not take non-financial information, which
could be used as an essential tool in reducing the phenomenon of tax evasion,
therefore this information do not contribute in the reduction of tax evasion in Yemen.
Additionally, it was noted during the study that there is a lack in qualification of

workers in dealing with the accounting information system as it does not meet the
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required scientific competence and capability that will enable them to deal with tax
evasion significantly. However, the study of Al-Doais (2008) failed to provide a

logical explanation for the real reasons behind tax non-compliance in Yemen.

In a related study, the researcher of the present study, Al-Ttaffi (2009) examined the
influence of twelve variables on tax non-compliance, namely, Islamic religious
perspective, gender, age, marital status, education, income level, source of income,
occupation, penalties, experience, tax rate and fairness of the government and the tax
system. It was found that fairness of the government and tax system has a positive
significance correlation with tax evasion, while gender, age, marital status, nature of
occupation and experience have positive correlation with tax evasion. Although Al-
Ttaffi's (2009) study is the first study that investigated the influence of Islamic
religious perspective, it did not provide sufficient explanations of the Islamic
opinions and perspective about taxation. Moreover, Islamic religious perspective
may have a moderating effect, which has not been tested so far. Accordingly, new
measurement is used in the current study to measure the Islamic religious

perspective.

Aljaaidi, Manaf and Karlinsky (2011) carried out a study to find out the perception of
Yemenis towards tax evasion, specifically to determine whether they consider it to be
a crime or not. It was found the Yemeni people do not perceive tax evasion as a
crime. Meanwhile, Gubran (2009) offered an analytical study of the reality of tax
non-compliance in Yemen. In his study, he tried to answer three questions: What are
the actual causes of tax non-compliance in Yemen? What are the effects of tax non-

compliance and what are the ways to reduce tax non-compliance? Generally, he
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found that the unfairness of government is the main cause of tax non-compliance in

Yemen.

Recently, Helhel and Ahmed (2014) conducted a study which may be considered as
the most recent study of tax in Yemen. They divided the factors, which may
influence tax non-compliance into internal factors and external factors. They
concluded that tax non-compliance is affected by a broad range of factors such as
individual characteristics of tax payers, tax system, tax administration, economical
situation and political situation. However, their study was very limited, since data
collected through questionnaire was obtained only from Sana'a the capital city of
Yemen. This indicated that the allegiance towards the Yemeni regime is similar, so,
the attitudes towards the government are similar too. A summary of tax compliance
and non-compliance empirical studies in Yemen are shown in Table 3.3 arranged in

chronological order.

Table 3.3
Summary of tax compliance and non-compliance studies of Yemen
Author(s) Year Key findings
Al-Doais 2008 e AIS does not have a generally accepted characteristics in
accounting information system.

e AIS does not provide administrative, accounting and tax
requirements and control that contribute to overcoming the
phenomenon of tax evasion.

o AIS is not concerned with the non-financial information.

o There is a lack in qualification of workers in dealing with AIS.

Gubran 2009 e Unfairness of the government is the main cause of tax non-
compliance in Yemen.

Al-Ttaffi 2009 e The model, examined in the study, has a significant impact on tax
evasion in Yemen.

Aljaaidi, 2011 e Yemeni people do not perceive tax evasion as a crime.

Manaf &

Karlinsky

Helhel & 2014 ¢ Tax non-compliance is affected by broad range of factors such as

Ahmed individual characteristics of tax payers, tax system, tax

administration, economical situation and political situation.

Source: Author‘s compilation
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In general, the issue of tax non-compliance in Yemen has been described as a serious
problem, but the literature specified that the studied of tax compliance and non-
compliance are very limited. Moreover, the studies of tax non-compliance in
developing countries in general, and in Yemen in particular, did not consider the

magnitude role of SMEs in the economy of the countries.

Additionally, the political changes have not been linked with the geographical
location, as it is believed that geopolitics maybe a main factor in Yemen.
Furthermore, the quality of public governance and tax service has not been taken into

consideration in the studies of tax compliance and non-compliance in Yemen.

3.7 Determinants of Tax Non-compliance Behaviour

According to the literature, the factors which may influence tax non-compliance are:
age, gender, race, education, income level, source of income, occupation, ethics,
perceived fairness, tax system structure, taxpayers knowledge, tax laws, positive
inducement (Manaf, Hasseldine & Hodges, 2005; McGee, Palau & Lopez, 2009;
Gupta & McGee,2010; Ross & McGee,2012), religion, tax rate, fairness of the tax
system, fairness of the government (McGee, Benk, Yildirnm & Kayike¢1 2011), tax
service quality, public governance quality, personal financial condition and risk
preference (Alabede, 2012). In the current study, the Islamic religious perspective is
integrated in tax non-compliance model as a moderating variable of the relationship

between non-compliance behaviour and its determinants among SMEs in Yemen.
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3.7.1 Islamic Religious Perspective

Generally speaking, there is lack of research about the influence of Islamic religious
perspectives on tax non-compliance. Obaid (2008) stated that the Yemeni people are
all Muslims but even then, the Islamic perspective of people towards tax are different
(Standing Committee for Scientific Research and Fatwa SCSRF, 1994; Mawdudi,
2005; Nabulsi, 2005; Al-Omari, 2009; Hasan,2010; Al-Jibreen, 2012). Hence,

Islamic religious perspective may have an influence on the behaviour of taxpayers.

Religion provides guidance to each individual through his/her believed values. The
influence of religion occurs in the society even though individuals are not totally
committed to it (Mohdali, 2013). Religion provides an essential basis for social
integration. Therefore, understanding the Islamic religious viewpoints of the
taxpayers in Muslim countries is of great importance and is an important factor that

could likely influence taxpayers behaviour (Al-Ttaffi ez al., 2011).

Clearly speaking, Islam provided clear teachings in many issues in terms of
permissible (Halal) and forbidden (Haram). In other words, in many issues, there are
explicit texts in the form of Quranic statements or Hadith (the record of the sayings,
advice and conduct of the Prophet Mohammed) (peace be upon him) that
supplements the Holy Qur'an as a source of the Islamic religious law. Nevertheless,
in some issues, particularly contemporary ones such as tax, there are no clear texts
explaining whether it is Halal or Haram, because taxes did not exist at the time of the
Prophet (peace be upon him). However, other types of payments were imposed,
specifically, (a) Zakat which is an obligatory payment made annually under Islamic

law on certain kinds of property and used for charitable purposes, (b) Kharaj, which
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is defined as a type of individual tax on agricultural land belonging to government
and its produce is developed under Islamic rule, and (c) Jizya, which refers to tax
levied by Islamic states on non-Muslims that permanently reside in a Muslim

country.

In the case of tax, Islam gave an opportunity for researchers to conduct their due
diligence, and as such, Muslim scholars strive to provide Islamic provisions for these
cases. Generally, there are several opinions about taxes, with some scholars viewing
tax itself as forbidden, and others believing in its legitimacy and the government‘s

right to impose taxes on its citizens.

In Saudi Arabia, the government imposes tax only on foreign individuals, while
Saudi citizens are not subject to any tax on their personal income. In terms of
business establishments, all businesses in Saudi Arabia are also subjected to tax even
if they pay Zakat (The Saudi Department of Zakat & Income Tax, 2015). Al-Ayyan
(2007) argued that companies pay Zakat and also pay tax because Zakat is spent on
specific individuals (Asnaf) mentioned in the Qur'an, while tax is funded to cover the
expenses of the services provided by the government to all businesses operating in
Saudi Arabia. Mohdali and Pope (2014) argued that Zakat may encourage Muslims
to pay taxes to the government in two ways. First, the practice of giving in religion
—Sadaqah” was considered by some of the participants to motivate the same feeling
of giving towards the country, which is similar to a large extent to the teaching in
Christianity. Second, some of the Muslim participants considered that paying zakat is

a good move to reduce their tax dues, as zakat is treated as a deduction or rebate,
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which can be deducted from their net tax payable. However, tax system in some

countries, including Yemen, do not rebate the amount of Zakat from the due tax.

Furthermore, the SCSRF (1994) issued a fatwa to clarify the Islamic perception
about tax for all Muslims, whether inside or outside Saudi Arabia. The Fatwa stated
that the collection of taxes and work in tax authorities are all forbidden (Haram), and
it is not permissible for the government to impose tax on its citizens. Furthermore,
non-compliance of tax could be viewed as permissible if it is imposed on Muslims,
and therefore, taxpayers find any opportunity to do so without committing any
forbidden act of Shariah, such as lying. However, as an independent council, Fatwa
issued by the SCSRF serves as advisory statement and has no legal binding, unless it

is legally adopted by the government.

A prominent Saudi scholar, Al-Jibreen (2012) contended that tax is an issue of
diligence. He stated that tax is obligatory to be paid in two cases: if tax exists instead
of Zakat and if it is in excess of Zakat but needed to finance some essential interests.
In contrast, the collection of taxes is considered forbidden in cases when the
government takes from citizens and disposes of the tax unfairly. Hasan (2010) cited a
number of Islamic scholar perceptions, such as Al-Albani', to support the notion that
tax 1s forbidden, but some may be permissible in the following exceptional cases:

1) When only the rich are taxed, and tax collected are distributed fairly.

2) When there is a deficit in the state budget.

3) When tax cannot be legally sustained, but it can be exceptionally imposed

when necessary.

! Al-Albani is an Islamic scholar was residing in Jordan and before he was a former lecturer at the
Islamic University in Madina, Saudi Arabia. Hasan was a student of Al-Albani during the period 1989
—1999.
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4) When tax money is not spent on anything contrary to Islam.

Mawdudi (2005) supported this viewpoint by stressing that the need for these funds
must be real and not presumptive, and there should be an absence of other sources in
the country to cover it. The imposition of tax does not mean that they replace Zakat,
as the latter is worship, and must be paid in all cases whether or not it‘s needed,

while tax should be imposed only when needed (Abu-Zahra, 2005; Shaltoot, 2007).

In Qatar, the Fatwa Centre (2014) cited a number of researches stating that if tax is
imposed fairly, it is not permissible to evade it, whereas if unfairly, the non-
compliance is permissible and legal. Al-Omari (2009) elaborated on the views of the
four Islamic sects (thoughts) about taxes and they are as follows:
1) Hanafis: They allow the imposition of tax on the people if there is a need
for it and such tax are referred to as episodes.
2) Maalikis: They support the entitlement of the government to impose taxes
for special circumstances.
3) Shaafa'is: They acknowledge the legitimacy of tax on the rich if it‘s for
public interest.
4) Hanbalis: They authorize tax and they consider it as the money spent for

Jihad.

In the same line of the study, Nabulsi' (2005) explained his Islamic viewpoint in this
issue. He believed that tax is considered one of the government's financial resources

to cover their expenses, so they are permissible. Consequently, the citizens have to

" Islamic scholar and professor at the College of Education & Sharia, Damascus University,
Syria. His view about tax has been taken from his personal website.
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comply to pay their taxes. Moreover, Peerzade (2005) proposed an alternative
Islamic approach instead of tax system. He explained that the Zakat system is the
best alternative system in the Muslim countries. Generally, the financial system and
levy of zakat requires considerable guidance according to the rules of Shariah, such
as the condition of Nisab to impose Zakat, deduction of expense items and avoidance

of the double or multiple assessment of the same base in one stipulated period.

In this regard, McGee (1997) emphasized that Muslims have a moral responsibility
to pay Zakat for the support of the poor and for the legitimate functions of
government. Thus, evading one‘s duty to pay Zakat is classified as an immoral act.
As for tax, it is described as voluntary. In exceptional cases, tax may be imposed by
the government if the amount raised by Zakat is insufficient to cover all the
legitimate costs of government. Furthermore, imposing any payment on the citizen
that creates an artificial rise in the prices, such as indirect tax, is strictly forbidden.
Therefore, it is not always prohibited for a Muslim to evade taxes and regulations

that have the same effect as taxes.

In summary, the Islamic perceptions on tax could be presented as follows:
1) Totally permissible (Halal): therefore, non-compliance is absolutely
forbidden.
2) Permissible under circumstances and conditions: accordingly, tax non-
compliance is permissible when the conditions are not met.
3) Totally forbidden (Haram): consequently, non-compliance is permissible

when the opportunity is found to do so without committing any forbidden act.
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These three Islamic perspectives about tax are relevant to all Mazhabs, and do not
refer to any specific Mazhab. Generally, each Mazhab is at first interpreted to have a
single view towards tax. However, due to various circumstances and interpretative
practices, it is normal for some scholars from the same Mazhab to have different
view as well. Consequently may lead individual in one Mazhab having different

views towards tax.

Finally, it can be stated that religion provides an essential basis for social interaction,
which may have a strong effect on the individual's tax non-compliance attitudes and
behaviour. Although inconclusive, the overall literature has shown that religion may
play a vital role in helping authorities to meet their target in fostering voluntary tax
compliance. In other words, the religious attitudes towards tax could have an impact
on the behaviour of taxpayers, where people who believe that tax is forbidden will
have a negative behaviour towards paying tax, while those who have positive
perception toward tax will be more committed to the payment of the due tax.
However, the few studies conducted about the tax system to be implemented as a
national revenue collection system in Islamic countries focused on imposing Zakat

instead of tax.

3.7.2 Geopolitical Differences

The term "Geopolitics" has a meaning that combines between geography and
politics. In other word, it joins geography and politics in one single word (Concise
Oxford English Dictionary, 2011). Sarker (2014) explained that the term is a merged
form of two separate words: _geography‘ and _politics‘. Scholars, academicians,

observers, and practitioners of global politics often use the term in order to describe
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or analyze specific foreign policy issues and actions. Blackburn (2008) related that
"geopolitics" means "the study or application of the effect of political geography on
the structure, programs, or philosophy of a state". Also, geopolitics was defined by
Dittmer (2013) as a complex of geographical and political factors affecting or

determining the nature of a state or region.

Geopolitics contains three elements: an idea of the state, social view and political
deduction of the natural determinants (Teschke, 2006). Lopata (2003) explained that
the geopolitics is linked with the understanding, because understanding is a part of
the culture which is different according to the geographical base. Kim (2011)
clarified that the concept of "geopolitics" may have local, regional and international

implications.

During the Cold War years, geopolitics played a central role in the political-military
sphere. The formulation of the containment policy, the North Atlantic Treaty
Organization Alliance (NATO), and the weapons deployments of the 1970s and
1980s were all motivated by geopolitical arguments. The end of the Cold War
marked not only the revival of traditional geopolitics, but also opened up the new
perspective of critical geopolitics (Macdonald, 2002). It is valuable to declare that
throughout the recorded history, the Middle East has been playing a vital role in the
global geopolitics (Sarker, 2014). Thus, the Middle East region is concentrated in the
current study, specifically, during the current era where many strategic events have
occurred in this area. In the Middle East, the geopolitics has, so far, undergone few

changes due to the Arab uprising. The course of Arab Spring has led to the rise of
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some regional powers as well as shift power balance among the regional members

and their foreign alliances.

In the Middle East region, there are many geopolitical differences, which led to
political and military conflicts. A clear example of the geopolitical differences in the
Middle East region is the Yemeni case. The geopolitical diversity affiliation did not
exist at the beginning of the nineties of the last century, where the North and South
Yemen united in 1990. The Yemeni unity continued until 1994 where a war between
the two halves occurred and ended with the victory of the northern part of Yemen
over the southern part. Many Southerners considered this victory as an occupation,
and therefore treated the government as the occupation government (Bahaj, 2000). In
2007, the Southern Movement was founded in the country, and began calling for
reforming the path of unity, then moved to claim the secession of the south from the
central government in Sana'a (Al-Rabaee, 2014). This view has led a lot of
southerners to take a political character, and thus resulted in the evasion of the
performance of the duties of the central government in Sana'a, especially that most
Southerners believe that Sana'a plundering the wealth of the south, which represents

85% of the total wealth of the country (Al-Nageeb, 2011).

The literature gives the impression that geopolitics has been investigated in many
areas such as religion, economy, education and society. Here are some of the
instances; Naseem (2014) investigated the geopolitical value of Gwader in Pakistan.
He explained that the geographical location of Gwader, which is near Dubai made it
of great importance. In addition, the political changes in the region made it more

important. Overall, the author linked between political factor and geographical factor
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to justify the raise of Gwader value. Therefore, it could be understood that
geopolitics is invaluable when dealing with the economic issues of the countries.
Okusanya and Isabu (2010) conducted a study in two states of Nigeria, specifically,
Katsina and Ekpoma to obtain the school teachers attitude to family life education.
Selection of these two states was performed based on the basis of geographical
location and political affiliation. The authors justified that the political affiliation is
considered an influential factor mainly on the culture and attitudes of the people.
Uwaifo (2007) in his study, in Nigeria also, classified the 36 Nigerian states into 6
geopolitical regions: the Northeast (NE), North-central (NC), the Mid-belt (MB), the

Southeast (SE), Southwest (SW) and the South-South (SS).

Generally, the literature revealed that geopolitical differences have an effect on many
issues. In education area, the influence of diversity of geopolitical differences may
take several forms. Campbell (2003) addressed two forms, namely, the public
provision of different kinds of schools, and the variations in social participation in
those schools. He indicated that some countries, such as Australia, have succeeded to
produce a national education among all regions. In other words, if the government
failed to deal with geopolitical differences properly, it will create disadvantages out

of these differences.

Socially, a question has been presented by Chiang (2009) that begs to determine
whether geopolitical differences reduce national unemployment through inter-
regional migration. He conducted his study in Taiwan to find an appropriate answer
and found that geopolitical differences reduce regional and national unemployment,

because of interregional migration. Moreover, Webster and Ivanov (2015) argued
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that geopolitics is the main driver of tourist flow. They identified six geopolitical
drivers of tourist flows in the future, namely: the fall of the American Empire, the
rise of the BRIC countries (Brazil, Russia, India, and China) and the PINE countries
(Philippines, Indonesia, Nigeria and Ethiopia), increased global political instability,
increased importance of regional supranational organizations, greater control of the
individuals on a global scale, and the greater importance and power of corporations

than national governments.

With regards to economic aspects, Noguera-Santaella (2016) found that geopolitical
events positively affected oil prices through conflicts, which affect oil supply
reliability, even if disruption did not actually occur - this should be reflected in
prices, if expectations react accordingly. Arayama and Miyoshi (2004) explored the
influence of geographical location in the economic growth of China. They explained
that sometimes governments distinguish in dealing between regions, and in so doing,
resulted in differences in performance in GDP for the region, which affected the

overall economy of the country.

Based on the theory of social influence, the individual behaviour is intentionally or
unintentionally influenced by others in the environment, and is explained by its
relationship to the continuous common interaction between cognitive and
behavioural environmental influence. Accordingly, geopolitics is an issue that likely
has an effect on the attitudes of people. Feld and Frey (2007) conducted an
exploratory study in Italy. Although no geopolitical difference was found between
South and North of Italy, citizens from South had lower compliance to tax rules

compared to Northern citizens. This indicates that the areas of different geopolitics
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will show different behaviour fortiori. However, likely no study has yet highlighted

the influence of geopolitical differences on the issue of taxpayers* behaviour.

In other related studies, geographical differences have been investigated in taxation.
Specifically, some studies focused on the influence of the geographical location on
the behaviour of people. For instance, Loo, Evans and McKerchar (2010) studied the
influence of the geographical location of citizens‘ residency on their behaviour. They
found that citizens® geographical location influence their knowledge, and as reflected
on their behaviour. In other words, knowledge is a mediating factor between
geographical location and behaviour. Citizens located in cities will have more
opportunity to gain knowledge, which positively influence their compliance of duties
towards government. Similarly, Monteduro and Zanradi (2005) explained that
compliance of duties towards government is associated with the redistribution of
revenues. Tax is one of these revenues, and thus, if the collected tax is distributed in
the geographical location, which were collected from, then tax non-compliance will

be lower.

In contrast, if tax revenues are supplied to the centre, the distribution will be
perceived unfair, so non-compliance is expected to be higher. This argument was
supported by Madi¢s and Ventelou (2005). Furthermore, they justified that the
central government has no information about the needs and behaviour of regions, and

as such, the government cannot deal with citizens in the different regions correctly.

Generally, it could be concluded that behaviour of individuals are based on their

attitudes, which are affected by the surrounding geopolitics. Taxpayers, as
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individuals inside the society, are affected as well. So, the geopolitical differences
are considered as a challenge that must be dealt with by the authorities. However,
geopolitical difference is not a matter in itself, but the environment and authorities*
dealings with these diversities often create other issues and problems. For instance,
in the European case, Stepi¢ (2011) argued that although the diversity of geopolitical
identity is the reality of Europe, this geopolitical diversity has been exploited in a
positive way in Europe while avoiding the negative aspects. This is unlike many of
the developing countries, such as Nigeria and Yemen, in which the geopolitical

differences had a negative impact on many of the phenomena.

In the Republic of Yemen, the country is divided into two parts: North and South.
These two parts were two countries before 1990. The political changes from 1990 to
2007 created some sensitive issues between the two parts, where the northern part
controls the decision-making process in the country, while the southern part perceive
the central government in the north as an occupation government. For the purpose of
the current study, the division of North from South Yemen is considered. Such
division was also noted in Nigeria (Uwaifo, 2007), which is considered geopolitically

similar to the Yemeni environment.

3.7.3 Tax Service Quality

Service quality can be defined as a degree of excellence or superiority and can be,
either objectively or subjectively, evaluated (Christensen, 2001). It is, simply, a
comparison of expectations with performance. It is a judgment of how well a
distributed service conforms to the customer's expectations. Service business

providers frequently assess the service quality provided to their customers in order to
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increase their service quality, identify problems and to attain customer satisfaction
(Stiglingh, 2014). Christensen (2001) explained how to evaluate service quality
objectively or subjectively. Objective evaluation is possible when there exists a
measurable standard for comparison, while subjective evaluation is in terms of
human perceptions. Kothari and Sharma (2009) specified that perception of human
about service quality can be one of two kinds: perceptions before service and

perceptions after service.

The issue of tax is largely similar among private organizations, which cannot work
continuously, without satisfying customers. This idea has been supported by
Asubonteng, McCleary and Swan (1996). They clarified that service quality is
measured as the difference between what the customers expect from service
performance before the service comes across and their perceptions of the services
that have been rendered. Accordingly, customers will evaluate the quality of service
they received as low if the performance does not meet their expectation, and service
quality as high if performance exceeds their expectation. Ott (1998) indicated that the
quality of tax service is considered as evidence that the society is modern. He added

that the goal of any tax authority is submitting a better service to taxpayers.

Thornton and Shaub (2013) categorized the tax service provided by tax authority to
three: information, interaction and transaction, as transaction is the interior service,
whereas information and interaction service offer support to transaction. According
to Christensen (2001), service quality has technical and functional dimensions.
Technical quality is what the customer receives as a result of interaction with the

services provided. It could be evaluated by using one or more of the following
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measurements: (1) perceptions of audit risk, (2) reduction in tax liability, or (3)
overall accuracy and absence of errors. Functional quality is the process or manner in
which the service is delivered. The dimension of function may consist of (1)
responsiveness of the customer's needs, (2) providing the service in a reliable
efficient manner, or (3) the physical surroundings in which the service is delivered.
Thornton and Shaub (2013) included one more dimension, which is the corporate

image. This dimension is with customer's perception of the organizational quality.

Parasuraman, Zeithaml and Berry (1985), (1991) and (1994) proposed service quality
in five dimensions, specifically:

1) Reliability: Newman (2005) defined reliability as the hard quality dimension. This
dimension is ranked as the first on the service quality model with the biggest gap
between perceptions and expectation. Othman and Owen (2001) defined reliability as
—the ability to perform the promised service with dependability and accuracy”.

2) Responsiveness: It is defined as a willingness of staff to assist taxpayers and offer
quick service (Parasuraman et al., 1994). Newman (2005) referred to responsiveness
as the readiness of the staff to inform taxpayers when exactly things will be done,
quick service, giving taxpayers entire attention, and being demonstrably responsive
to the requests of taxpayers.

3) Assurances: Parasuraman, et al. (1994), defined assurance as -knowledge, ability
and courtesy of employees of the organization and its employees to confide and
inspire”. Naser, Jamal and Al-Khatib (1999) used assurance to refer to staff ability
to provide a confidential service.

4) Empathy: Parasuraman et al. (1994) defined empathy as -the helpful,

individualized attention the organization provides to its customers”. The empathy
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essence is conveyed through customized or personalized service that the taxpayer is
special and unique.

5) Tangibility: It refers to the physical facilities, personnel equipment and
communication materials (Parasurman, Berry & Zeithaml, 1991). Therefore,
tangibles consist of physical facilities, equipment or tools used to provide the service,
physical representations of the service and speed of efficiency of dealings. Angur,
Nataraajan and Jahera (1999) and Jun and Cai (2001) used tangibles to refer to

taxpayers‘ communications.

Hidayat et al (2014) suggested that tax collection does not work smoothly and as
such, aside from the active role of tax officers, there must be awareness of the
taxpayers. They explained that since tax service quality has a direct impact on the
level of taxpayers‘ satisfaction, and on taxpayers behaviour, it is important to
increase satisfaction of taxpayers through increasing the quality of service to
taxpayers. Lin, Wang and Huang (2011) concluded in their study that service quality

has a significant negative impact on non-compliance behaviour.

Generally, a lot of developed countries such as the USA, the UK, France, Sweden
and Denmark are increasingly becoming aware of the necessity to accord the
taxpayers the status of customers. They applied the concept of New Public
Management on taxpayers by giving more consideration to their tax service
requirements and taking care of them as clients (Kirchler, 2007). Stuart and Tax
(1996) explained that tax service quality must integrate elements such as the physical
evidence of the service environment, the action of the participants and the processes

required to facilitate service delivery.
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Also, Chen and Kao (2009) explained that there is interaction between the tax
officers and the taxpayers, with the interaction influencing the perception of
taxpayers about the quality of the tax service received from the tax authority.
Parasuraman et al. (1985) added two more factors that can influence the perception
of the customer about the quality of service namely, the physical environment quality
and the outcome quality, which represents the actual service delivered to the

customer.

Generally, Jackson and Milliron (1986) stated that the approach in which taxpayers
are treated in the provision of tax service has an impact on their behaviour.
Therefore, there are common perceptions about tax offices. Many of taxpayers
believe that tax officers are not as they have to be, which influences the compliance
of taxpayers. Job and Honaker (2003) indicated that the satisfaction of the USA
taxpayers is very low because the service quality of IRS is deteriorating. Torgler
(2007) suggested that tax authority can improve the compliance of taxpayers by
creating cooperation with them. Torgler argued that tax authority must consider itself

as service institution, provide a quality service and treat the taxpayers as partners.

Furthermore, in Alabede‘s (2012) study, he tested tax service quality in Nigeria. He
stated that Nigerian taxpayers have a low perception about the quality of tax services
offered by the tax authority. His study found that the relationship between perceived
tax service quality and tax non-compliance behaviour is negatively strong. Thus,
improving the quality of tax service provided by the tax authority will improve

taxpayer‘s compliance behaviour.
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Along a similar line of study, Al-Yasani (2005) showed that most citizens are not
satisfied with the quality of public service delivered in Yemen, including tax service.
This viewpoint is a public opinion in Yemen. The current study empirically
highlighted the relationship between tax service quality and tax non-compliance in

Yemen.

3.7.4 Public Governance Quality

Public governance quality is considered a sensitive issue and this has led researchers
to avoid studying this issue up until the recent past. However, researches have been
carried out in the current decades to examine the impact of public governance quality

on tax non-compliance (Ser, 2013).

The literature review identified three types of governance (1) public governance,
which is concerned with the government and how to organize the affairs and
manages the resources, (2) economic governance, which is concerned with the
private sector, and (3) social governance, which is concerned with the civil society
and non-profit sector. It was pointed out that the attention is always on public
governance (United Nations UN, 2007).

Torgler et al. (2007) explained that public governance quality is a multidimensional
variable. Therefore, they adapted the following dimensions to measure public

governance quality:

1) Voice, democracy and accountability: This dimension measures the level of

citizens® participation in the selection of the government. Moreover, it measures the
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financial management of the government in terms of transparency (Kaufmann, Kraay

& Mastruzzi, 2007; Darby, Desbordes & Wooton, 2010).

2) Government effectiveness: This dimension measures the perceptions of taxpayers
about the quality of service provided by the government by measuring the public
bureaucracy, the competence of public sector employees, the independence of the
civil action from political interference and the extent of the government's
commitment to achieve its policies and plans means (Kaufmann et al., 2007; Darby,

Desbordes & Wooton, 2010).

3) Rule of law: This dimension measures the level of taxpayers' confidence in the
rule of law on society and the degree of the government's commitment to the laws

and rules (Kaufmann et al., 2007; Darby et al., 2010).

4) Control of corruption: It is defined as "the exercise of entrusted public power for
private gain" (Kaufmann et al., 2007). This dimension measures the perception of the

taxpayers about corruption in the public sector (Darby et al., 2010).

In a related study, Newman (2005) linked between the political side and the public
governance. He explained that in most countries, the appointment of the head of the
tax authority is performed by the key politicians in power in the country, and thus
creating a relationship between tax non-compliance and political side through
enabling politicians in ruling party indirectly affect the behaviour of tax authority by
enforcing tax authority to conduct tax assessment in accordance with their own

interests.
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Also, Torgler, Schaffner and Macintyre (2007) pointed out that the citizens, in order
to comply with the tax laws, must participate in the financial decision-making, and
the government must be away from the centralization of financial decisions.
Kaufmann, Kraay and Mastruzzi (2007) cited from some of the World Bank reports
that the concept of participation by individuals must be comprehensive by using
political methods such as, democracy. Moreover, the government's ability to manage
the country's resources effectively and harness all the political tools for the benefit of
citizens with respect for the citizens will result in the interaction between

government and citizens in the economic, social and political aspects.

Along the same line of argument, Ser (2013) supposed that if the individuals
perceive the government is fair, then they will have more confident towards the
government, and so they will comply with tax. Damayanti, Sutrisno, Subekti and
Baridwan (2015) supported this opinion. They argued that the perception about the
government is the main cause of the intention to comply with tax rules. An instance
was given that throughout the period of 1973 - 1994, the U.S. government evidenced

that the increase in unreported income is related to the distrust in government.

In a similar take on the relationship, Besancon (2003) extended the duties of the
government and suggested that the government exists for the purpose of offering
common and political goods to the citizens and further stated that quality of public
governance is achieved when the government provides a high quality provision to the
individuals. This view was supported by Rotberg (2005), who argued that public

governance can be attained when the government supplies common and political
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goods to the citizens. Furthermore, it was stated that the public governance should be
capable of providing satisfaction and material prosperity to the citizens. Generally,
the public governance is judged as "good" when the government uses and manages
the resources of the country to respond to the requirements of the citizens. These
requirements vary in importance, as some of them are more important than other, so

the government should know their priorities.

In general, the relationship between taxpayers and the government is based on
psychology‘s law of reciprocation, which calls for cooperation from both parties.
Many of researchers concluded that public governance quality is negatively
correlated to non-compliance (Obid, 2004; Ho ef al., 2006; Kirchgassner, 2010; Ross
& McGee, 2011). Philips and Sandall (2009) explained the link between public
governance quality and tax non-compliance. They argued that the citizens support
the government to do its duties through payment of tax and as such, taxpayers remain

interested in the way in which the government uses these mandatory funds.

Furthermore, Lassen (2003) clarified that the political goods offered by the
government should deserve the payment of taxpayers. So, based on the concept of
quid pro quo, taxpayers will comply with tax laws if they found that the government

provides sufficient political goods.

Besancon (2003) explained that the association between the ruler and the ruled is
considered a social contract and as such, the ruler (government) should deliver the
political goods, effectively, to attain positive reaction from the ruled (citizens).

Torgler (2003) stated that the positive behaviour by the government will generate
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positive attitude and action by the citizens to comply with payment of tax. This
viewpoint was supported by the study of Akpo (2009), which reported that good
governance required the provision of quality public goods, and that where the

government fails to provide public services to the citizens, they will stop to pay tax.

Based on social exchange theory, relationships between government and citizen are
created by the use of subjective cost and benefit, and evolve on the principle of give
and take. So, it is expected that the government will equally keep its part of the

contract by providing quality public governance.

Finally, it is worth to highlight that governments finance significant part of their
payments from tax revenues and thus, tax compliance is very important as
government could use these funds to provide public service and aid its financial
emergency (Ser, 2013). For instance, in Yemen, the amount of tax non-compliance in
the year 2013 is approximately equal to the budget deficit for the same year. Hence,
eliminating the problem of tax non-compliance will largely support the government

to cover such deficit.

3.7.5 Tax System Structure

It is commonly recognized that one of the major causes for the phenomenon of tax
non-compliance in many developing countries is tax system structure (Twum, 2014).
Jackson and Milliron (1986) conducted a broad review of the tax non-compliance
literature and identified 14 key factors that have been studied by researchers in the
area. Fischer et al (1992) categorized the factors of Jackson and Milliron‘s (1986)

model to four groups: demographic, non-compliance opportunity, attitudes and
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perceptions and tax system structure. Based on this model, tax system structure
contains four elements: tax rates, penalties, complexity of the tax system and

probability of detection.

Imama and Jacob (2014) explained tax non-compliance by three groups of factors:
factors related to the tax system, factors related to tax administration and factors
related to culture. They indicated that a complex tax system can facilitate fraud and
the taxpayer might choose to do dishonest behaviour simply to get things done. Also,
tax rate plays a key role to increase or decrease the incentive of taxpayers to comply
or not comply with tax. Penalties are very important factor as they can influence the

behaviour of taxpayers.

Many studies emphasized on the model of Fischer et a/ (1992) such as, Palil (2010),
Palil and Mustapha (2011), Borrego, Lopes and Ferreira (2013) and Richardson
(2013). Mas‘ud, Aliyu and Gambo (2014) argued that the importance of Fischer's
model lies in its provision of insight into the importance of tax rate and penalties on
tax non-compliance under the tax system structures. In general, most taxpayers in
developing countries intending to evade tax, firstly look at two things: tax rate and
penalties, and then decide whether to comply or not (Umar, Kasim & Martin, 2012).
Therefore, the current study focuses on tax rate and penalties in Yemen as a
developing country. The next sub-sections provide details about tax rate and

penalties.
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3.7.5.1 Tax Rate

Americans For Fair Taxation "AFFT" (2007) defined tax rate as the percentage at
which an individual or corporation are taxed. The tax rate is the tax imposed by the
government based on an individual's income or corporation earnings. There are
several techniques to assess the tax rate, namely statutory, average, marginal, and
effective. A statutory (legal) tax rate is the officially imposed rate, an average tax
rate is the ratio of the total amount of taxes paid to the total tax base, a marginal tax
rate is the tax rate that applies to the last or next unit of the tax base, and an effective
tax rate is the calculation attempts to adjust a nominal tax rate to make it more

meaningful (Graham, 1996).

The influence of tax rate on tax non-compliance attracted the attention of tax
researchers. This has led to many studies conducted on the issue to discover the
tangible evidence of the impact of tax rates on non-compliance. Many studies found
positive association between tax rate and tax non-compliance, whereas others did not
find any correlation or negative correlation between tax rate and tax non-compliance.
In general, it is believed that a high tax rate is the main cause of tax non-compliance

(Mwangi, 2014).

In more detail, it is noted that most of the studies found that the high tax rate causes
high tax non-compliance (Hai & See, 2011). In their submission, Spicer and Becker
(1980) found that taxpayers who are aware that their tax rate is higher than average
tax rate paid by others have higher records of tax non-compliance. By implication,
the perception by taxpayers that pay high tax rate is that they can outweigh their

overpayment through tax non-compliance. Similarly, under-reporting behaviour of
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taxpayers was found to positively correlate with high tax rate (Clotfelter, 1983;
Joulfaian & Rider, 1998). More evidences show that the high tax rate is positively
related to tax non-compliance (Ali, Cecil, & Knoblett, 2001; Christian & Gupta,
1993; Feinstein, 1991). Park and Hyun (2003) found that increasing tax rates
encouraged non-compliance behaviour. Recent studies confirmed this association
between tax rate and tax non-compliance - for instance, Nor Azrina, Ling & Wah
(2014) and Zakariya‘u (2015) found that the relationship is positively significant.
Peter (2008) carried out a study to examine the relationship between tax rates and
labour regulations with tax non-compliance and his findings showed that high taxes

and extreme regulations are two very general reasons for tax non-compliance.

Moreover, the effect of tax rate on tax non-compliance is not only limited to country
specific data; evidences are also obtainable in cross-country analysis. In a cross-
country analysis of determinants of tax evasion internationally conducted with the
OECD countries, an insignificant correlation between marginal tax rate and tax
evasion was revealed (Richardson, 2006). In a similar study, Derwent (2000) studied
taxpayers behaviour in five countries (USA, South Africa, Nigeria, Kenya and
Gambia), and concluded that tax rate is considered a major challenge of tax
compliance. Lin and Yang (2001) found a positive relationship between the tax rate
and the non-compliance of taxes, and this finding was also confirmed by McGee and
Ho (2006), McGee and Lingle (2006), McGee and Rossi (2006) and Ser (2013).
Meanwhile, Levin and Widell (2014) applied Fisman and Wei (2004) and Dunem
and Arndt‘s (2009) economic approaches to measure the effect of tax rate on tax

non-compliance. They used the data from Kenya and Tanzania. It was found that tax
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non-compliance is lower in Kenya than Tanzania, justified by the lower tax rate in

the former.

In some companies, a smart indirect way towards tax non-compliance was noted by
using the selling price to transfer goods among the branches to make the cost of
goods higher than the actual cost, and in turn, decrease the taxable income. This act

was justified by the high tax rate on income (Baumann & Friehe, 2013).

On the other hand, although a considerable portion of literature showed that high tax
rate is positively related to tax non-compliance, other studies found either no
relationship or even a positive relationship between tax rate and tax non-compliance.
Allingham and Sandmo (1972) proposed a model to explain the relationship between
tax non-compliance with several determinants including tax rate. They found that the
taxpayers do not care about tax rate. They may decide either to fully report income or
report less based on other determinants. Trivedi, Shehata, and Mestelmen (2004)
explained that the high tax rate does not necessarily increase tax non-compliance.
Porcano (1988) claimed that tax rates have no effect on tax non-compliance.
Furthermore, other studies by McGeeand An (2007), McGee and Bose (2007), and
McGee (2007) suggested that there is no relationship between tax rate and tax non-
compliance. These findings were supported by Modugu, Eragbhe, and Izedonmi
(2012), who stated that tax rate does not have any positive or negative effect on tax

non-compliance.

In other words, the level of the tax rate may not be the only factor influencing

taxpayers* decision about paying taxes (Mwangi, 2014). Other studies argued that the
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matter does not rest on the tax rate along, but the fairness of the government and tax
system. For instance, Bazart and Bonein (2012) stated that fairness of tax rate leads
to a decrease in the level of unreported income, and Spicer and Becker (1980)
discovered that when taxpayers recognize that their tax rate is higher than tax rate
paid by others, they will have higher records of tax non-compliance. Moreover,
McKerchar and Evans (2009) argued that the level of trust between taxpayers and the
government is the most important role in determining the impact of tax rate on non-
compliance. When trust is low, the tax rate will be perceived as unreasonable and
when trust is high, the same level of tax rate would be understood as contribution to
the society. Boone, Khurana and Raman (2013) stated that taxpayers will pay tax if

they perceive convenience with other elements, regardless of tax rate.

Other economic models of rational compliance decisions supposed that tax rate have
an impact on tax non-compliance and estimated that increasing tax rates will reduce
non-compliance behaviour (Alm, Sanchez, & De Juan, 1995; Feinstein, 1991;
Kirchler, Hoelzl & Wahl, 2008). Richardson (2006) also provided empirical evidence
that tax rate is significantly related to tax non-compliance. The study of Forest and
Sheffrin (2002) suggested that reducing tax rate might not be an effective deterrent to
non-compliance behaviour. This finding was confirmed by Mas‘ud, Aliyu and

Gambo (2014).

In general, it seems from the prior review that some studies claimed that the
relationship between tax rate and tax non-compliance is positive, while other studies
argued that the relationship is negative, whereas some others suggested that the

relationship is neither positive nor negative. In fact, other studies confirmed this
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trend of conflicting findings (Richardson, 2006). Serén and Panadés (2013)
recommended that since the literature on the effect of tax rate and tax non-
compliance is not definitive due mixed findings by various studies, the issue still

requires further investigation.

3.7.5.2 Penalties

It is the nature of human beings not to do what is required from them without
motivation. This motivation is possible to be one of two options - either incentive to
encourage them to do their duties, or a penalty in case they did not do so. In some
cases, both motivations are needed, while sometimes if the first option is not
available or has no pressure, then the second alternative is needed (Doran, 2009). In
the Yemeni tax law, the positive incentives are not regulated (Al-Ttaffi et al, 2011),
so, penalties are examined to determine the relationship with tax non-compliance.
Although the penalties are regulated in the Yemeni tax system', such laws are often a

dead letter, because the of lack of enforcement by the authorities.

Based on the deterrence theory proposed by Becker (1968), people do not commit
crimes because they are afraid of getting caught. Therefore, to resolve the tax issue,
there must be effective punishment. Sanders, Reckers, and Iyer (2008) argued that
deterrence theory provide a logical explanation of the relationship between penalties
and tax non-compliance. In the issue of tax non-compliance, it must be shown that
taxpayers are expected to evade tax, and then tax authority must resort to penalties to
achieve compliance with tax or to reduce tax non-compliance. Therefore, the

compliance will result out of punishment and of treat of detection (Cherry, 2001).

! See Chapter Two, sub-section 2.3.2.

103



Blank (2014) stated that tax penalties stem from tax non-compliance. In other words,
non-compliance with the tax law can lead to tax penalties. Additionally, he provided
further explanations of tax penalties by indicating that penalties are divided into two
types, specifically, monetary tax penalties and collateral tax penalties. Monetary tax
penalties are civil penalties, which require taxpayers to pay additional money to tax
authority. Governments also sometimes threaten taxpayers to criminal tax penalties,
but they are rarely imposed. Generally, monetary tax penalties are either percentage
tax penalties, which consist of a portion of the taxpayers‘ underpayment of tax, or
flat tax penalties, which consist of a stated amount that taxpayers have to pay for
every happening of a particular offense. The other type of penalties is collateral tax
penalties, which is defined as additional penalties that occur outside of the tax
system. This penalty deprives citizens who failed to pay tax from enjoying any

benefits provided by the government.

Generally, tax authorities are suffering from the problem of tax non-compliance, but
the level is different from one country to another. Sometimes when the level of non-
compliance is increased, tax authorities resort to regulating new rules and penalties to
have more control and reduce the problem, such as what was done by the U.S.
Congress in 1981, 1982 and 1984 (Cherry, 2001). However, the penalties are not the
goal in itself, but rather to achieve a specific purpose, which is tax compliance.
Therefore public education must precede penalties, as well as the need to continue to
raise awareness among the public, even after taking penalties (Morris, 2010). Rettig
(2011) suggested that the government must enhance voluntary compliance, and

relegate penalties as the last option after exhausting non-punitive methods.
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Moreover, penalties should be appropriated with the size of misconduct so as not to
create any animosity with citizens. Sometimes penalties are the most readily
available option, but this is neither the preferred nor the most effective compliance

alternative (Milliron & Toy, 2001).

Witte and Woodbury (1985) clarified that penalties has a significant negative
relationship with tax non-compliance, and this result is supported by Twum (2014).
A study carried out by Sanders, Reckers, and Iyer (2008) to examine the relationship
between accountability and penalties with tax non-compliance supported the
hypothesis, which stated that the relationship is negatively significant. Doran (2009)
argued that tax penalties always motivate taxpayers to comply with tax laws,

especially, when those penalties are more costly than compliance.

On the other hand, Crane and Nourzad (1995) found a positive relationship between
penalties and tax non-compliance. Azrina et al., (2014) argued that threat of
punishment has insignificant impact on taxpayers who are willing to comply with tax
laws. Moreover, they argued that taxpayers tend to avoid taxes when they are
threatened with tax penalties. Overall, threat of punishment appears to have not only
an insignificant impact on compliant taxpayers but also trigger their intentions to be
less compliant. However, other studies found no significant relationship between
penalty rate and non-compliance (Pommerehne & Weck-Hannemann, 1996; Kamdar,
1997; Kuria, Ngumi & Rugami, 2013). Blank (2014) described collateral tax
sanctions as a choice that can promote voluntary tax compliance more effectively

than the threat of additional monetary tax penalties. Added to the above studies,

105



Morris (2010) argued if the penalties are not an effective way to deter non-

compliance, then other option must be proposed.

3.8 Summary

In sum, this chapter provided the literature relevant to the study. The current study is
underpinned by social influence theory and supported by social exchange theory and
deterrence theory. The current study reviewed the relevant studies of tax non-
compliance, which were presented in 3 categories, specifically, earlier studies, recent
studies and tax studies of Yemen. Moreover, independent variables, which are
expected to influence tax non-compliance, were reviewed in this chapter, (i.e.,
Islamic religious perspective, geopolitical differences, tax service quality, public

governance quality and tax system structure).
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CHAPTER FOUR

RESEARCH METHODOLOGY

4.1 Introduction

This chapter presents the framework of the study and hypotheses development. Also,
the chapter discusses the research design and methodology employed in the current
study and explains sampling and data collection procedures. The chapter also
presents the operational definitions and measurements of the variables used in the
study along with the questionnaire design and pilot study. Finally, the chapter

provides an overview of the analysis techniques.

4.2  Research Framework

The research framework is a diagram that links variables theoretically and logically
in order to show the hypotheses (Hair, Money, Samouel & Page, 2007). Furthermore,
the framework is considered to be a guide for testing the hypotheses. The
underpinning theory and supported theories explain the relationships between the

variables in the model.

The model of the current study contains 7 constructs. Specifically, the model
contains one dependent variable, which is tax non-compliance. The study
investigated the influence of 6 independent variables, specifically, (1) Islamic
religious perspective, (2) geopolitical differences, (3) tax service quality, (4) public
governance quality, (5) tax rate, and (6) penalties, on the dependent variable.
Moreover, Islamic religious perspective is tested as a moderator of the relationship

between tax non-compliance and its determinants.
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Yemen, as a least developing country, suffers from tax non-compliance. To have an
effective treatment to solve the problem, the proposed solution is developed to satisfy
the environmental needs of the country. Therefore, the model is adjusted to be

relevant to environment and circumstances of Yemen.

The geopolitical differences in Yemen created different attitudes towards the
government. The social interaction of citizens in both parts of Yemen, South and
North, result in different attitudes towards performing duties of the government. The
attitudes of Southern citizens are different from the attitudes of Northern citizens.
This diversity of attitudes may influence the behaviour of these citizens in
performing their duties (Al-Nageeb, 2011). For this reason, the influence of the

geopolitical differences on tax non-compliance is tested as an independent variable.

With regards to tax service quality, it is included in the model because most of the
Yemeni citizens believe that the quality of service is very poor (Al-Yasani, 2005).
Alabede (2012) explained that the tax non-compliance behaviour may perhaps be an
indication that the taxpayers are not satisfied with the quality of public governance.
The political changes in Yemen have resulted in an unstable situation in the whole
country. This situation has reduced the accountability of the people in charge.
Accordingly, the quality of public governance has decreased (Al-Rabaee, 2014).
Considering this background, integrating quality of public governance variable in the

model of tax non-compliance in Yemen is justified.
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Umar, Kasim and Martin (2012) indicated that most taxpayers in developing
countries intending to evade tax mainly consider two things: tax rate and penalties.
The same holds true in Yemen, where Yemeni taxpayers are believed to take these
two elements into consideration. Generally, the literature suggest that tax service
quality, public governance quality and tax system structure are considered to be
relevant to understanding tax non-compliance behaviour in developing countries

such as, Yemen (Manaf et al, 2005; Egwaikhide, 2010; Al-Ttaffi,2009).

The literature has shown that the basic model of tax non-compliance cannot explain
the phenomenon indicating that the model should be expanded in a relevant way. As
the relationships between tax non-compliance and its determinants are inconsistent, a
moderator is recommended to be used to have adequate understanding (Baron &
Kenny, 1986; Kirchler, et al., 2007; Torgler & Schaffner, 2007; Slemrod, 2009). Al-
Ttaffi ef al. (2011) investigated the Islamic perspective as an independent variable,
and suggested further studies to examine its moderating role. So the Islamic religious

perspective is integrated in the model as a moderator.

Briefly, the factors specified in the preceding chapter comprise of the independent
variables: Islamic religious perspective, geopolitical differences, tax service quality,
public governance quality and tax rate and penalties. Moreover, the Islamic religious
perspective is suggested to moderate the relationship between tax non-compliance
and its determinants. Figure 4.1 shows the theoretical framework that illustrates the
relationship between the dependent variable and independent variables, including the

moderator variable.
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The Research Framework

Finally, it is important to highlight that there is no single theory capable of providing
sufficient explanation of the factors influencing tax non-compliance behaviour.
Therefore, several theories from different approaches are used to support the present
study. Previously, in many tax studies, researchers mostly look at economic theories
such as, deterrence theory. Since the nineties, researchers started to integrate other
theories along with deterrence theory (e.g., Sternburg, 1993; Richardson & Sawyer,
2001; Manaf, 2004; Saad, 2011; Alabede, 2012; Mohdali, 2013). More importantly,

researchers integrated social psychological theories with economic theories. For
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example: Fischer ef al. (1992) integrated social, psychological and economic theories
in one model and this is prevalent in more current studies like Hanefah (1996),
Alabede (2012) and Mohdali (2013). The current study developed the model by
integrating the two approaches as well. Moreover, new variables are incorporated in
the model, specifically, Islamic religious perspective and geopolitical differences in

Yemen.

4.3 Hypotheses Development

Based on the theoretical background and prior empirical studies, this section presents
a discussion on the hypotheses development. In order to answer the research
questions and achieve the objectives of this research, the following subsections

discuss the hypotheses proposed to be tested.

4.3.1 Islamic Religious Perspective

Religion is considered to be an essential basis for social integration and it provides
guidance to each individual through his/her believed values. Yemen is a wholly
Muslim country (Obaid, 2008) and hence, Islamic understanding towards particular

issues may have an influence on the behaviour of people.

In this regard, Islam provides clear teachings in many issues in terms of permissible
(Halal) and forbidden (Haram). Stated clearly, in many issues, there are explicit texts
in the form of Quranic statements or Hadith, (the record of the sayings, advice and
conduct of the Prophet Mohammed "peace be upon him") that supplement the Holy
Qur'an as a source of the Islamic religious law. Nevertheless, in some issues,

particularly contemporary ones such as tax, there are no clear texts explaining
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whether it is Halal or Haram, because taxes did not exist at the time of the Prophet
(peace be upon him). Therefore, understanding the Islamic religious viewpoints of
the taxpayers in Muslim countries is of great importance and is an important factor
that could likely influence taxpayers behaviour (Al-Ttaffi ef al., 2011). So, it is worth
to argue that the differences in Islamic perspectives of the Yemeni people towards

tax may affect the behaviour of taxpayers in Yemen.

Generally, the Islamic perspectives of Yemeni taxpayers towards tax could be
classified as follows: (1) some taxpayers believe that tax is totally permissible
(Halal), and thus they believe that non-compliance is absolutely forbidden, (2) other
taxpayers believe that tax is permissible but under certain circumstances and
conditions, accordingly, from this perspective, tax non-compliance is permissible
when the conditions are not met, (3) the third group of Yemeni people believe that
tax is totally forbidden (Haram), and consequently, non-compliance is permissible

when the opportunity is found to do so without committing any forbidden act.

Drawing from social influence theory, these three the religious attitudes towards tax
could have an impact on the behaviour of taxpayers, where people who believe that
tax is forbidden will have a negative behaviour towards paying tax, while those who
have positive perception toward tax will be more committed to the payment of the

due tax. Thus, the following hypothesis is developed:

H;: The Islamic religious perspectives of taxpayers towards tax have a significant

effect on tax non-compliance behaviour among SMEs in Yemen.

112



Torgler and Schaffner (2007) explained that tax non-compliance cannot be explained
by the basic model. This idea was supported by Slemrod (2009), with both arguing
that the relationship between tax non-compliance and several determinants is
inconsistent. Moreover, Baron and Kenny (1986) argued that moderators are
introduced when the relationship between variables is inconsistent. The literature
showed that the results of tax non-compliance studies are inconsistent. Kirchler
(2007) indicated that the association could possibly be moderated by certain
variables. Al-Ttaffi ef al. (2011) investigated the direct effect of Islamic perspective
on tax non-compliance, and suggested further studies to examine its moderating role.
Therefore, in the present study, the Islamic religious perspective is proposed as a
moderator variable on the relationship between tax non-compliance and its

determinants.

4.3.2 Geopolitical Differences

The relevant literature review shows that geopolitics has a significant impact on
different issues (Uwaifo, 2007; Chiang, 2009; Okusanya&lsabu, 2010; Stepi¢, 2011;
Naseem, 2014; Webster &Ivanov, 2015; Noguera-Santaella (2016). However, the
effect of geopolitics appears to have been under-investigated on the issue of tax non-
compliance. Therefore, this study contributes to the tax knowledge by testing the

impact of this factor on the behaviour of taxpayers in Yemen.

The Republic of Yemen is divided into two parts: North and South. These two parts
were two countries before 1990. The political changes from 1990 to 2007 created
some sensitive issues between the two parts, where the northern part controls the

decision-making process in the country, while the southern part perceives the central
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government in the north as an occupation government. For the purpose of the current

study, the division of North from South Yemen is considered.

In Yemen, the southern people have different attitudes towards the government.
These attitudes have been formed by the social influence between individuals in the
society and the social exchange with the governmental authority. Hence, this
southern attitude toward the government may create an evasion of duties towards the
government (Al-Yasani, 2005; Al-Shaibi, 2000; Al-Rabaee, 2014 & Al-Nageeb,

2011). Accordingly the following hypothesis is developed:

H,: The geopolitical differences of taxpayers have a significant effect on tax non-

compliance behaviour among SMES in Yemen.

However, the moderating effect of Islamic religious perspective of the taxpayer on
the relationship between the geopolitical differences and tax non-compliance cannot
be underestimated. Mohdali and Pope (2014) argued that the impact of religion as
internal value of taxpayers have a greater impact in changing the behaviour of
taxpayers. Therefore, Islamic religious perspective as internal value may later
strengthen or weaken the relationship between geopolitical differences and tax non-

compliance behaviour. Thus, the following hypothesis is developed:

H;: Islamic religious perspective moderates the relationship between geopolitical

differences and tax non-compliance behaviour among SMEs in Yemen.
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4.3.3 Tax Service Quality

The issue of tax is largely similar among private organizations, which become
unsustainable without satisfying customers. This idea has been supported by
Asubonteng, McCleary and Swan (1996). Service quality is basically measured by
customers by comparing expectations with performance (Christensen, 2001). So,
service business providers frequently assess the service quality provided to their
customers in order to increase their service quality and identify problems to attain

customer satisfaction (Stiglingh, 2014).

In taxation, majority of empirical studies concluded that the relationship between tax
service quality and tax non-compliance is negative (e.g., Job & Honaker, 2003;
Torgler, 2007; Lin, Wang & Huang, 2011; Alabede, 2012). Hidayat et a/ (2014)
explained that since tax service quality has a direct impact on the level of taxpayers*
satisfaction, and on taxpayers‘ behaviour, it is important to increase satisfaction of
taxpayers by increasing the quality of service to taxpayers. Chen and Kao (2009)
explained that there is interaction between the tax officers and the taxpayers, with the
interaction influencing the perception of taxpayers about the quality of the tax
service received from the tax authority. Moreover, Jackson and Milliron(1986) stated
that the approach in which taxpayers are treated in the provision of tax service has an

impact on their behaviour.

Along a similar line of study, Al-Yasani (2005) showed that most citizens are not

satisfied with the quality of public service delivered in Yemen, including tax service.

This viewpoint is an established public opinion in Yemen. The current study
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empirically highlights the relationship between tax service quality and tax non-

compliance in Yemen.

Drawn from the theory of social influence, the behaviour of a taxpayer is posited to
change according to his opinions and attitudes about the tax service quality.

Accordingly, the following hypothesis is developed:

Hy4: There is a negative relationship between tax service quality and tax non-

compliance behaviour of SMESs in Yemen.

However, the Islamic religious perspective of the taxpayers may dictate the outcome
of the relationship between tax service quality and the behaviour of taxpayers. In
other words, although tax service quality exceeds what is expected by taxpayer,
which may improve his compliance behaviour, his religious perspective may
moderate his behaviour. Mohdali and Pope (2014) stated that the willingness to pay
tax depends on the religious belief of the taxpayer, and consequently, integrating
Islamic religious perspective as a moderator may alter, strengthen or weaken the
relationship between tax service quality and tax non-compliance. Accordingly, the

following hypothesis is developed:

Hs: Islamic religious perspective moderates the relationship between tax service

quality and tax non-compliance behaviour among SMEs in Yemen.
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4.3.4 Public Governance Quality

It is generally known that the government's ability to manage the country's resources
effectively and harness all the political tools for the benefit of citizens will result in
the interaction between government and citizens in the economic, social and political
aspects (Kaufmann, Kraay&Mastruzzi, 2007). Normally, public governance is
judged as "good" when the government uses and manages the resources of the
country to respond to the requirements of the citizens. These requirements vary in
importance, as some of them are more important than others, so the government
should know their priorities. Based on social exchange theory, relationships between
government and citizen are created by the use of subjective cost and benefit, and
evolve on the principle of give and take. So, it is expected that the government will

equally keep its part of the contract by providing quality public governance.

In taxation, the relationship between taxpayers and the government is based on
psychology‘s law of reciprocation, which calls for cooperation from both parties.
Many of researchers concluded that public governance quality is negatively
correlated to non-compliance (Obid, 2004; Lassen, 2003; Besancon, 2003; Rotberg,
2005; Ho et al., 2006; Akpo, 2009; Kirchgassner, 2010; Ross & McGee, 2011).
Philips and Sandall (2009) explained the link between public governance quality and
tax non-compliance. They argued that the citizens support the government to do its
duties through payment of tax. In relation to this, governments finance a significant
part of their payments from tax revenues and thus, tax compliance is very important
as government could use these funds to provide public service and aid its financial
emergencies (Ser, 2013). For instance, in Yemen, the amount of tax non-compliance

in the year 2013 is approximately equal to the budget deficit for the same year.
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Hence, eliminating the problem of tax non-compliance will largely support the

government to cover such deficit.

In this line of study, Torgler (2003) stated that the positive behaviour by the
government will generate positive attitude and action by the citizens to comply with
payment of tax. Ser (2013) supposed that if the individuals perceive the government
is fair, then they will have more confidence towards the government, and so they will
comply with tax. Damayanti, Sutrisno, Subekti and Baridwan (2015) argued that the
perception about the government is the main reason behind the intention to comply
with tax rules. Besancon (2003) extended the duties of the government and suggested
that the government exists for the purpose of offering common and political goods to
the citizens and further stated that quality of public governance is achieved when the
government provides high quality services to the individuals. Torgler, Schaffner and
Macintyre (2007) pointed out that in order for the citizens to comply with the tax
laws, they should be allowed to participate in the financial decision-making, and the

government must steer clear from adopting centralization of financial decisions.

Drawing from the theory of social exchange, it is posited that the behaviour of

taxpayer changes according to level of public governance quality. Accordingly, the

following hypothesis is proposed to be tested:

Hg: There is a negative relationship between public governance quality and tax

non-compliance behaviour of SMEs in Yemen.
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However, the relationship between the quality of public governance and tax non-
compliance behaviour may be contingent on the moderating effects of the taxpayer‘s
religious perspective, because even in the presence of high public governance
quality, the taxpayer may has a negative religious attitude towards tax . Accordingly,

the following hypothesis is developed:

H7: Islamic religious perspective moderates the relationship between public

governance quality and tax non-compliance behaviour among SMESs in Yemen.

4.3.5 Tax Rate

The influence of tax rate on tax non-compliance has been attracting the attention of
tax researchers. So many studies have been conducted to examine the influence of
tax rate on taxpayer‘s behaviour. The results of studies concerning the relationship
between tax rate and tax non-compliance are mixed, as some studies found positive
association between tax rate and tax non-compliance, whereas others did not find any
correlation or they found a negative correlation between tax rate and tax non-
compliance. However, the majority of empirical studies evident that the high tax rate
is positively related to tax non-compliance (Spicer & Becker, 1980; Clotfelter, 1983;
Feinstein, 1991; Alm et al., 1992; Christian & Gupta, 1993; Joulfaian& Rider, 1998;
Derwent, 2000; Ali, Cecil, &Knoblett, 2001; Lin & Yang, 2001; Park & Hyun; 2003;
Fisman& Wei, 2004; McGee & Ho, 2006; McGee &Lingle 2006; McGee & Rossi,
2006; Richardson, 2006; Peter, 2008; Dunem& Arndt,2009; Hai& See, 2011; Ser,

2013; Levin &Widell, 2014; Nor Azrina, Ling &Wah, 2014; Zakariya‘u, 2015).
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According to the deterrence theory, a high tax rate leads to decrease in tax non-
compliance. In this regard, Allingham and Sandmo (1972) referred to the scenario of
the income effect. They argued that the effect of tax rate on non-compliance includes
the substitution effects; therefore, higher tax rate will reduce after-tax-income and
decrease non-compliance. They therefore concluded that the net change in tax
compliance behaviour due to the effect of tax rate is ambiguous. Meanwhile,
Mwangi (2014) stated that the high tax rate is the main cause of tax non-compliance

behaviour. Accordingly, the hypothesis of the current study is developed below:

Hs: There is a positive relationship between tax rate and tax non-compliance

behaviour of SMEs in Yemen.

Based on what is mentioned above, literature arguably supported that the findings in
the relationship between tax rate and tax non-compliance are inconsistent. Baron and
Kenny (1986) suggested that moderator is introduced when the relationship between
variables is inconsistent. Similarly, Kirchler (2007) indicated that the association
would be possibly moderated by certain variables. The moderating effect of Islamic
religious perspective of the taxpayer on the relationship between tax rate and tax
non-compliance cannot be underestimated as the impact of tax rate on non-
compliance behaviour will only manifest itself, because the taxpayers can be
influenced by their religious perspective. Thus, the following hypothesis is

developed:

Hy: The Islamic religious perspective moderates the relationship between tax rate

and tax non-compliance behaviour of SMEs in Yemen.
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4.3.6 Penalties

Penalties are described in the literature as an important factor that may reduce the
level of tax non-compliance. Allingham and Sandmo (1972) stated that tax non-
compliance could be decreased by increasing the penalties. In addition, Tittle (1980)
pointed out that penalties have a significant negative relationship with tax non-
compliance, and this result is supported by Witte and Woodbury (1985), Feld and

Frey (2006), Sanders, Reckers, and Iyer (2008) and Twum (2014).

Doran (2009) attributed the importance of penalties to two reasons. First, the nature
of human beings assumes that taxpayers will not comply with tax rules without
enforcement and, second compliant taxpayers should be assured that non-compliant
taxpayers will be penalized by the tax authority. Thus, Doran (2009) concluded that
tax penalties always motivate taxpayers to comply with tax laws, especially, when

those penalties are more costly than compliance.

Based on the deterrence theory proposed by Becker (1968), people do not commit
crimes because they are afraid of getting caught. Therefore, to resolve the tax issue,
there must be effective punishment. Sanders, Reckers, and Iyer (2008) argued that
deterrence theory provides a logical explanation of the relationship between penalties
and tax non-compliance. Accordingly, the relationship between penalties and tax

non-compliance is hypothesized in the following way:

Hio: There is a negative relationship between penalties and tax non-compliance

behaviour of SMEs in Yemen.
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Generally, the literature supported that the findings regarding the relationship
between penalties and tax non-compliance are inconsistent. However, Islamic
religious perspective as internal value may have a stronger impact on the behaviour
of taxpayer than penalties as an external factor. This is because Islamic religious
perspective of taxpayer may strengthen or weaken the relationship between penalties

and tax non-compliance and thus, the following hypothesis is proposed to be tested:

Hy;: The Islamic religious perspective moderates the relationship between

penalties and tax non-compliance behaviour of SMEs in Yemen.

4.4 Research Design
Research design is the key plan that is prepared by the researcher to direct his steps
to undertake the research project through the data collection and data analysis stages

(Sekaran, 2003).

Zikmund (2003) explained that there are four research methods for descriptive and
causal research. These methods are: (1) survey research design, which can be used to
collect information related to the representative sample. This technique can organize
either a survey questionnaire or interview. Moreover, respondents can be contacted
through the internet, mail, telephone or in person through self administered survey
questionnaire, (2) experimental research design, which is used when a researcher
plans to examine the effect of some variables on a particular phenomenon - that is,
when the effect of some variables is controlled or their effects are isolated. This
research design can be conducted either in field or in laboratory, (3) secondary data

research design, which is used when the researcher uses the past or the historical data
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related to some variables, and (4) observational research design, where the researcher
depends on his observations in collecting data and not on the perceptions of the

respondents regarding many variables.

However, there is no rule in choosing the best research design, since it is fully
dependent on the research purpose and the research environment (Cooper &
Schindler, 2006; Zikmund, 2003). The most commonly used research method
suggested for the study examining perception, attitude, opinion and behaviour of
individuals is the survey method (Jackson & Milliron, 1986; Roth, Scholz & Dry,
1989; Cambell, 2003; Torgler, 2007; Uwaifo, 2007; Loo, Evans & McKerchar, 2010;

Okusanya & Isabu, 2010).

According to Kim, Kim, Her, and Kim (2006), the data of tax compliance and non-
compliance are classified into: (1) audit data, (2) tax authority data, (3) survey data,
and (4) laboratory experiments data. It is worth to highlight that the data in tax non-
compliance studies are usually incompletely collected because tax non-compliance is
illegal, therefore, evaders will not disclose honestly (Cummings, Martinez-Vazquez,
McKee, & Torgler, 2006). In the current study, consideration was given to the issues

of data restrictions.

Similarly, in tax compliance issue, numerous studies utilized the survey method
either in developed or developing countries (e.g., Spicer & Lundstedt, 1976; Song &
Yarbrough, 1978; Mason & Calvin, 1984; Manaf, 2004; Hanefah, 1996; Tayib, 1998;
Fjeldstad & Semboja, 2001; Kasipillai & Abdul-Jabbar, 2006; Saad, 2011; Verboon

& van Djike, 2011; Hidayat ef al, 2014; Mas‘ud, Aliyu & Gambo, 2014). Torgler
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(2007) argued that the survey method helps the researcher to obtain data relating to
demographic and attitudinal variables of taxpayers. Creswell (2009) stated that the
quantitative approach is suitable for studies, which contain many variables and
treatments. For that reason, survey method was adopted as the research method of the

current study, which is based on the quantitative research approach.

A survey questionnaire research design method was employed in the present study
because it is the most appropriate way to collect primary data to obtain beliefs,
personal and social facts, and attitude. Therefore, this study employed a survey
questionnaire research design to gather data concerning the hypothesized
relationships and such study can be categorized as a field with correlational research
design or quantitative orientation (Kerlinger & Lee, 2000). Accordingly, to achieve
the objectives of this study, a quantitative survey questionnaire research approach
was conducted through questionnaire to measure the relationships between variables

under investigation.

Literature of social science research has identified four different major categories of
research designs namely, descriptive, correlational, experimental, and quasi
experimental (Creswell, 2009). According to Sekaran (2003), a correlational study is
a study that investigates the relationship between various variables, and when

conducted in organizations, they are called field studies.

The present study is considered as correlational in nature as its main purpose is to
provide a reliable and valid framework for the interaction between tax non-

compliance and its determinants. In detail, the current study extends the model of tax
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non-compliance to integrate Islamic religious perspective as a moderator.
Furthermore, geopolitical differences, tax service quality, public governance quality
and tax system structure are tested as independent variables. These variables,
moderating and independent variables are justified to be relevant for the Yemeni

environment.

4.5 Population and Sampling

Many scholars have stressed the importance of population and sampling in research
design (Krejcie & Morgan, 1970; Sekaran, 2003; Zikmund, 2003; Hair ef al., 2014).
Population refers to the entire elements, which might be a group of people, events, or
things of interest that the researcher wishes to investigate (Sekaran, 2003). The
population of the current study is the Small and Medium Enterprises SMEs in
Yemen. According to COS (2013), NIS (2012) and MIT (2011), the number of
SMEs in Yemen in 2010 is 45,483. This statistics is considered to be the most valid
information, because the revolution and political instability began at the beginning of
2011 and the country is still unstable. Therefore, it is not expected that the country

has established many SMEs during the period from 2010 up to the current date.

4.5.1 Sample Size

When the units of the population are limited, the researcher may select to study the
whole population rather than taking a sample for the study (Zikmund, 2003). On the
other hand, in research investigations involving several hundreds and even thousands
of elements, it would be practically impossible to collect data from, or test, or

examine every element. Even if it were possible, it would be prohibitive in terms of
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time, cost, and other human resources, so selecting a sample was introduced by the

researchers (Sekaran, 2003).

Although there is agreement among the researchers on the use of the sample, their
views are different in how to determine the sample size. According to Zikmund
(2003), the size of population, in most researches, does not have a major effect on the
sample size. Medsker, Williams and Holahan (1994) argued that a minimum sample
size of 100 is enough for Structural Equation Modeling (SEM). Roscoe (1975), as
cited in Sekaran (2003), proposed rules of thumb for determining sample size. He
suggested that the sample size in multivariate research should be several times
(preferably 10 times or more) as large as the number of variables in the study. Hair et
al., (2010) explained that every parameter estimated needs 5-20 observations. In
other words, at least 5 times the number of questions and observations. However,
Roscoe (1975) argued that the sample sizes should be larger than 30 and less than
500 for most researches. Moreover, where samples are to be broken into subsamples,

a minimum sample size of 30 for each category is necessary.

Different viewpoints came from other researchers in determining the sample size.
Krejcie and Morgan (1970) explained that the sample size is determined according to
the size of population. Thus, they prepared a table to find out the sample size for
different level of populations. Cooper and Schindler (2006) said when preparing the
sampling procedures, the researcher should try to obtain the maximum information
from the largest possible number of respondents. So, the sample size for the

population of the current study was determined using Krejcie and Morgan‘s (1970)
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rule of thumb, because it achieves the largest number of respondents (see Appendix

A).

The most updated number of SMEs in Yemen for the year 2010 is 45,483 (NIS,
2012; MIT, 2011; COS, 2013). In reference to the table of sample size prepared by
Krejcie and Morgan (1970), the sample size of the current study is 381. However,
Israel (2009) argued that in order to obtain adequate data, the researchers should
increase the sample size to compensate for likely non response. Particularly, Israel
(2009) recommended that researchers ought to increase the sample size by at least
30% to compensate for likely non response. Consequently, the sample size of the

current study was increased to 500 to overcome the probable non response rate.

4.5.2 Sampling Technique and Selection

In the research method literature, sampling is categorized into probability and non-
probability sampling. There are four general strategies for probability sampling,
specifically, simple random sampling, stratified sampling, systematic sampling and
cluster sampling. In the current study, for the purpose of representativeness, stratified
sampling was utilized. Stratified sample means selection of representative sample of
sub-groups in the same proportions in the population (Cameron et al., 1997). The
reason for taking a stratified sample is to have a more efficient sample that could be
taken on the basis of simple random sampling. Another reason for taking a stratified
sample is the assurance that the sample accurately reflects the population on the basis

of the criterion or criteria used for stratification (Zikmund, 2003).
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Sekaran (2003) argued that in stratified sampling, the subjects drawn from each
stratum can be either proportionate or disproportionate to the number of elements in
the stratum. In this regard, Sekaran and Bougie (2010) explained that a quota
sampling can be considered as a form of proportionate stratified sampling, in which a
predetermined proportion are sampled from different groups, but on a convenience
basis. They argued that selecting strata should be on the basis of existing and
appropriate information. Thus, in a specific way, a quota sampling technique was

used to select the sample of the present study.

Quota sampling technique was used in the current study for 4 main reasons. Firstly,
quota sampling is considered appropriate for the present study because sampling
frame could not be accessed. Secondly, given the large population of 45,483 of
SMEs, quota sampling technique ensures that sampling error is minimized (Cooper
& Schindler, 2009). Thirdly, quota sampling technique ensures homogeneity within a
group and heterogeneity across groups (Cooper & Schindler, 2009; Hair ef al., 2010).
Finally, quota sampling technique was used because of the resource constraints of the
researchers in terms of time and money (Hair et al., 2010; Zikmund, 2003) as well as

unavailability of a practical sampling frame (Cooper & Schindler, 2009).

Added to the above, the stratified sample is proceeded by determining the criterion of
stratification, which is a characteristic of the population elements known to be related
to the dependent variable or other variable of interest (Cameron et al., 1997).
Sekaran (2003) suggested that the researcher should select the appropriate criterion

for the stratification. For instance, individuals are stratified based on the life stages,
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income level, education and the like, whereas companies are stratified on the basis of

size, industry, location, and so on.

In the current study, geopolitical differences form one of the independent variables.
This variable is a categorical variable and measured by the location of the Yemeni
cities. Yemen contains more than 25 main cities (COCA, 2014). However, the
current study only focused on the cities that contain a large number of thriving
SMEs. Consequently, such Yemeni cities were utilized as criterion for stratification

in the present study.

Practically, the adoption of quota sampling technique, on the basis of Yemeni cities,

involves five steps, as follows:

The first step is determining the population - As indicated earlier, the population is
45,483 (see Table 2.1).

The second step is defining the stratum - The logical stratum in this study is cities of
Yemen. According to MIT (2011), 78.4% of SMEs in Yemen are located in 7 cities,
specifically, Sana'a, Aden, Taiz, Mukalla, Seiyun, Ibb and Hodeidah. This is
followed by identifying the number of SMEs in each city based on the proportions of
SME:s in each city (see Table 2.2).

The third step involves determining the number of elements (SMEs) in each stratum
(city) by multiplying the percentage of SMEs in each stratum on the population. For
example, number of SMEs in Sana'a can be calculated by multiplying 45,483 on 25%

(45,483%25% = 11,371).
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The fourth step is determining the quota of each city in the sample by multiplying the
proportions of each city by the total population, and dividing the yield to the total
SMEs of the seven cities (total of SMEs in the 7 cities = 35,660). For example, 25%
of SMEs in Yemen are located in Sana'a. To determine the quota of Sana'a in the
sample size, the percentage of SMEs of Sana'a should be multiplied by 45,483, and
divided by 35,660 (25% x 45,483 /35,660 = 32%).

The fifth step entails determining the quota of each city the number of subjects in a
sample by multiplying the number of sample size by the quota of each city from the
sample. For example, number of subjects in sample in Sana'a is determined by

multiplying the sample size by 32% (500 x 32% = 160).

As mentioned above, data was collected only from the 7 largest cities in Yemen,
because they contain 78.4% of the Yemeni SMEs, while 20.6% of Yemeni SMEs are
distributed among nearly 20 cities. Accordingly, the remaining cities were ignored as
there is no detailed information provided for each city. Table 4.1 shows the

calculation of the sample size in the strata (the major Yemeni cities).

Table 4.1
Determining the number of subjects in the sample for the largest 7 cities in Yemen
. The proportion Number of The proportion Number of
Stratums Location of SMEs in the Elements in of each stratum Subjects in
ities of the cit in the sample
(Cities) fthe city strata Stratum in th pl the JSam le
(Adjusted rates) P
Sana'a North 25% 11,371 32% 160
Aden South 13.4% 6,095 17% 85
Taiz North 10.5% 4,776 13% 65
Mukalla South 7.8% 3,548 10% 50
Hodeidah North 7.8% 3,548 10% 50
Ibb North 7.6% 3,457 10% 50
Seiyun South 6.3% 2,865 8% 40
The other cities North & South 21.6% 9,823 - -
Total - 100% 45,483 100% 500

Source: Prepared by the author based on the statistics provided by Ministry of Industry and Trade
(2011).
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Having identified the sample size of the strata, the next step is to select the sample
elements in each stratum. In order to do so, separate simple random sample was
taken within each stratum. Unfortunately, the Ministry of Industry and Trade (MIT)
did not provide all elements in the strata. Therefore, the simple random sample
procedures were requested from MIT by providing them the sectors of the enterprises
as a criterion of sample selection. In other words, the sample in the cities was

selected by MIT, from different sectors and this provided a list of 500 enterprises.

4.5.3 Unit of Analysis

The present study examines the relationship between tax non-compliance and its
determinants in the level of enterprise unit. Thus, unit of analysis of the current study
is SME represented by the manager, who in most cases is the owner of the enterprise.
This owner and manager can provide right information, reflective of the real situation
in the enterprise regarding the variables of the study. Consequently, it was assumed
that managers have full independence so they treat the enterprise they are in charge
of as their own business. Additionally, respondents, either owners or managers, are

supposed to be fully aware of their right and duties towards the government.

4.6  Operational Definitions of Variables

The model of the current study contains 5 independent variables and one moderating
variable to investigate their influence on the dependent variable. These variables
were derived from literature and they were defined in different dimensions and
measured using different number of items. All of these variables are explained in the

following sub-sections.

131



4.6.1 Tax Non-compliance Behaviour

Tax non-compliance behaviour is the dependent variable of the current study. It is
operationally defined as failure to meet tax obligations. Khan and Ahmad (2014)
showed that non-compliance is a process in which a taxpayer does not pay tax to the
tax authorities. Quadri (2010) defined tax non-compliance based on the concept of
"tax gap". Therefore, tax non-compliance is considered as the difference between the
actual collected tax and the amount that would be collected if there is full
compliance. It can be described by other terms such as tax evasion, cheating, errors

and misreporting (Abdul-Jabbar & Pope, 2008).

Alm (1999) argued that tax non-compliance behaviour is extremely difficult to be
measured. Long and Swingen (1991) and Tanzi and Shome (1993) suggested in case
of difficulty in measurement, an indirect method has to be developed to measure the
phenomenon. The most commonly used method is the self-report method, which
could be designed to measure behaviour in a supposed case scenario (Long &
Swingen, 1991). Marshall, Smith and Armstrong (2005) advised to employ the
scenario when the phenomenon of study is a sensitive issue like taxation. Kirchler
and Maciejovsky (2001) argued that the use of a scenario is the best way as it may
reduce personal bias. For the above mentioned reasons, many studies have employed
the scenario technique in both developed and developing countries, for instance,
Bobek (1997) and Marshall et al. (2005), Abdul-Jabbar and Pope (2008) and Saad
(2011). In order to measure the dependent variable of the current study, the scenario
case was adapted from the literature (Marshall, Smith & Armstrong, 2005; Bobek,

1997; Abdul-Jabbar & Pope, 2008; Saad, 2011).
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Hidayat et al. (2014) identified tax compliance in the compliance register,
compliance to deposit return letter of notification, compliance in the calculation and
payment of taxes owed, and compliance in payments in arrears. Long and Swingen
(1991) and Brown and Mazur (2003) acknowledged tax non-compliance as having
four components: (1) reporting non-compliance, which means not providing accurate
information on the taxable income, (2) deduction non-compliance, which means
claiming overstatement of deduction, (3) filing non-compliance, which means failure
to submit a tax return on time voluntarily, and (4) payment non-compliance, which
means non-compliance to pay taxes on time. In order to measure the non-compliance
for each component, the respondents were required to read the hypothetical scenario
and answer the questions. Table 4.2 presents the components and measurement of tax

non-compliance behaviour.

Table 4.2
Measurement items of tax non-compliance behaviour
Components  Measurement Questions References
Reporting non- Indicate  the  taxable Brown and Mazur
compliance income that should be (2003), Abdul-Jabbar &
included in the report. Pope (2008)
Deduction non- How much should be Abdul-Jabbar & Pope
compliance Indirect deducted as business (2008)
expenditure?
hypothetical
Filing non- Which of the dates below Brown & Mazur (2003)
compliance scenario should Ahmed file his
income tax?
Payment non-
compliance How many days after Brown & Mazur (2003)
receiving assessment
notice should the income
tax be paid?

Source: Prepared by the author
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4.6.2 Islamic Religious Perspective

The literature reviewed shows that there have only been few studies conducted to test
the influence of religious perspective on the phenomenon of tax non-compliance.
However, the current study concentrated on the different perspectives within the
Islamic religion. Al-Ttaffi er al. (2011) investigated the Islamic perspective as

independent variable, and suggested further studies to examine its moderating role.

The Islamic perceptions on tax, which are summarized in three perspectives, were
used for measurement. The respondents were required to indicate their religious
perspective in order to identify the influence of taxpayers® perspective in moderating
the relationship between tax non-compliance and its determinants.. Table 4.3

presents the measurements of Islamic religious perspective.

Table 4.3
Measurements of Islamic religious perspective towards tax
The variable Measurements Source of Measurements
Totally permissible Nabulsi (2005)
Islamic religious Permissible under Mawdudi (2005), Al-Omari (2009),
g cirumstances and Hasan (2010) & Al-Jibreen (2012)
perspective conditions
Totally forbidden Standing Committee for Scientific
Research & Fatwa (1994)

Source: Prepared by the author

4.6.3 Geopolitical Differences
The term "Geopolitics" has a meaning that combines geography and politics. It is a
complex geographical and political factors affecting or determining the nature of a

state or region (Dittmer, 2013).
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Okusanya and Isabu (2010) argued that the political affiliation is considered an
influential factor mainly on the culture and attitudes of the people. They conducted a
study about attitude of family life education in 2 states of Nigeria, specifically,
Katsina and Ekpoma. Also, Uwaifo (2007) in his study in Nigeria classified the 36
states into 6 geopolitical regions. In both studies, the authors divided the states on the

basis of geographical location and political affiliation.

The current study was carried out on a country with similar circumstances, as it is
two parts and each part has special political attitude towards the government. Yemen
was two regions North Yemen and South Yemen, which united in 1990 (Bahaj,
2000). Southerners people have different attitudes towards the government from
northerners people (Al-Shaibi, 2000). For that reason, the regional location of
taxpayers, whether south or north, is the appropriate definition and measurement of
the current study. This variable was adapted from Uwaifo (2007) and Okusanya and
Isabu (2010). For the purpose of the study, the respondents were required to specify

their governorates to identify whether they are from North or South.

4.6.4 Tax Service Quality

Service quality can be defined as a degree of excellence or superiority provided by
the tax office. It can be measured by comparing expectations with performance. The
evaluation of service quality could be objectively or subjectively conducted

(Christensen, 2001).

Rust and Oliver‘s (1994) model consists of three components: the service product,

the service delivery and the service environment. Alabede (2012) model, adopted
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from the work of Caro and Garcia (2007), explained three dimensions of service
quality: interaction quality, physical environment quality and outcome quality.
Gronroos (1984) developed two dimensions: technical quality and functional service.
Christensen (2001) adopted Gronroos® (1984) model and provided more explanation
of the two dimensions technical and functional dimensions. Thornton and Shaub
(2013) included one more dimension, which is the corporate image. This dimension
is with customer's perception of the organizational quality. Many developed
countries applied the concept of New Public Management on taxpayers by giving
more consideration to their tax service requirements and accord the taxpayers the
status of customers (Kirchler, 2007). Therefore, the literature related to customer

satisfaction may be relevant in the measurement of tax service quality.

Parasuraman, Berry, and Zeithaml, (1991) used 22 items to measure tax service
quality. However, 18 of these items are considered to be relevant for the environment
of Yemen. Therefore, the current study adapted 18 items from Parasuraman et al.
(1991) to measure tax service quality, following the measurement of Fararah and Al-
Swidi (2013) and Fararah (2014). Table 4.4 shows the dimensions and measurement

items of tax service quality.
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Table 4.4

Dimensions and items of tax service quality

Dimensions Items
Reliability e [ believe that tax office in Yemen offers wide range of services
e [ believe that tax office in Yemen offers convenient services in short
processing time
o | feel secure when conducting transactions with tax office in Yemen
e | believe that tax office in Yemen meets the taxpayers demands by
adding more counters during the peak time
Responsiveness e I feel that tax officers in Yemen are willing to help me when I need
to enquire about any matters related to tax
e | believe that tax officers in Yemen show high respect when dealing
with us
o | believe that tax officers in Yemen have fast and efficient services
counters
Assurances e | believe that tax office staff in Yemen are polite and friendly
o | feel that tax office staff in Yemen are always ready to provide
advices related to the taxable matters
o | believe that tax office staff in Yemen provide taxpayers with easy
access to information they need
e | feel that tax office staff in Yemen have knowledgeable and
experienced management team
Empathy o | feel that I am given individual attention when dealing with tax
office in Yemen
o | feel that tax officers in Yemen always respond to my interests
o | feel that tax office staff in Yemen understand my specific needs
e [ feel that if I have any problem, tax office in Yemen does whatever
is required to solve it
Tangibility e | believe that tax office in Yemen has good offices with all required

facilities

o | believe that I can have speedy and efficient transactions when
dealing with tax office in Yemen

o | believe that tax office in Yemen has good offices to service
taxpayers conveniently

4.6.5 Public Governance Quality

There are three types of governance: public governance, economic governance and
social governance. This study focuses on the public governance quality, which is a
multi-faceted concept that includes all aspects of employing authority for the benefit

of the people (Alabede et al., 2011). Rotberg (2005) defined the public governance
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quality as the provision of political goods provided by the government to the citizens
effectively. Torgler, Schaffner and Macintyre (2007) pointed out that the citizens, in
order to comply with the tax laws, must participate in the financial decision-making,
and the government must be away from the centralization of financial decisions. Ser
(2013), however, argued that if the individuals perceive the government is fair, then
they will have more confident towards the government, and so they will comply with
tax. Lassen (2003) clarified that the political goods offered by the government should

deserve the payment of taxpayers.

Torgler et al. (2007) argued that public governance quality is a multidimensional
variable. Kaufmann, Kraay and Mastruzzi (2007) explained that public governance
quality contains 5 dimension, specifically,(1) voice, democracy and accountability,
(2) political stability, (3) government effectiveness, (4) rule of law and (5) control of
corruption. These dimensions were used by Darby ef al. (2010). The present study
adapted the measurement items of Darby et al. (2010). Table 4.5 shows the

dimensions and measurement items of public governance quality.
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Table 4.5

Dimensions and items of public governance quality

Dimension

Items

Voice, democracy
and accountability

Political stability

Government
effectiveness

Rule of law

Control of
corruption

I trust the Parliament Council in Yemen in making good laws
for Yemen

I believe that there is a free and fair election in Yemen

I believe that there is no wastefulness in government
expenditure in Yemen

I have access to the published accounts and annual report of
the government in Yemen

I believe that political stability is improving in Yemen

I believe that political protest is not a threat to Yemeni
stability

I believe that territorial and sectarian conflict is not a threat to
stability in Yemen

I am satisfied with quality of general infrastructure in Yemen

I feel that Yemeni public servants are not vulnerable to
political interference in Yemen

I am satisfied with the manner the government is handling the
health service in Yemen

I am satisfied with the manner the government is handling the
education system in Yemen

I feel that Yemeni Judiciary is free from interference of other
agencies of government

I believe that justice is fairly administered in Yemen

I believe that Yemeni government has an effective power in
combating crime

I trust the financial honesty of Yemeni politicians

I believe that the diversion of public funds due to corruption
is not common in Yemen

I think that individual and firms, frequently, make extra
payments in connection to tax payment, loan application,
securing contract etc.

4.6.6 Tax System Structure

Many studies dedicated to examining the issue of tax compliance and non-
compliance emphasized on the model of Fischer ef al. (1992). Tax system structure is
one of the most important variables in Fischer et al.‘s (1992) model. Mas‘ud, Aliyu
and Gambo (2014) argued that the importance of Fischer's model lies in its insight

into the importance of tax rate and penalties on tax non-compliance. Umar et al.
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(2012) explained that most taxpayers in developing countries intending to evade tax,
first look at two things: tax rate and penalties, and then decide whether to comply or
not. For the reasons explained above, the focus in the current study is on the tax

system structure through two dimensions:

(1) Tax rate: It is defined as the percentage at which an individual or corporation are
taxed (AFFT, 2007). Bazart and Bonein (2012) stated that fairness of tax rate leads to
a decrease in the level non-compliance. McKerchar and Evans (2009) argued that the
level of trust between taxpayers and the government is the most important role in
determining the impact of tax rate on non-compliance. Spicer & Becker (1980)
discovered that when taxpayers recognize that their tax rate is higher than tax rate

paid by others, they will have higher records of tax non-compliance.

(2) Penalties: Based on the deterrence theory of Becker (1968), people do not
commit crimes because they are afraid of getting caught. Cherry (2001) argued that
compliance is a result of punishment. Measurement items of tax system structure
were adapted from Gilligan and Richardson (2005) and James, Reinhart and Murphy
(2005). Table 4.6 shows the dimensions and measurement items of tax system

structure.
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Table 4.6
Items of tax system structure

Variables Items
Taxrate e Tax rate on higher income should be more than tax rate on lower
income.
¢ High income taxpayer should pay proportionately more than low income
taxpayer

o Tax rate should not be the same for all taxpayers
e [t is fair to non comply with tax if the tax rates are too high
e [t is unfair to non comply with tax if tax rate is fair

Penalties o I think the person who is caught for tax non-compliance, will be forced

to pay the tax he owes with interest

o | think that the taxpayer who is caught for tax non-compliance, will be
forced to pay substantial fine and pay the tax he owes with interest

o | think the person who is caught for tax non-compliance, will be taken
to court and pay the tax he owes with interest

o | think the person who is caught for tax non-compliance, will be taken
to court, pay substantial fine and pay the tax he owes with interest

4.7  Measurement of Variables

The current study applied quantitative approach, and data was collected through the
sampling survey method using a questionnaire. Hair, Money, Page and Samouel
(2007) said that the interval scale level is the most appropriate for quantitative
research and accordingly, the interval scale level was used for measurement of some

variables, while nominal scale measurement was used for other variables.

Likert scale measurement is one of the most commonly used scales to examine
perception and attitudes (Eutsler & Lang, 2015). Thus, multiple-item Likert scale
was considered to be an appropriate interval scale to measure some variables
included in the current study. According to Al-Marri, Ahmed & Zairi (2007), the
proper number of scale points is disputable and to date, no definitive length has been
agreed upon. Some studies declared that more scale points improve the variance and

reliability of the scale, whereas others argued that increasing scale points may have
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unintentional consequences (Eutsler & Lang, 2015). They suggested that Likert
scales are typically 5 or 7 point scales, where each point is labeled to indicate some
extent of agreement with a particular statement. Al-Marri et al. (2007) conducted
their study in United Arab Emirates using 5 Likert scale. They argued that 5 Likert
scale is appropriate for respondents with different levels of education, therefore, it is
suitable for respondents from Middle East region to answer and report their

perceptions, attitudes, behaviours and assessments.

Consequently, to achieve the objectives of the current study, a five-point Likert scale
ranging from —+” (strongly disagree) to -5 (strongly agree) was used. This scale was
used in the literature of tax compliance and non-compliance (e.g., Hanefah, 1996;
Tayib, 1998; Manaf, 2004; McGee, 2006, McGee & An, 2007; Abdul-Jabbar &

Pope, 2008; Aljaidi, 2008; Devos, 2008; Ching, 2013).

4.7.1 Tax Non-compliance Behaviour

Tax compliance behaviour was measured with four components covering the four
types of tax compliance using an indirect hypothetical scenario case. Respondents
were asked to indicate (1) the amount of income that should be reported on the tax
return (2) the amount of deduction that should be claimed on the tax return (3) the
date that the income tax returns should be filed, and (4) how many days after
receiving an assessment notice the income tax should be paid. Option "a" was coded
as 1 and interpreted as compliance, while options "b" and "c" were coded as 2 and
interpreted as non-compliance. In other words, option "a" was coded as 1, option "b"

was coded as 2 and the option "c" was coded as 3. The value 1 was interpreted as
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compliance, and the values 2 and 3 were transformed as 2 and interpreted as non-

compliance.

On the whole, tax non-compliance was calculated by calculating the mean values of
the four measurements. If the mean is equal to 1, it was interpreted as fully compliant
respondent, whereas if the mean is equal to 2, it was interpreted as fully non-
compliant respondent, while if the mean is between 1 and 2 it was interpreted as
partly compliant respondent. For the purpose of analysis, tax non-compliance was
measured using ordinal scale and arranged from low non-compliance to high non-
compliance, where full compliance was coded as 1, part non-compliance was coded
as 2 and full non-compliance was coded as 3 (Ashby, Webley & Haslam, 2009;

Alabede et al., 2011).

4.7.2 Islamic Religious Perspective

The three Islamic perspectives towards tax non-compliance were employed for the
measurement of the variable. Each respondent is required to provide his\her religious
perspective about tax whether totally permissible (Halal), permissible under
circumstances and conditions or totally forbidden (Haram). For the purpose of cross
tabulation analysis, the three Islamic religious perspectives were treated as a
categorical variable, while these three perspectives were utilized and arranged from
low strict (totally permissible), moderate strict (permissible under circumstances and
conditions) to high strict perspective (totally forbidden) for the purpose of regression
analysis. The perspectives of respondents on tax were linked with his\her intention of
non-compliance with tax to identify the influence of Islamic religious perspective on

tax non-compliance behaviour.
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4.7.3 Geopolitical Differences

Geopolitical differences were measured by using nominal scale. The political
division in Yemen before 1990 was adopted to categorize the respondents. Thus,
North and South were used as a proxy to measure geopolitics of the respondents. So,
SMEs in Yemen were divided into southerners and northerners. Respondents were
required to indicate their location in Yemen whether in north or south. Since many
Yemeni people have sensitive attitude about this terms (North and South), an indirect
way was followed to identify their location. Respondents were asked to specify their
governorates, then, this specification was used as a guide to know their region.
Yemen contains twenty one governorates. Thirteen of them are located in the north
region, namely, Sana'a, Amanat Al-A'semah, Taiz, Ibb, Amran, Sa'adah, Mareb, Al-
Jaof, Al-Baidha'a, Raimah, Al-Mahwait, Hajjah and Al-Hudaidah, while the other
eight governorates are located in the south region, namely, Aden, Lahej, Al-Dhalea,
Abian, Shabwah, Hadhramout, Al-Mahrah and Suqatra island. The values were

assigned to "1" as North, and "2" as South.

4.7.4 Tax Service Quality

Tax service quality was measured with 18 items and rated using a five-point Likert
scale. Respondents were asked to indicate their disagreement or agreement to
statements relating to the quality of service quality. The high score "5" (strongly
agree) indicates that the respondents believe that the quality of service quality is high
quality, whereas a low score "1" (strongly disagree) means low quality. The

measuring 18 items were combined to obtain a total scale of the tax service quality.
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For interpretation, the current study followed the 50™ percentile method proposed by
the National Institute of Technology Standard USA (2010), which is defined as a
statistical tool that provides an estimate of the proportion of the data that should fall
above and below a particular range (Isa, 2007). The mean score was used for the
analysis as recommended by Kaplan (1983) and Camacho et al. (2001), because
mean score allows to reduce the potential for error in measuring different variables,
and, as a consequence, increases the reliability of the result, which cannot be attained
by using individual score or total score. Accordingly, the mean score below 3 is
regarded as low, and above 3 is considered as high. This method has been used in
other studies in literature (e.g., Isa, 2007; Alabede et al., 2011a; Alabede et al.,
2011b; Alabede et al., 2011c) for interpretation of the mean score. In other words, a
mean score 3 and higher indicates a high perception about the tax service quality,
while a mean score lower than 3 is a signal of low perception about the tax service

quality.

4.7.5 Public Governance Quality

Public governance quality was measured with 17 items and rated using a five-point
Likert scale. Respondents were asked to indicate their disagreement or agreement to
statements relating to the quality of public governance. The high score "5" (strongly
agree) indicates that the respondents believe that the quality of public governance is
high quality, whereas a low score "1" (strongly disagree) means low quality. The
measuring 17 items were combined to obtain a total scale of the public governance
quality. The mean score was used for the analysis, and following the 50™ percentile

method, a mean score 3 and higher indicates a high perception about the public
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governance quality, while mean score lower than 3 is an indication of low perception

about the public governance quality.

4.7.6 Tax System Structure

Tax rate and penalties are the variables under the under tax system structure. Tax rate
was measured with 5 items. Respondents were asked to indicate the extent of their
agreement or disagreement with statements relating to tax rate. The mean score was
used for the analysis. A high score "5" (strongly agree) suggests that the tax rate is
perceived to be fair, while a low score "1" (strongly disagree) means the tax is less
fair. The measuring 5 items were combined to obtain a total scale of the tax rate. A
mean score 3 and higher indicates a high perception about fairness of tax rate, while

a mean score lower than 3 is a signal of low perception about fairness of tax rate.

Penalties were measured with 4 items. Respondents were asked to indicate the extent
of their agreement or disagreement with statements relating to penalties. A high score
"5" (strongly agree) is an indication that the penalties have a high influence on tax
non-compliance, while a low score "1" (strongly disagree) is an indication that the
penalties have a low influence on tax non-compliance. The measuring items of the 4
items were combined to obtain a total scale of the penalties. A mean score 3 and
higher indicates a high perception penalties, and a mean score lower than 3 is a

signal of low perception about penalties.

4.8 Questionnaire Design
The current study aims to test the research hypotheses based on the theoretical

framework. Quantitative research technique and survey were used. The target of the
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current study is SMEs in Yemen. The data was collected from various cities in
Yemen, thus, it is difficult to use interview to collect data from the respondents.

Accordingly, questionnaire was designed and distributed to the sample of the study.

There are some advantages of using questionnaire and they are, (1) it allows
researcher to compare respondents because the respondents are given the same
questions, (2) it ensures the quality of data is collected through standardized
questionnaires, and (3) it makes data processing easier (Roshidi et al., 2007).
However, Kim et al. (2006) criticized the survey through questionnaire. They argued
that there is a potential of inaccurate information provided by respondents as it is
totally in the control of respondents in answering the questionnaire and they tend to
give false and simple answer to the questions. Anyhow, gathering data in this way is
much better than personal identification and thus, utilizing questionnaire in tax
compliance and tax non-compliance studies is considered to be the best alternatives

(Ching, 2013).

The questionnaire has a cover letter attached to it, which is considered as a courtesy
to express gratitude for involvement in the survey undertaking. The questionnaire
was divided into 3 parts. The first part was designed to measure the dependent
variable of the current study which is "tax non-compliance" by using a hypothetical
scenario case. Respondents were asked to indicate 4 tax situations, namely, reporting
non-compliance, deduction non-compliance, filing non-compliance and payment
non-compliance. Also, Islamic religious perspective was measured in this part. Each

respondent was required to provide his\her religious perspective about tax whether
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totally permissible (Halal), permissible under circumstances and conditions or totally

forbidden (Haram).

The second part of the questionnaire was designed using a five-point Likert scale
from "1" to "5" (strongly disagree, disagree, neutral, agree and strongly agree). Tax
service quality, public governance quality and tax system structure were measured in
this part. It is noteworthy that some studies used reverse items in the questionnaire.
Although there are numerous advantages to this type of questions, but they may lead
to ambiguities, make surveys more difficult for respondents and often lead to
increased levels of measurement error, especially in developing or least developing
nations (Weijters& Baumgartner, 2012). Therefore, the questionnaire used in the

current study did not contain any reverse items.

As for the third part of the questionnaire, it was designed to obtain the owners,
managers and business information of the respondents, specifically, nature of
business, location of business and other demographic information (see Appendix B).

Table 4.7 summarizes the structure of the questionnaire.
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Table 4.7
Summary of structure of the questionnaire

Number
Variable Dimension\ components Type of question of items/
questions
Reporting non-compliance 1
Tax hon- Deduction non-compliance Hypothetical 1
compliance . . .
. Filing non-compliance scenario 1
behaviour )
Payment non-compliance 1
) Tax is totally permissible
Isl.ar.nlc Tax is permissible under .
religious . . Categorical 1
. circumstances and conditions
perspective . .
Tax is totally forbidden
Reliability 4
. Responsiveness 3
Taxus;;:qce Assurances Five Likert scale 4
quatity Empathy 4
Tangibility 3
Voice, democracy and 4
. accountability 3
Public Political stability y = 4
governance . Five Likert scale
¢ Government effectiveness 3
quality
Rule of law 3
Control of corruption
T
TaCoys @ j ra.te Five Likert scale >
structure Penalties 4
A South & North (Governorates are
(;iet%gf;g:;:l tbe proxy of geopolitical Categorical 1
differences)

The questionnaire should be pre-tested before distribution in order to make sure that
the measurement measures what it is intended to measure. Furthermore, one of the
problems in obtaining data from an Arab society is the issue of English language, as
Arabs do not possess sufficient familiarity with English to answer the questionnaire
(Fararah, 2014). For these reasons, the questionnaire, as data collection instrument of
the current study, was pre-tested and translated into Arabic language (see Appendix

Q).

"Islamic religious perspective was treated as ordinal variable for the purpose of regression. See sub-
section 4.7.2.
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For the purpose of confirming the goodness of the measurement, and to avoid any
mistranslation of the words, expressions and concepts used in development of the
questions, a number of steps were taken in the translation into Arabic version as
suggested by Brislin (1986) and Elbanna, Child, and Dayan (2013). First, the
questionnaire was translated after a discussion with 2 senior visiting lecturers at
Universiti Utara Malaysia (UUM) whose native language is Arabic. In the next step,
both the English and Arabic versions of the questionnaires were checked by an
expert translator. Last of all, both versions of the questionnaire were checked by 3
faculty members at the Accounting Department at Hadhramout University for more

feedback and comments.

Following pre-test, besides language issue, hypothetical scenario was modified
slightly and order of Islamic view was rearranged. No major modification was made.
However, a pilot study was performed on this final version of the questionnaire to

test the reliability to make sure that the items were properly understood.

4.9 Pilot Study

The main purpose of the pilot study is to ensure that the items, which will be used,
were well worded and correctly understood. According to Sproull (2002), pilot test is
important for testing the reliability of the measure. Sekaran (2003) declared that there
are four common methods to measure reliability namely, test-retest methods, split
half method, alternative form methods, and Cronbach‘s alpha coefficient. However,
it was clarified by Davis (2007) that the first three methods have been criticized due

to their practical weaknesses. As for the Cronbach‘s alpha method, it was argued that
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this method is the best method to measure reliability, because it overcomes the
weaknesses of the other methods. Hair ef al. (2010) explained that the main criterion
for testing data collection instrument is reliability measurement, which can be gained
through calculation of Cronbach‘s Alpha coefficients. Moreover, the Cronbach‘s
alpha coefficient method is the most commonly method used by the researchers,
particularly in social science researches (Davis, 2007). Consequently, the present
study, as a social science research, used the Cronbach‘s alpha method to assess the

reliability of the constructs measurements.

According to Nunnally and Bernstein (1994), the minimum standard for Cronbach‘s
alpha is 0.7. But Hair e al. (2010) argued that the minimum acceptable level of
Cronbach‘s alpha is 0.60 for any construct to measure reliability and George and
Mallery (2006) provided a rule of thumb for rating Cronbach‘s alpha coefficient as
follows: >.90 (excellent); >.80 (good); > .70 (acceptable); >. 60 (questionable); >.50
(poor) and < .50 (unacceptable). The interpretation of the result of reliability test in

this study was guided by these rules of thumb.

The pilot study has to involve respondents from the same pool of the study from
which the actual data will be collected (Bradburn, Sudman, & Wansink, 2004).
Therefore, respondents from Mukalla city, which is one of the largest cities of
Yemen, included within the sample of the study, were involved as the sample for the
pilot study and they were asked to fill in the questionnaire. Furthermore, they were
asked to comment if they had any difficulties in understanding the questions in order

to eliminate the misunderstanding and confusion related to the items.
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Generally, an appropriate size for a pilot study is approximately 30 cases (Malhorta,
2008; Sekaran & Bougie, 2010). Cooper and Schindler (2006) suggested that it may
range from 25 to 100. Accordingly, 50 questionnaires were prepared and distributed
to SMEs in Mukalla city for the purpose of the pilot study. The period of collection
of data for the pilot study was in the month of February 2016. The questionnaires
were administered by the researcher assistant. From the 50 questionnaires, 41

questionnaires were returned at a response rate of 82%.

As broadly recommended in the literature, modifications were made following the
comment received from the respondents. Based on the data collected from the pilot

study, the reliability test was performed. Table 4.8 shows the results.

Table 4.8

Reliability analysis of pilot study

Constructs No. of Items Cronbach’s alpha
Tax service quality 18 0.84

Public governance quality 17 0.82

Tax rate 5 0.88
Penalties 4 0.85

Based on the rule of thumb provided by Nunnally and Bernstein (1994), George and
Mallery (2006) and Hair ef al. (2010), the overall results of the pilot survey were
satisfactory, where variables had Cronbach's alpha greater than 0.8. However, there
are few comments introduced by the respondents about some sentences, hence,
considerable thought was given to these comments and the sentences were reworded
accordingly. Following modification, the final draft was used to collect data from the

actual respondents.
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4.10 Data Collection Procedures

There are many methods of collecting data via surveys such as internet survey, face-
to-face interview, mail survey, telephone interview, and drop-off survey. However,
selecting the appropriate method is quite challenging as each one of them has its pros

and cons (Zikmund, 2003).

Internet is considered to be an effective tool for taking public survey (Couper, 2000).
It has several advantages such as, cost savings, eliminating printing and mailing of
the instruments (Dillman, 2011). On the other hand, internet survey method has
several disadvantages such as, limitation of respondents to access internet and some
respondents are poor in internet skills and knowledge (Dillman, 2011). In regards to
the mail survey, it leads to more precise results, since the respondents answer the
questionnaire at their own judgment, thus it does not lead to bias findings (Zikmund,
2003). However, this method has been criticized for its low response rate, and also
when questionnaires are not randomly distributed, bias may occur. Furthermore, in
the Yemeni case, internet and mail methods are considered unsuitable in the present
circumstances, because the whole country is suffering from frequent interruptions of

electricity and internet connection.

A telephone survey is a quick method and it requires moderate cost to collect data.
Nevertheless, the response rate is a moderate and it requires long lengths of time
(Zikmund, 2003). As for face-to-face survey, it leads to high response rate and
researchers are enabled to use the physical stimuli during the interview. Moreover, it

enables the interviewer to avoid any misunderstanding and clarify the complex
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questions (Zikmund, 2003). But the cons of this method are the high costs and the

existence of biases (Couper, 2000).

Finally, drop-off-survey is a kind of survey, which is considered to be more flexible
and combines the advantages of mail survey and face-to-face interview, as the
questionnaires are delivered to the respondents by hand (Cooper & Schindler, 2011).
Thus, it allows the researcher to distribute the questionnaire personally to the

respondents and to urge them to fill it in and return it within a limited time.

The present study utilized the drop-off survey with questionnaire as a tool of data
collection. A total of 500 questionnaires were eventually distributed. A quota
sampling was considered as a form of proportionate stratified sampling, in which a
predetermined proportion of respondents were sampled from different groups.
Therefore, the questionnaires were distributed using the quota sampling. Finally,
after identifying the quota sampling in each city, questionnaires were distributed
randomly among SMEs to each city to ensure an equal distribution of the

participants.

There are numerous reasons for selecting the drop-off survey with questionnaire
method, which can be summarized as follows:

e Drop-off survey enables the interviewer to personally interact with the
respondents to provide an overview of the importance of the survey and
explain any ambiguities (Cooper & Schindler, 2011).

e There may be no biases in this method, because it allows the respondents to

answer the survey at their own convenience, unlike both the face-to-face
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interview and telephone interview, where the biases is expected to be higher
(Zikmund, 2003).

e The cost of drop-off survey method is less than face-to-face interview.

e The rate of response for drop-off survey is higher than other methods,
because when the researcher gives the questionnaires to the respondents by
hand, it allows him to follow up and motivate the respondents to respond and
to know when and how to collect the questionnaire from them.

e The drop-off survey provides better administration of sample design, because
it easier to obtain an effective identification of the respondents location and
enables the researcher to exclude untargeted respondents (Cooper &

Schindler, 2011).

It is worth to highlight that in the period during which the data was collected, Yemen
was suffering from unstable situation, which resulted from the ongoing crisis in
many Yemeni cities, so most of the airports were closed. Thus, travelling to Yemen
during this period would have been very difficult and costly. Moreover, travelling
among cities within the country is highly risky and takes longer time than normal.
This status of instability led to difficulties especially in some cities where the conflict
1s most intense, such as Sana'a and Taiz. However, life goes on as usual inside the
cities and business operates almost daily, especially in places where little or no
conflicts and battles occur. Therefore, questionnaires were distributed to the SMEs
among the major 7 cities in Yemen by assistants who used the drop-off survey
method (hand-by-hand). The use of research assistants facilitated following up the
respondents to collect the completed questionnaires as much as possible. Most of the

research assistants were academicians. Particularly, 4 of them were academicians,
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while 2 were educated having bachelor degrees. Furthermore, sufficient explanations
and general guidelines were provided to them by the researcher to deal with any
difficulty in distribution and collection of the questionnaire. The period of collecting
data from each single city was between 2 to 3 weeks. However, the overall period of

collecting data from the 7 cities was 2 months (April and May 2016).

4.11 Techniques of Data Analysis

The statistical analysis of data of the current study was conducted by utilizing several
tools from the Statistical Package for Social Science (SPSS20). The statistical tools
for analyzing the data include: descriptive statistics, cross tabulation analysis,
reliability analysis, factor analysis, correlation analysis and multiple regression

analysis.

4.11.1 Descriptive Statistics

Descriptive statistics analysis was used in the present study to reduce the size of data
to be controlled, and provide insight into the pattern of behaviour as well as social
background of the respondents. The descriptive statistics techniques used in the study
include mean and standard deviations. Also, the data was analyzed for the
demographic profile from the third part of the questionnaire. Frequency and
percentage were used to present the demographic and business data. The literature
evidenced that similar techniques were used in prior studies in tax compliance and
non-compliance (Manaf, 2004; Embaye, 2007; Feld & Schneider, 2007; Torgler et

al., 2007; Al-Ttaffi, 2009; Al-Ttaffi ef al., 2011; Alabede, 2012).
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4.11.2 Cross-tabulation Analysis

Cross tabulation is a tool used to analyze the association between two or more than
two variables. According to Wagner (2006), cross tabulation explores the
relationship that exists between two or more variables by examining the connection
of the categories of each variable to the other variable. In the current study, this
statistical tool was performed by relating each categorical variable to tax non-
compliance behaviour. The cross tabulation analysis was conducted using
frequencies and percentages. Aside from this, Chi-square test analysis was conducted
to find out the significance level of these variables in relation with tax non-

compliance.

4.11.3 Goodness of Measure

According to Sproull (2002) and Sekaran and Bougie (2010), goodness of the
research instruments is needed to be assessed to achieve the accuracy in the result
and the overall enhancement of the research quality. Thus, reliability, validity and

factor analysis were tested in the present study.

4.11.3.1 Measuring of the Reliability
Reliability is an evaluation of the level of consistency of multiple measurements of
constructs (Hair ef al., 2010). Thus, the reliability analysis was conducted in the

present study in order to measure the consistency of items of the study constructs.
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4.11.3.2 Measuring the Validity

Validity refers to the extent to which the measurement measures what it is intended
to measure (Nunnally & Bernetein, 1994). Although the good level of Cronbach‘s
alpha gives indication of a good reliability, but it does not prove validity (Sekaran,
2003). In other words, the reliability does not offer the goodness of the measurement
- so, validity is needed to be checked to confirm the goodness of the measurement.
There are many ways to measure the validity. One of the frequently measurement of
validity is the judgmental evaluation by several experts to ensure the items of
measurement of the construct measure of all its aspects (Nunnally & Bernetein,
1994). First of all, the comprehensive review of the literature was employed to
develop the items of the measurements. Furthermore, discussions with academicians

and experts were conducted to adapt the items.

4.11.3.3 Factor Analysis

Factor analysis is a technique for data reduction to minimize the number of variables
to a smaller set that have similar information and as such, in order to validate the
instrument, the factor analysis on each construct should be tested individually (Marsh
& Hocevar 1985). Bryman and Cramer (2009) provided three main reasons why
researchers use factor analysis. First, the researcher can evaluate the degree to which
items are tapping the same concept and second, if the researcher has a large number
of variables, factor analysis can decide the degree to which they can be decreased to
a smaller set. Third, the goal of factor analysis is to try to make sense of the
complexity of social behaviour by decreasing it to a more fixed number of factors.
Hair et al. (2010) explained that there are two basic types of factor analysis, which

are, Confirmatory Factor Analysis (CFA) and Exploratory Factor Analysis (EFA).
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They suggested that when instruments are developed to be used in a different
environment, EFA is recommended to be adopted as the appropriate technique.
Consequently, in order to ascertain whether the measurement used in the current
study has construct validity, EFA was performed, following in the footsteps of
related tax studies by Manaf (2004), Abdul-Jabbar, (2009), Alabede et al. (2011a),

Alabede ef al. (2011b), Alabede et al. (2011¢) and Mohdali (2013).

For the purpose of evaluating the result of the EFA, the rule of thumb provided by
Hair et al. (2010) and Coakes and Ong (2011) was used. The rule of thumb states
that KMO should be >0.60; Bartletts Test of Sphericity should be significant at
P<0.05; communality > 0.50; factor Loading >0.40, eigenvalue > 1 or total variance
explained of at least 60% and anti-image correlation coefficient >0.50. Furthermore,
Williams, Brown and Onsman (2012) pointed out that KMO that is 0.50 is
considered acceptable for factor analysis. So, this rule of thumb was considered as

well.

4.11.4 Correlation Analysis

Generally, correlation analysis is performed to examine the linear relationship
between the variables (Coakes & Steed, 2003). In the current study, correlation
analysis was employed to determine the strength of the relationship between the
variables of the study. Moreover, it was used to detect the existence of

multicollinearity among the variables (Meyer et al., 2006; Hair et al., 2010).

4.11.5 Multiple Regression Analysis
The present study examines the direct effect of a number of variables, particularly,

Islamic religious perspective, geopolitical differences, tax service quality, public
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governance quality and tax system structure, on tax non-compliance behaviour as
well as the moderating effects of Islamic religious perspective on the relationship

between tax non-compliance and its determinants.

According to Baron and Kenny (1986), hierarchical regression, which is also referred
to by Evan (1987) as the moderated regression analysis, is suggested as a suitable
method for determining the moderating effect of a quantitative variable on the
relationship between other quantitative variables. In addition, Aguinis and
Gottfredson (2010) explained that hierarchical regression analysis is one of the most
popular, if not the most popular, approach for testing hypothesis of moderating
effects, especially in behavioural studies. Hitt and Ireland (1985) explained that
hierarchical regression is a special technique of multiple regression analysis that
produces a conservative estimate of the moderating effect of a variable on the
relationship between other variables, which is done through steps. Specifically,
testing the direct effect at first, and then integrating the moderator in the regression.
Accordingly, the present study adopted the hierarchical regression analysis as the
appropriate technique to detect the moderating effects of Islamic religious
perspective on the relationship between tax non-compliance behaviour and its

determinants.

Hierarchal multiple regression analysis in the current study was run through 3 steps.
The first step was used to determine the extent of the influence of the independent
variables of the study on the issue of tax non-compliance. Specifically, the first step
was utilized to test the influence of independent variables, specifically, geopolitical

differences, tax service quality, public governance quality, tax rate and penalties, on
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tax non-compliance behaviour as a dependent variable of the study. The second step
was introduced to determine the influence of the independent variables including the
moderator variable (Islamic religious perspective) as independent variable. Thus, this
step was employed to test the direct effect of the variables, including the Islamic
religious perspective, on tax non-compliance behaviour. The third step was
employed to determine the interaction effect of Islamic religious perspective as a
moderator variable on the relationship between tax non-compliance and its

determinants.

However, the successful application of multiple regression analysis depends on a
number of assumptions. These assumptions may cause statistical results to be biased
or distorted (Meyer et al., 2006). Coakes and Ong (2011) argued that the
fundamental assumptions of multiple regression analysis include: sample size,
normality, linearity, homoscedasticity and multicollinearity. Therefore, these
assumptions were assessed in the current study before conducting the regression

analysis.

4.12 Summary

This chapter presented the framework of the research and hypotheses development.
Also, an overview of the research methodology and research design have been shown
in this chapter. Operational definition and measurement of variables were also
discussed in this chapter, along with data collection procedures, including
population, sampling and design of the questionnaire. This chapter presented the
process of Arabic translation of the questionnaire and the pilot study and it provided

the techniques and tools used for the statistical analysis.
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CHAPTER FIVE

DATA ANALYSIS AND RESEARCH FINDINGS

5.1 Introduction

This chapter presents the results of data analysis collected from the survey in Yemen.
The Statistical Package for Social Science (SPSS) is used in the analysis. The
analysis begins by analyzing the survey response, including response rates and
respondents' profile. The data screening is performed, and then, the descriptive
statistics and cross tabulation of all variables employed in the regression model are
presented. Also, correlation analysis and factor analysis are conducted in this
chapter. The regression analysis and its assumptions are performed, and finally, the

hypotheses testing are presented in the last section of this chapter.

5.2 Response Rates

The outcomes of the efforts made by the researcher assistants, who distributed 500
questionnaires, yielded a total of 347 returned questionnaires, obtaining a response
rate 69%. Although the data of the current study were collected during the period of
crisis in Yemen, the response rate is considered high compared to previous studies in
Yemen (e.g., 57% in Al-Ttaffi ef al. 2011; 53% in Helhel and Ahmed, 2014). This
high response rate may be attributed to the fact that the researcher used 7 assistants
with at least 2 follow ups, which motivated the respondents to fill in and return the
questionnaires. Table 5.1 shows the summary of the questionnaire response rate

(before removing outliers).
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Table 5.1
Summary of the questionnaire response rate

Response Frequency Rate
Number of questionnaires distributed 500 -
Number of questionnaires returned 347 69%
Number of questionnaires not filled by the right person 11 -
Number of incomplete questionnaires (less than 50%) 2 -
Number of usable questionnaires 334 67%

The table shows that out of 347 questionnaires, 11 were discarded because they were
not filled up by the targeted person (owner or manager of SMEs), instead they were
filled by some of the employees or workers as indicated by the researcher assistant.
Additionally, following the recommendation of Hair ef al. )2010(, 2 questionnaires
were excluded because more than 50% of their questions were left incomplete by the
respondents. Accordingly, 334 questionnaires were considered usable for analysis at
response rate of 67%. Sekaran (2003) suggested that a response rate of 30% is
sufficient for surveys analysis, and as such, the current study has met this rule of

thumb.

5.3  Data Screening and Inspection
According to Hair ef al. (2010), data have to be screened before analysis. Thus, the
data collected for the purpose of this study were inspected and well screened as

shown in the next sub-sections.

5.3.1 Missing Data Treatment
In quantitative studies, missing data have a negative consequence on the outcome of
the research, and it comes to reason why this issue has taken a major attention of

researchers (Cavana, Delahaye, & Sekaran, 2001). There are many reasons why there
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could be missing data. For example: respondents forgetting to answer an item, or
incorrectly answering an item and data entry errors (Tabachnick & Fidell, 2007). In
the current survey, 16 of the usable questionnaires (4.8%) had some missing values,
with a total of 21 missing. However, experts presented different opinions to deal with
this problem. In this concern, Hair et al. (2014) suggested to replace the missing
values with mean of the nearby points, as it is reported to be the easiest way when
the total missing data percentage is 10% or less. This method was followed in the

current study. Table 5.2 shows the summary of the missing data.

Table 5.2

Summary of the missing values

Variables Number of missing values
Tax service quality 7

Public governance quality 10

Tax system structure 4

Total 21

5.3.2 Removing Outliers

When using questionnaire as data collection tool, outliers is one of the issues which
should be addressed (Hair et al., 2014). Outliers refer to the observations that are,
numerically distant if compared to the other observations (Byrne, 2010). In other
words, outliers occur when the respondent answers a particular question or all
questions extremely (Hair ef al., 2014). The existence of the outliers in the data leads
to altering the estimates of regression coefficients and it leads to ambiguity in the

regression analysis (Verardi & Croux, 2008).

There are many different methods of detecting outliers. According to Hair et al.

(2006), detecting outliers based on Mahalanobis distance is an effective method.
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Based on 44 items of measurement in this study, the cut-off point of chi square was
set at a value of 78.750 at significance level of 0.001. Accordingly, 4 cases were
determined as outliers (i.e., 90, 38, 154 and 24) because their MAH 1 were greater
than the threshold value 78.75 (i.e., 93.36, 84.52, 81.71 and 79.56 respectively), so
they have been deleted from the dataset. Therefore, the final analysis in the present

study was conducted using the remaining 330 respondents (see Appendix D).

5.3.3 Non-response Bias

The literature has evidenced that non-respondents sometimes differ from other
respondents in various aspects such as attitudes, perceptions and behaviours, so, the
findings of the study may be affected (Malhotra, Hall, Shaw, & Oppenheim, 2006).
Experts presented many methods to estimate non-response bias. Researchers in the
social science field, including business and accounting, normally examine the
existence of non-response bias by comparing responses of early and late respondents.
Under this method, the late respondents are assumed to be proxies for non-
respondents (Armstrong & Overton, 1977). This method was used in the current
study as was utilized in the tax compliance literature in Manaf (2004), Abdul-Jabbar

(2009) and Mohdali‘s (2013) studies.

In the course of the fieldwork, as the questionnaires were being retrieved through the
research assistants they were numbered sequentially and a record of date of retrieval
was also kept. In other words, the respondents were classified into 2 groups, which
are, early respondents and late respondents. The respondents who returned the

completed questionnaire before 30th April 2016 were considered as early
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respondents, while the respondents who returned the completed questionnaire after

this date were accounted as late respondents. Then, these 2 groups were compared.

Empirically, the majority of respondents fell under the group of early respondents - a
total of 282 respondents at rate of 85%, while the remaining 48 respondents at rate of
15% were grouped as late respondents. According to Pallant (2013), the late
respondents may have similar characteristics of non respondents, because they may
not have responded if they were not followed up. Therefore, the late respondents

could be utilized instead of non-respondents in testing the bias of non-response.

In order to test the non-response bias, Pallant (2013) suggested the use of the
independent t-statistic in comparing the two groups, that is, the early respondents and
late respondents. If the result under Levene‘s test for equality of variance indicates a
significant value larger than 0.05, then the data did not violate the assumption of
equal variance (Malhotra et al., 2006; Pallant, 2013). Accordingly, t-statistic was
carried out in the current study to identify the difference between the early and late

respondents.

Table 5.3 indicates the result of the Levene°s test of equality of variance between the
two groups, where the significant value for all the variables is greater than 0.05. This
suggests that the differences between early responses and late responses are not
significant, and hence, the assumption of equal variance between the two groups was
not violated. Therefore, it can be fairly assumed that non-response bias did not exist

in the study data.
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Table 5.3
Test of non-response bias

Levene's Test for
Variables N Mean _ Equality of Variances
F Sig .

Early 282 1.55

Tax non-compliance Late 48 162 0.09 0.77
Islamic religious perspective E::iy izz égi 0.08 0.77
Tax service quality Eziy 42122 ; (l)g 1.99 0.16
Public governance quality EZ:? 222 }2? 1.77 0.18
Tax rate EZ:?, 42122 ;45‘? 1.45 0.23
Penalties Eziy 322 ;:‘6“7‘ 0.13 0.72
Business sector Eziy 42‘22 54913 2.87 0.09
Geopolitical differences Eziy 42122 ij(l) 0.28 0.60

* (P<0.05)

5.4 Respondents Profile

The descriptive analysis was utilized to explain the respondents profile in terms of 2
main groups of characteristics, namely, demographic information of respondents and
the business information. Demographic information of respondents includes age,
gender, marital status and education. Table 5.4 shows the summary of demographic

characteristics of the respondents.
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Table 5.4
Summary of the respondents’ demographic characteristics

Demographic information

Variables Categories Frequencies Percentages
Less than 30 33 10%
Age (years) 30-50 172 52%
More than 50 125 38%
Gender Male 311 94%
Female 19 6%
Single 26 8%
Marital status Married 281 85%
Others 23 7%
Before secondary school 74 22%
Education Secondary school\ Diploma 144 44%
Bachelor degree and above 112 34%

From the table above, it is shown that the majority of respondents were between the
ages of 30-50 years (52%), while 38% of the respondents were more than 50 years
and 10% were less than 30 years. The summary also shows that the most of
respondents were males (94%), compared to only 6% of females. As for marital
status of the respondents, the summary shows that most of the respondents were
married (85%), while 8% were single and 7% had other status (such as divorcees and
widows). In respect of the education level of the respondents, 44% of the respondents
had secondary school or diploma certificate, followed by 34% that had bachelor

degree or above and 22% of the respondents before secondary school.

Concerning the information of business, it describes the period of business, business

sector and location of business. Table 5.5 shows summary of business characteristics

of the respondents.
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Table 5.5
Summary of the respondents’ business characteristics

Variables Categories Frequencies Percentages
Less than 5 46 14%
Period of business 5-10 118 36%
(years) 11-15 110 33%
More than 15 56 17%
Retail trade 140 42%
Wholesales trade 92 28%
Service 44 13%
Business sector Farmer 21 6%
Industry sector 12 13%
Livestock 10 3%
Others 11 4%
North 194 59%

Location of business South 136 41%

Concerning the information of business, the table shows that 36% of the SMEs
involving in the survey were established for 5 - 10 years, 33% existed between 11 -
15 years, 17% were established for more than 15 years and 14% for less than 5 years.
Although the SMEs which established within less than 5 years are exempted from
tax, the current study will include them in all analysis, as the study is measuring the
perception using self-reporting data, not real data. Moreover, these SMEs will be
required to pay tax after 5 years, therefore, it is important to investigate their

perception.

With regard to the business sector of the SMEs involved in the survey, the results
show that 42% of them were dealing in retail trade, 28% were wholesales trade, 13%
were from the service sector, 6% were in farming, 3% in industry, 3% in livestock
and 4% of SMEs were from sectors other than the categories mentioned. Caution is
needed to be taken in interpreting the result of some sectors, especially the sectors of
less than 30 respondents (Abdul-Jabbar, 2009). Finally, for the purpose of identifying

the geopolitical affiliation of the respondents, they were asked to specify their
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location. The result shows that 59% of SMEs involved in the survey were located in
the North part of Yemen, while 41% of them were located in South part of the
country. So, it could be said that the questionnaires were distributed fairly between
North and South, as the number of enterprises in the North part are more than in the

South part.

According to the demographic information provided by NIS (2012), most employees
and business owners in Yemen are males, with majority of them in urban area having
education level of secondary school. The largest numbers of business in Yemen fall
under the retail trade and whole sales trade (MIT, 2011). Thus, the sample profile

fairly reflected the broad characteristics of Yemeni population.

5.5 Descriptive Statistics

A descriptive statistics test was employed in the current study to illustrate the level of
tax non-compliance behaviour and the 4 independent variables, which were
measured using five-Likert scale, namely, tax service quality, public governance
quality and tax rate and penalties. These descriptive statistics processes are presented

in the next sub-sections.

5.5.1 Tax Non-compliance Behaviour
Tax non-compliance can be computed through its four situations, specifically,
reporting non-compliance, deduction non-compliance, filing non-compliance and

payment non-compliance. Also, tax non-compliance could be described through its
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overall value. Table 5.6 presents the level of the four situations' of tax compliance

and tax non-compliance of the respondents.

Table 5.6
Summary of tax compliance/non-compliance behaviour by situations

. . . Compliance Non-compliance
Tax non-compliance Situations N A N %
Reporting non-compliance 175 53% 155 47%
Deduction non-compliance 175 53% 155 47%
Filing non-compliance 108 33% 222 67%
Payment non-compliance 108 33% 222 67%

The table discloses that 53% of the respondents complied in reporting their taxable
income and in claiming the right deduction, while 47% of SMEs did not. Concerning
the level of filing and payment compliance, it represents 33% of the respondents,

whilst 67% of the respondents did not comply with filing and paying their due tax.

With regards to the overall level of tax non-compliance, the respondents were
classified into three categories, namely compliant, partly compliant and fully
noncompliant, where the compliant respondent is the respondent who is complying
in the 4 components, while the fully noncompliant is the respondent which is not
complying in the 4 components, and the partly compliant is the respondent who is
complying in some components and not complying in others. Table 5.7 presents the

level of overall tax compliance and tax non-compliance.

" All analyses in this chapter were done using the overall value of tax non-compliance, except of the
descriptive part (sub-section 5.5.1), which was done using both the 4 individual situations and the
overall value.
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Table 5.7
Summary of overall tax compliance and non-compliance behaviour

Non-compliance

Compliance Partly Full non-
compliance compliance
N % N % N %

Overall Tax compliance and

. 108 33% 67 20% 155 47%
non-compliance

The table shows three levels of compliance and non-compliance - it presents that
only 33% of the respondents were fully compliant with tax rules and regulations,
while 47% of the respondents were fully non-compliant, whereas 20% of the
respondents were partly compliant with tax laws. Hence, it could be noted that the
level of tax non-compliance is high. Generally, the results of the two Tables (5.6 and
5.7) support the statistics of literature and suggest that the issue of tax non-

compliance is still a critical problem in Yemen.

5.5.2 Tax Service Quality

The perspectives of respondents about tax service quality in Yemen were collected
through 18 items (TSQ1 to TSQ18). Descriptive analysis shows that the mean of all
items are less than 3. Furthermore, the table reveals that the lowest mean is the value
of the item coded TSQ1 at 1.97 with standard deviation of 0.745, while the highest
mean is the value of item TSQ4 at 2.24 with standard deviation of 0.810. Also, it is
noted that the items TSQ4 and 11 have the highest mean values at 2.24 and 2.20 with
standard deviation 0.810 and 0.749 respectively. The rest of mean values are less
than 2.20. Table 5.8 presents a summary of mean values, standard deviations values,

minimum values and maximum values of the five-Likert scale for the items.
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Table 5.8
Descriptive statistics of tax service quality

Codes Items Mean StdD Min. Max.

TSQ1 I believe that tax office in Yemen offers wide range of 1.97  0.745 1 4
services

TSQ2 1 believe that tax office in Yemen offers convenient 2.02  0.793 1 4
services in short processing time

TSQ3 I feel secure when conducting transactions with tax office  2.03  0.802 1 4
in Yemen

TSQ4 1 believe that tax office in Yemen meets the taxpayers 2.24  0.810 1 5
demands by adding more counter during the peak time

TSQ5 1 feel that tax officers in Yemen are willing to help me  2.06  0.758 1 4
when need to enquire about any matters related to tax

TSQ6 1 believe that tax officers in Yemen show high respect 2.11  0.808 1 5
when dealing with us

TSQ7  Ibelieve that tax officers in Yemen have fast and efficient  2.12  0.810 1 5
services counters

TSQ8 I believe that tax office staff in Yemen are polite and 2.15  0.832 1 5
friendly

TSQ9 1 feel that tax office staff in Yemen are always ready to  2.07 0.916 1 5
provide advices related to the taxable matters

TSQ10 I believe that tax office staff in Yemen provide taxpayers  2.07  0.869 1 5
with easy access to information they need

TSQI11 1 feel that tax office staff in Yemen have knowledgeable 2.20  0.749 1 5
and experienced management team

TSQI12 I feel that I am given individual attention when dealing 2.10  0.761 1 5
with tax office in Yemen

TSQI13 I feel that tax officers in Yemen always respond to my  2.10  0.796 1 4
interests

TSQ14 1 feel that tax office staff in Yemen understand my 2.13  0.771 1 5
specific needs

TSQI15 1 feel that if I have any problem, tax office in Yemen 2.11  0.780 1 5
does whatever required to solve it

TSQ16 1 believe that tax office in Yemen has good offices with ~ 2.10  0.800 1 5
all required facilities

TSQ17 1 believe that I can have speedy and efficient transactions  2.04  0.790 1 5
when dealing with tax office in Yemen

TSQ18 1 believe that tax office in Yemen has good offices to  2.05 0.774 1 4
service taxpayers conveniently
Overall 2.09 0.645

StdD= standard deviation, Min = minimum, Max= maximum

In general, the overall value of tax service quality is 2.09. This means that taxpayers

in Yemen perceived the quality of tax service as low. Thus, it could be claimed that

the results is in line with the prior study, which concluded that most citizens are not

satisfied with the quality of service rendered in Yemen (Al-Yasani, 2005).

173



5.5.3 Public Governance Quality

The viewpoints of respondents about public governance quality in Yemen were
expressed through 17 items (PGQI1 to PGQ17). Descriptive analysis shows that the
mean of all items are less than 2. Also, the table discloses that the lowest mean is the
value of the item PGQ6 at 1.37 with standard deviation of 0.542, while the highest
mean is the value of item PGQ17 at 1.82 with standard deviation of 0.807. According
to Al-Rabaee (2014), the political changes in Yemen have resulted in instability in
the whole country. This situation has reduced the accountability of the people in
charge, and hence, the quality of public governance became low. Table 5.9 shows a
summary of mean values, standard deviations values, minimum values and

maximum values of the five-Likert scale for the items.
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Table 5.9
Descriptive statistics of public governance quality

Codes Items Mean  StdD Min. Max.

PGQ1 I trust the Parliament Council in Yemen is  1.39 0.569 1 3
making good laws for Yemen

PGQ2 I believe that there is a free and fair 1.43 0.621 1 4
election in Yemen

PGQ3 I believe that there is no wastefulness in  1.43 0.601 1 3
government expenditure in Yemen

PGQ4 I have access to the published accounts  1.57 0.612 1 3
and annual report of the government in
Yemen

PGQ5 I believe that political stability is 1.42 0.610 1 4
improving in Yemen

PGQ6 I believe that political protest is not a  1.37 0.542 1 3
threat to Yemeni stability

PGQ7 I believe that territorial and sectarian 1.42 0.619 1 4
conflict is not a threat to stability in
Yemen

PGQ8 I am satisfied with quality of general 1.42 0.590 1 3
infrastructure in Yemen

PGQ9 I feel that Yemeni public servants are not  1.64 0.648 1 3
vulnerable to political interference in
Yemen

PGQ10 I am satisfied with the manner the 1.59 0.657 1 4

government is  handling the health
service in Yemen
PGQI11 I am satisfied with the manner the 1.47 0.629 1 4
government is handling the education
system in Yemen

PGQI12 I feel that Yemeni Judiciary is free from  1.45 0.623 1 4
the interference of other agencies of
government

PGQI13  Ibelieve that justice is fairly administered  1.56 0.592 1 3
in Yemen

PGQI14 I believe that Yemeni government has an  1.41 0.608 1 4
effective power in combating crime

PGQI15 I trust the financial honesty of Yemeni 1.41 0.599 1 4
politicians

PGQ16 I believe that the diversion of public  1.58 0.639 1 4
funds due to corruption is not common in
Yemen

PGQ17 1 think that individual and firms, 1.82 0.807 1 4

frequently, make extra payments in

connection to tax payment, loan

application, securing contract etc.

Overall 1.49 0.466

StdD= standard deviation, Min = minimum, Max= maximum

Generally, the overall value of public governance quality result was 1.49. It gives
impression that taxpayers are not satisfied with the quality of public governance in

Yemen. The results of the current study support those reported in literature and
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reveal a significant dissatisfaction of people in Yemen about the quality of public

governance provided by government.

5.5.4 Tax System Structure
Tax system structure was explained in the current study through 2 variables, namely,
tax rate and penalties. The next subsections present the descriptive statistics of these

2 variables.

5.5.4.1 Tax Rate

Tax rate, as one of the variables of tax system structure, in Yemen was measured
through 5 items (TSS1 to TSS5). Table 5.10 shows a summary of mean values,
standard deviations values, minimum values and maximum values of the five-Likert

scale for the items.

Table 5.10
Descriptive statistics of tax rate
Codes Items Mean StdD Min. Max.
TSS1  Tax rate on higher income should be more than ~ 2.34 1.031 1 5
tax rate on lower income.
TSS2  The high income taxpayer should pay  2.39 1.041 1 5
proportionately more than low income taxpayer
TSS3  Tax rate should not be the same for all 2.41 1.169 1 5
taxpayers
TSS4 It is fair to non comply with tax if the tax rates  2.59 0.967 1 5
are too high
TSS5 It is unfair to non comply with tax if tax rate is ~ 2.53 0.986 1 5
fair

Overall 2.44 0.951

StdD= standard deviation, Min = minimum, Max= maximum

The table shows that the mean of the items is at 2.34 as minimum mean value with
standard deviation 1.031 and 2.59 as maximum value with standard deviation 0.967.
Regarding the overall value of tax rate, the result is 2.44. As the values are
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interpreted as lower than 3, this indicates that the respondents were of the opinion

that the tax rate structure is not fair.

5.5.4.2 Penalties

Penalties are the second dimension among the components of tax system structure,
which have been used in the current study. Data of this variable were collected
through 4 items (TSS6 to TSS9). Table 5.11 shows a summary of mean values,
standard deviations values, minimum values and maximum values of the five-Likert

scale for the items.

Table 5.11

Descriptive statistics of penalties
Codes Items Mean StdD Min. Max.
TSS6 I think the person who is caught for tax non- 2.41 1.124 1 5

compliance, will be forced to pay the tax he
owes with interest

TSS7 I think that the taxpayer who 1is caught for tax ~ 2.49 1.095 1 5
non-compliance, will be forced to pay substantial
fine and pay the tax he owes with interest

TSS8 I think the person who is caught for tax non-  2.60 1.006 1 5
compliance, will be taken to court and pay the
tax he owes with interest

TSS9 I think the person who is caught for tax non- 2.45 1.127 1 5
compliance, will be taken to court, pay
substantial fine and pay the tax he owes with
interest

Overall 2.47 1.011

StdD= standard deviation, Min = minimum, Max= maximum

The table reveals that the mean of the items is 2.41 as minimum mean value with
standard deviation 1.124 and 2.60 as maximum value with standard deviation 1.006,
and the overall value of tax rate is 2.47. This result suggests that the respondents
believed that penalties are less strict on tax non-compliance behaviour in Yemen

because the mean values are lower than 3.
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5.6 Cross-tabulation Analysis

Cross-tabulation is one of the most practical tools used to analyze categorical
(nominal measurement scale) data. It is presented in a two or more dimensional table
that records the frequencies of respondents, with particular characteristics to be

described in the cells of the table (Wagner, 2007).

In the current study, cross-tabulation was used to present the frequencies of 3
nominal variables, specifically, Islamic religious perspective and geopolitical
differences with tax non-compliance behaviour. Furthermore, the statistical
significance of these variables in the relationship with tax non-compliance behaviour
was conducted using chi-square. The cross tabulation and chi-square are presented in

the next 3 sub-sections.

5.6.1 Islamic Religious Perspective and Tax Non-compliance

In measuring the Islamic perspective on tax non-compliance, the three perspectives
were utilized as high strict perspective (totally forbidden), moderate strict perspective
(permissible under circumstances and conditions) and low strict (totally permissible).
The descriptive statistics indicates that the majority of the respondents (40%)
perceived tax as forbidden act, while 31% of the respondents believed that tax is
permissible but under particular circumstances and conditions, and 29% of the
respondents believed that tax is totally permissible. Table 5.12 shows the cross
tabulation of Islamic religious perspective on tax non-compliance with tax non-

compliance behaviour.
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Table 5.12
Cross-tabulation: Islamic religious perspective and tax non-compliance behaviour

Permissible under

Totally . Totally
ermissible circumstances and Forbidden
P conditions

N % N % N %
Fully compliant 65 67% 26 26% 17 13%
Partly compliant 20 20% 33 33% 14 10%
Fully noncompliant 12 13% 41 41% 102 77%
Total 97 29% 100 31% 133 40%

From the table, it is clears that the majority of respondents (67%) who believed that
tax it totally permissible were fully compliant, because they have a positive
perspective towards tax, while 20% of them were classified as partly compliant, and
only 12% of them were fully noncompliant with tax rules and laws. The second
group of the respondents those who believed that tax is permissible under
circumstances and conditions - 41% of these respondents were fully non compliant
with tax rules, while 33% of them were partly compliant, and 26% of them were
compliant with tax rules. The third group of the respondents was about those who
believed that tax is totally forbidden. The majority (77%) of these respondents were
fully noncompliant with tax rules and regulations, while 17% were totally compliant,
and 14% were partly compliant with tax rules and regulations. Furthermore, the Chi-
square test revealed that the difference in non-compliance behaviour among Islamic
religious perspective of the respondents is significant (p = 0.000). Therefore, the

results supported the expectation of the current study.

5.6.2 Geopolitical Differences and Tax Non-compliance
In order to measure the geopolitical affiliation in Yemen, the respondents were
divided into two groups, specifically, Northern respondents and Southern

respondents. T-test between Northern respondents and Southern respondents was
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performed and it was found that the two groups are homogenous (see Appendix E).
Table 5.13 shows the cross tabulation of geopolitical differences with tax non-

compliance behaviour.

Table 5.13
Cross-tabulation: Geopolitical differences and tax non-compliance behaviour
North South
N % N %

Fully compliant 51 26% 57 42%
Partly compliant 23 12% 44 32%
Fully noncompliant 120 62% 35 26%
Total 194 59% 136 41%

The cross tabulation table presents that the majority (62%) of Northern respondents
were fully noncompliant with tax rules and regulations, while 51% were totally
compliant with tax rules and regulations, and only 12% were partly compliant with
tax rules. Regarding the Southern respondents, the table reveals that 42% of Southern
respondents were totally compliant, 26% were fully non-compliant and 32% were

partly compliant.

The literature suggests that the attitudes of Southern citizens are different from the
attitudes of Northern citizens. This diversity in attitudes may influence the behaviour
of these citizens in performing their duties (Al-Nageeb, 2011). Accordingly, the
current study expects a significant difference between Southern and Northern. The
Chi-square analysis supported this expectation and clarified that the difference
between the two groups is significant (p = 0.000), which means that the results

supported the expectation of the current study.
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5.7 Correlation Analysis

Correlation analysis is a statistical technique employed to indicate the strength and
direction of the linear relationship between variables (Hair ef al., 2010; Pallant,
2013). In the present study, correlation analysis was conducted to explore the
relationships among the variables (independent variables and moderator). Moreover,
it was used to detect the existence of multicolinearity among the variables (Meyer et
al., 2006; Hair et al., 2010). The strength of the relationship between variables was
established at a statistically significant level of (p <0.01) and (p <0.05) and the
strength of the relationship (r) was interpreted following the rule of thumb suggested

by Tolmie, Muijs, and McAteer, (2011). Table 5.14 shows this rule of thumb.

Table 5.14

Correlation strength: Tolmie et al., (2011) rule of thumb
r values Strength of relationship

r<0.1 Weak relationship

0.1<r<03 Modest relationship

0.3<r<0.5 Moderate relationship
0.5<r<0.8 Strong relationship

r>0.8 Very strong relationship

The results of correlation analysis between variables of the current study are reported

in Table 5.15.

Table 5.15
Inter - correlation Matrix
IRP TSC PGQ TRA PEN
Islamic religious perspective (IRP) 1
Tax service quality (TSQ) 0.010 1
Public governance quality (PGQ) -0.001 0.135° 1
Tax rate (TRA) -0.030 038"  0.091 1
Penalties (PEN) -0.057 02967 0044 0.6927 1

** Correlation is significant at 0.01
*  Correlation is significant at 0.05
N =330
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According to Tolmie et al.‘s (2011) rule of thumb, Table 5.15 shows that Islamic
religious perspective weakly correlated with all variables. Also, the table reveals that
tax service quality moderated the relationship with tax rate with 0.386 at significant
level 0.01, modest relationship with penalties and public governance quality with
0.296 and 0.135 at significant level 0.05 and 0.01 respectively. Also, the table
presents that the relationships between public governance quality with all other
variables were weak. Also, the relationships between tax rate with all of the variables
were weak as well. Penalties, also, was found to have a weak relationship with most

variables.

Generally, the correlation analysis indicates an acceptable level of linear associations
among the variables of the study. However, the correlation coefficient does not imply
causations, and does not explain the effect of the dependent variables when they are
used simultaneously. Moreover, the categorical variables are needed to be tested with
other analysis. Therefore, further multivariate analysis were conducted, specifically,

multiple regression analysis.

5.8 Factor Analysis

In order to ensure the goodness of the research instruments, several analysis
techniques were tested. One of these techniques is factor analysis. Bryman and
Cramer (2009) provided three main reasons why researchers use factor analysis.
First, the researcher can evaluate the degree to which items are tapping the same
concept. Second, in case the researcher has a large number of variables, factor

analysis can decide the degree to which they can be decreased to a smaller set. Third,
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the goal of factor analysis is to try to make sense of the complexity of social

behaviour by decreasing it to a more fixed number of factors.

For the current study, the items used in the questionnaire were gathered from
literature, thus, it is suggested that different research conditions and research areas
may influence the choice of variables to represent the research constructs (Pizam&
Ellis, 1999). Therefore, there is a tendency for the items used to measure the
differences in the construct due to the differences in the context of study. In line with
this thinking, Gunasekaran (1999) indicated that when items have been borrowed
from the literature to measure variables, it is deemed necessary to re-examine the

validity of the measures because they will be examined in a different context.

Certain requirements should be met before factor analysis can be performed. First,
the minimum sample size must be at least ten times as large as the number of
variables to be analyzed (Hair et al., 2010). In this study, there are 4 variables;
therefore, the minimum sample size required was 40 observations. As there were 330
observations in this study, this requirement was met. The second requirement is
concerning the type of data used for factor analysis, which should be a metric
measurement. That means if the data can be justified as approximating an interval
level, such as Likert scale, then it is appropriate to use in factor analysis (Pallant,
2013). In this study, Likert scales were used for the variables involved in the factor
analysis, so this requirement was met as well. Consequently, in order to ascertain
whether the measurement used in the current study has construct validity,

Exploratory Factor Analysis (EFA) was performed, as how it has been conducted in
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related tax studies by Manaf (2004), Abdul-Jabbar, (2009), Alabede et al. (2011a),

Alabede et al. (2011b), Alabede et al. (2011¢) and Mohdali (2013).

To carry out the EFA, the procedures recommended in Coakes and Ong (2011) were
followed. First, the assumptions underlying the application of EFA were evaluated to
ensure that they are achieved. Second, the items of each principal construct were
submitted to EFA using SPSS. Third, the SPSS output was evaluated to determine
the appropriateness of each principal construct for factor analysis. This was
conducted by examining the value of the Kaiser- Meyer-Olkin Measure of Sampling
Adequacy (KMO) and Bartlett‘s Test of Sphericity. Furthermore, factor loading of

the items was tested as well.

In general, the results of the EFA were assessed by the rule of thumb provided by
Hair et al. (2010) and Coakes and Ong (2011). They argued that KMO should be
>0.60, Bartlett‘s Test of Sphericity should be significant at P<0.05, communality >
0.50, and factor loading >0.40, eigenvalue > 1 or total variance explained of at least
60% and anti-image correlation coefficient >0.50. Furthermore, Williams, Brown
and Onsman (2012) pointed out that KMO with 0.50 is considered acceptable for

factor analysis. So, this rule of thumb was considered as well.

5.8.1 Factors Analysis of Tax Service Quality

Tax service quality has 18 items. The results of the analysis are shown in Table 5.16.
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Table 5.16
Factor analysis for tax service quality

Factor Anti- Total
Factors Code . Communalities image . Variance
loading . eigenvalue
correlation
TSQ6 0.820 0.765 0.944
TSQ5 0.798 0.753 0.939
TSQ7 0.794 0.746 0.967
TSQ2 0.766 0.746 0.938
TSQ3 0.728 0.736 0.954
Factorl TSQI 0.715 0.684 0973 7.058 39.21%
TSQ9 0.700 0.669 0.955
TSQI11 0.680 0.608 0.974
TSQ4 0.680 0.559 0.969
TSQ8 0.638 0.651 0.965
TSQ10 0.630 0.712 0.971
TSQ17 0.832 0.819 0.967
TSQI8 0.810 0.706 0.964
TSQ15 0.766 0.765 0.965
Factor2 TSQI16 0.748 0.770 0.964 5.588 31.05%
TSQI13 0.649 0.629 0.972
TSQ12 0.645 0.692 0.941
TSQ14 0.643 0.637 0.950
Total variance = 70.26%
KMO 0.960
Bartlett's Test of Sphericity: Approx Chi-Square  5432.095
df 153
Sig. 0.000

From the table above, it is clear that the values of Bartlett's Test of Sphericity
(0.000) and KMO (0.960) suggest that the data on tax service quality were suitable
for factor analysis. Also the analysis explores that the two factors accounted for
70.26% of the variance with eigenvalues greater than 1, with the lowest and highest
factors loading of each item ranging between 0.643 and 0.820. Overall, the result
suggests that the technical criteria were met; therefore, all items are retained for the

subsequent analysis purpose.

Despite the fact that factor analysis yielded 2 factors, it is worth noting that the

current study measured tax service quality at the overall level. Previous tax studies
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on service quality (Tayib, 1998; Fauzi&ldris, 2009) and other variables (Saad, 2011;
Alabede et al., 2011) also analysed their respective variables at uni-dimensional
level, even when their factor analysis extracted different dimensions from the
original. The main reason for conducting factor analysis is to ensure factor loading of
each question item is within the acceptable range. The current study met these

criteria.

5.8.2 Factor Analysis of Public Governance Quality
Public governance quality was measured using 17 items. Table 5.17 presents the

results of the factor analysis of public governance quality.

Table 5.17
Factor analysis for public governance quality
Anti-
Factors Code Fact.or Communalities image . Togs Variance
loading - eigenvalue
correlation
PGQ7 0.808 0.748 0.951
PGQ1 0.801 0.739 0.935
PGQ15 0.790 0.686 0.944
PGQ2 0.785 0.698 0.935
PGQI12 0.775 0.709 0.960
Factorl PGQ5 0.774 0.693 0.955 7.210 42.41%
PGQ3 0.773 0.687 0.946
PGQIl1 0.770 0.697 0.946
PGQ6 0.767 0.632 0.926
PGQS8 0.760 0.645 0.944
PGQl14 0.634 0.491 0.949
PGQ17 0.853 0.734 0.949
PGQ9 0.793 0.724 0.946
- B T | e
PGQIl6 0.660 0.587 0.928
PGQI10 0.658 0.647 0.886
Total variance = 67.37%
KMO 0.943
Bartlett™s Test of Sphericity: Approx Chi-Square  4627.828
df 136
Sig. 0.000
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The table reveals that the values of Bartlett‘s Test of Sphericity (0.000) and KMO
(0.943) suggest that the data on public governance quality were appropriate for the
factor analysis. Furthermore, the table shows that the two factors accounted for about
67.37% of the variance with eigenvalues greater than 1 as well as the lowest and
highest factor loading at 0.808 and 0.658 respectively. Additionally, the lowest
communality and anti-image correlation coefficient were 0.587 and 0.886,

respectively. Generally, the result met the criteria, hence, all items were retained.

Factor analysis led to the extraction of the items into 2 factors. Earlier studies on
public governance quality (Darby et al., 2010: Alabede ef al. 2011) analysed the
variables differently. However, the current study is equally concerned with the public

governance quality scale as a whole not on each dimension of the construct.

5.8.3 Factors Analysis of Tax System Structure
Tax system structure was investigated in the current study through 2 variables,
namely, tax rate and penalties. Factor analyses of these variables are presented in the

following sub-sections.

5.8.3.1 Tax Rate

Tax rate was measured using 5 items. Table 5.18 presents the results of the factor

analysis.
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Table 5.18
Factor analysis for tax rate

Anti-

Factor Code Fact'or Communalities image . Total Variance
loading . eigenvalue
correlation
Rate2 0.942 0.887 0.882
Rate3 0.939 0.882 0.877
Factorl Ratel 0.934 0.873 0.903 4.250 84.99%
Rate5 0.920 0.847 0.908
Rated 0.872 0.761 0.898
Total variance = 84.99%
KMO 0.893
Bartlett™s Test of Sphericity: Approx Chi-Square  1850.733
df 10
Sig.  0.000

This factor accounted for 84.99% of the variance, with an eigenvalue of 4.250. The
five items of the factor loaded at a value above 0.87 while the lowest value of
communality and anti-image correlation coefficient were 0.761 and 0.877
respectively. The appropriateness of the data on tax rate for factor analysis was also
assured with the values of Bartlett's Test of Sphericity (0.000) and KMO 0.893.
These results also met the criteria for factor analysis; thus, all items were retained for

the analysis.

5.8.3.2 Penalties

Penalties were measured using 4 items. Factor analysis was conducted using

varimax. Table 5.19 presents the results of the factor analysis of penalties.
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Table 5.19
Factor analysis for penalties

Anti-

Factor Code Fact'or Communalities image . R Variance
loading . eigenvalue
correlation
Penalties2 0.955 0911 0.845
Penaltiesl 0.944 0.890 0.821 o
Factorl b altiesd 0,929 0.862 0.907 3512 87.79%
Penalties3 0.921 0.848 0.901
Total variance = 87.79%
KMO 0.866
Bartlett™s Test of Sphericity: Approx Chi-Square  1408.451
df 6
Sig.  0.000

The table reveals that the value of Bartlett‘s Test of Sphericity is 0.000 and KMO is
0.866. Furthermore, eigenvalue is 3.512 which is greater than 1, with total variance
of 87.79%. Moreover, the varimax rotation revealed that the factor loadings of the
four items were 0.955, 0.944, 0.929 and 0.921. The lowest anti-image correlation
was 0.821. Finally, the table indicates that the lowest communality is 0.848. In
general, the result suggests that the criteria were met, and so, all items were retained

for the subsequent analysis.

5.9  Multiple Regression

The current study incorporated the Islamic religious perspective in the model of tax
non-compliance as a moderator. Hierarchical regression analysis is a commonly used
technique in indentifying the moderating effects (Kim, Al Shammari, Kim, & Lee
2009). Baron and Kenny (1986) suggested that hierarchical regression is a suitable
method for determining the moderating effect in quantitative researches. Therefore,
for the purpose of analyzing the relationship between tax non-compliance and its
determinants and examining the moderating effect of Islamic religious perspective,

the hierarchical multiple regression analysis was employed in the current study.
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However, assumptions of multiple regression were evaluated before conducting the

regression.

5.9.1 Assumptions of Multiple Regression

In order to avoid any statistical violation in the result of multiple regression analysis,
the basic assumptions of multiple regression analysis have to be tested (Coakes &
Ong, 2011). Thus, 4 assumptions were well evaluated as discussed in the next sub-

sections to ensure the correct result of the multiple regression analysis.

5.9.1.1 Normality

Normality is an important assumption in multivariate analysis and statistical tests,
because any substantial violation of this assumption may lead to defective results
(Hair et al., 2010). The normality test was performed, in the present study, to

determine whether or not the sample data were normally distributed.

Among the different methods to evaluate normality, prior studies suggested to use
skewness and kurtosis values to illustrate the distribution of data (Pallant, 2013;
Kline, 2015). Skewness is a measure that illustrates to what extent the data are
moved away from the center (George & Mallery, 2006). In social science researches,
many scales and measures are naturally positively or negatively skewed (Pallant,
2013). According to Hair et al. (2010), the values of skewness must be ranged
between +1 and -1 for the data to be described as normal data. However, Kline
(2015) suggested that the skewness value between +3 and -3 is acceptable. By using

the rule of thumb suggested by Kline (2015), Table 5.20 show that the skewness
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values of the variables of the current study were within the range of +3 and -3, which

give an indication that the data were normal distributed.

Table 5.20
Results of skewness and kurtosis for normality test
Variables ' Skewness . Kurtosis
Statistic ~ Std. Error  Statistic ~ Std. Error

Tax non-compliance behaviour 0.721 0.134 3.847 0.268
Islamic religious perspective -0.044 0.134 -1.029 0.268
Tax service quality 0.728 0.134 0.886 0.268
Public governance quality 1.298 0.134 2.262 0.268
Tax rate 0.759 0.134 -0.097 0.268
Penalties 0.813 0.134 0.027 0.268

As for kurtosis, it is defined as an indicator used to identify whether the data set are
peaked or flat relative to a normal distribution. It could be either negative or positive
value, where negative value refers to a flatter distribution whereas positive values
points to peaked distribution (George & Mallery, 2006). According to Coakes and
Steed (2003), kurtosis values should range between +3 and -3. In the present study,
all of the kurtosis values were within the recommended range of +3 to -3, except for
the kurtosis value of "tax non-compliance behaviour" at (3.847). However, based on
Hu et al. (1992), as the kurtosis value is located between +7 to -7, it would be
acceptable, especially if skewness between is +1 to -1. Therefore, it could be argued

that the data displayed no problem with kurtosis.

In conclusion, the results of normality evaluation presented that the normality

assumption was not violated. This indicates that all the data for the variables of the

study were normally distributed.
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5.9.1.2 Linearity

Linearity essential is test aims to predict the right direction of hypotheses, especially
when the residuals have a straight line association with dependent variables (Pallant,
2013). Although multiple regression supposes that the variables in the statistical
analysis are related to each other in a linear manner, the soft deviation from linearity
is not critical issue in multiple regression analysis (Sheridan & Ong, 2011).
According to Hair et al. (2010), the top method used for predicting the linearity
between two variables is scatter plot. Additionally, Pearson correlation coefficients
are also used to measure the level of linear association between variables (Hair, et

al., 2010).

In the current study, the linear association between the variables was assessed
through a matrix scatter plot and Pearson correlation coefficients. The matrix scatter
plot of most of the associations between variables created a fairly oval shape as
recommended in Meyers et al. (2006) and the correlation coefficients also indicated a

fairly linear relationship between the majority of the variables (see Appendix F).

5.9.1.3 Multicollinearity

Multicollinearity test among independent variables is highly recommended before
testing the model (Hair ef al., 2010). Multicollinearity indicates the degree of
relationship existing between the independent variables. According to Pallant (2013),
multicollinearity occurs when the relationship between some independent variables is
highly correlated. It is considered as a problem because it could indicate unstable

regression coefficient (Bryman & Cramer, 2009).
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Multicollinearity can be detected through the correlation between independent
variables. The literature suggested that a correlation greater than .90 is an indication
that multicollinearity may be a problem (Meyers et al., 2006). Pearson correlation
was performed previously (see Table 5.15) and the result indicates an acceptable
level of linear associations among the variables of the study. Furthermore, the
multicollinearity of multiple variables may be assessed by the tolerance and variance
inflation factor (VIF). The threshold values for the tolerance value and VIF are 0.20
and 5.00 respectively. However, if the value of tolerance is above 0.20 and the value
of VIF is less than 5.00, this indicates multicollinearity is not an issue (Hair et al.,
2014). Pallant (2013) recommended that multicollinearity exists if the tolerance
value is less than 0.10 and the VIF value is above 10. Table 5.21 shows the results of

multicollinearity test.

Table 5.21
Multicollinearity Test

Collinearity Statistics

Model

Tolerance VIF
Islamic religious perspective 0.963 1.039
Tax service quality 0.838 1.193
Public governance quality 0.976 1.025
Tax rate 0.477 2.098
Penalties 0.499 2.006
Geopolitical differences 0.928 1.077

From the table, it is noted that the values of tolerance ranged between 0.983 and
0.477. However, the highest value of VIF is 2.098, which is less than 5. According to
rule of thumb suggested by Hair ef al. (2014), if the value of VIF is less than 5.00,
then multicollinearity is not an issue, even though the value of tolerance is above

0.20. The multicollinearity result met the rule of thumb suggested by Pallant (2013).
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Therefore, it could be concluded that there is no multicollinearity among the

independent variables of the current study.

5.9.1.4 Homoscedasticity

Hornoscedasticity occurs when the variance of the dependent variable is equal for all
the data (Hair ef al., 2010). Pallant (2013) suggested the scatter plot method to
examine homoscedasticity. In the current study, the assumption was tested by
observing that the points are dispersed throughout the plot randomly and evenly.
Therefore, from the test result, homoscedasticity assumption was not violated (see

Appendix G).

5.9.2 Regression Models

The current study introduced Islamic religious perspective as a moderator. Following
Darrow and Kahl (1982), Baron and Kenny (1986), Evans (1987) and Hair et al.
(2010), the data in the studies involving a moderator, must be regressed in steps. In
the first step, the independent variables are regressed against the dependent variable.
In the second step, the moderator variable is introduced as independent variable.
Finally, the interaction effect of the moderator with the independent variables is

regressed against the dependent variables.

Accordingly, there are 3 multiple regression models utilized to test the hypotheses in
the current study. The first model was used to determine the extent of the influence
of the independent variables of the study on the issue of tax non-compliance.
Specifically, the first regression model was utilized to test the influence of

independent variables, specifically, geopolitical differences, tax service quality,
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public governance quality, tax rate and penalties, on tax non-compliance behaviour
as a dependent variable of the study. The results of this model were used to evaluate
the hypotheses H,, H4, Hs, Hg and Hjo. The first regression model is presented in

following equation:

Tax non-compliance behaviour = [y + p;Geopolitical differences + [,Tax service
quality + p3Public governance quality + 4 Tax rate + fsPenalties + E

The second model was introduced to determine the influence of the independent
variables including the moderator variable (Islamic religious perspective) as
independent variable. Thus, this model was employed to test the direct effect of the
variables, including the Islamic religious perspective, on tax non-compliance
behaviour. So, the results of this model were used to evaluate the hypotheses H;, Ha,

Ha, He Hg and Hjo. The second regression model is indicated in following equation:

Tax non-compliance behaviour = py + pilslamic religious perspective +
P2Geopolitical differences + f;Tax service quality + f4Public governance quality +
ps Tax rate + psPenalties + E

The third regression model was employed to determine the interaction effect of
Islamic religious perspective as a moderator variable. The results of this model were
used to evaluate the hypotheses H;, Hs H; Hoand H;;. The third regression model is

introduced in following equation:

Tax non-compliance behaviour = py + pilslamic religious perspective +
S.Geopolitical differences + f;Tax service quality + f4Public governance quality +
ps Tax rate + s Penalties + [p;Geopolitical differences * Islamic religious
perspective + PsTax service quality * Islamic religious perspective + [oPublic
governance quality * Islamic religious perspective + ;9 Tax rate * Islamic religious
perspective + f;Penalties * Islamic religious perspective + E

195



These steps processes were used in numerous tax studies including Murphy (2007),

Chen, Pan and Pan (2009) and Alabede et al. (2011b).

5.9.3 Multiple Regression Results

Practically, tax non-compliance behaviour (dependent variable) was regressed on the
set of predictor variables (independent variables) in the first step to obtain the main
effect. In the second step, tax non-compliance behaviour was regressed on the set of
predictor variables including Islamic religious perspective. In the third step, tax non-
compliance was regressed on the set of predictor variables including Islamic
religious perspective, and on the existence of interaction effect of Islamic religious

perspective a cross product of predictor variables (see Appendix H).

In explaining the results of regression analysis, the R”, adjusted R? and F value were
considered. According to Hair et al. (2014), there is no rule of thumb for the
acceptable level value of R? as it depends mainly on the research context and model
complexity, so many criteria were suggested to be used when evaluating the R?
values. However, the experts, including Hair et al. (2014), provided rules of thumb
that could be used as a guide in evaluating the models. For instance: Falk and Miller
(1992) argued that a minimum value of 0.10 value for R* is considered to be
acceptable, while Cohen (1988) recommended that R? values of 0.26, 0.13 and 0.02
are interpreted as substantial, moderate, and weak respectively. Furthermore, Hair et
al. (2014) explained that R* values of 0.75, 0.50 and 0.025 can be interpreted as
substantial, moderate, and weak respectively. As for F-value, Staiger and Stock

(1997) and Stock and Yogo (2005) suggested that F-value must be greater than 10.
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Concerning the moderating effect, Hair, Anderson, Tatham, and Black (1998) argued
that the change of R? should be used to determine it. Ramayah (2014) suggested the
use of change R? with significant F change value. He further argued that the R*
change must be significant, and to ascertain this, significant F change must be
considered to ensure that R” change is sufficient. If significant F change is less than
0.05, this indicates the presence of the moderating effect. Additionally, the weight of
the contribution of each independent variable was evaluated independently as
recommended by Hair er al. (2010). Table 5.22 reports the results of multiple

regressions of the three models.

Table 5.22

Multiple regression results

Model 1 Model 2 Model 3
Variable Without IRP IRP as IV IRP as Moderator

Beta t Beta t Beta t
Islamic religious perspective (IRP) 195 3707 187  2.007
Geopolitical differences (GD) 335 dapigtanra 51817 345 47227
Tax service quality (TSQ) -.240 27017 =273 -3.0017 -199  -3.0157
Public governance quality (PGQ) -.128 253177 -170 0 249677 -153 22817
Tax rate 068 1225 092 1313 127 132277
Penalties -.021 -293 -032  -222 -077  -210
GD * moderator (IRP) 134 2450
TSQ * moderator (IRP) .014 235
PGQ * moderator (IRP) .049 936
Tax rate * moderator (IRP) .289 3.714
Penalties * moderator (IRP) -181 23897
R’ 0.233 0.259 0.361
Adjusted R 0.209 0.233 0.334
Change R? 0.233 0.026 0.101
F value 8.773 9.236 12.699
P value 0.000 0.000 0.000
Sig. F change 0.000 0.089 0.001

"TP<0.01 T P<0.05
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The table reveals that model 1, model 2 and model 3 are statistically significant as
explained by the F values of 8.773 (P=0.000), 9.236 (P=0.000) and 12.699 (P=0.000)
respectively. This result means that the three models were able to explain the
phenomenon of tax non-compliance in SMEs in Yemen. Moreover, the table also
shows that the R? of the models 1, 2 and 3 are 0.233, 0.259 and 0.361 respectively,
and the adjusted R? of the three models are 0.209, 0.233 and 0.334 respectively,
which means that the models 1, 2 and 3 explained the phenomenon at about 21%,
23% and 33% respectively. According to the rules of thumb recommended by Cohen
(1988), Falk and Miller (1992) and Hair ez al. (2014), the levels of R* and adjusted

R? are considered to be satisfactory.

As for the moderation effect of model 3, the change R? is 10% with value of
significant F change at 0.001. According the rule of thumb of Ramayah (2014), the
moderating effect is significant if F change value is less than 0.05, which indicating
that there is a moderation effect in the model. Thus, the Islamic religious perspective

has significant moderating effect on tax non-compliance model.

On the weight of the contribution of each independent variable in model 1, the
regression pointed out that among 5 variables there were 4 variables that had a
significant contribution to the model, whereas only one variable had a non significant
contribution to the model. Particularly, the regression concluded that tax service
quality (B = -0.240; P=0.044) and public governance quality (f = -0.128; P=0.006)
are negatively related to tax non-compliance behaviour. Meanwhile, geopolitical
differences (B = 0.335; P=0.034) and tax rate (p = 0.068; P==0.027) are positively

related to tax non-compliance behaviour.
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In model 2, the multiple regression result reveals that 5 variables were significantly
related to tax non-compliance behaviour, whereas one variable was insignificantly
related to the same. Specifically, tax service quality and public governance quality
were negatively related to tax non-compliance behaviour with (f = -0.273; P=0.032)
and (B =-0.170; P=0.002) respectively. While Islamic religious perspective (f =.195;
P<0.009), geopolitical differences (p = 0.322; P<0.038) and tax rate (B = 0.092;

P<0.021) were positively related to tax non-compliance behaviour.

As for model 3, it includes the 6 variables of model 2, and additionally, 5 moderating
effect of Islamic religious perspective, on the relationship between tax non-
compliance with its determinants. Thus, the number of associations in this model is
11. Among these associations, 7 of them were significantly related to tax non-
compliance behaviour, whereas the other 4 associations were not significantly

related.

In detail, tax service quality and public governance quality were negatively related to
tax non-compliance behaviour with (f = -0.199; P=0.028) and ( = -0.153; P=0.000)
respectively, whilst Islamic religious perspective (f = -0.187; P=0.009), geopolitical
differences (B = 0.345; P=0.038) and tax rate (B = 0.127; P=0.009) were positively
related to tax non-compliance behaviour. Also, the interaction effect of geopolitical
differences with Islamic religious perspective and the interaction effect of penalties
with Islamic religious perspective contributed to the model by a significant
association with tax non-compliance at (B = 0.134; P=0.001) and (B = -0.181;

P=0.017) respectively.
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It is worth to highlight that one of the main contributions of the current study is the
moderating effect of Islamic religious perspective. The regression results discovered
that the direct associations between geopolitical differences and tax rate with tax
non-compliance are positively significant in all three models, the direct associations
between tax service quality and public governance quality with tax non-compliance
are negatively significant in all three models and the direct association between

penalties with tax non-compliance is positively insignificant in all three models.

The moderation tests revealed that Islamic religious perspective moderated the
relationships between tax non-compliance behaviour and certain determinants. In
other words, the interaction effect of Islamic religious perspective strengthened the
relation between political differences with tax non-compliance. Also, the relationship
between tax service quality, public governance quality and tax rate with tax non-
compliance behaviour were changed in the presence of interaction effect of Islamic
religious perspective from significant relationship to non significant relationship, and
the relationship between penalties with tax non-compliance was changed in the
presence of Islamic religious perspective from non significant relationship to

significant relationship.

5.10 Hypotheses Testing

Following the recommendations of Hair et al. (2010), the hypotheses of the current
study were tested using the multiple regressions analysis results. The hypotheses
were classified into 2 groups, specifically, hypotheses of the relationship between the

independent variables with tax non-compliance and hypotheses of the moderating
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effect of Islamic religious perspective. The first group of hypotheses was tested using
the results of model 3 and supported by the results of model 1 and model 2, whereas

the second group of hypotheses was tested using the results of model 3.

5.10.1 The Hypotheses of Independent Variables

The current study developed 11 hypotheses - 6 of which are H;, H,, Hs, Hs Hg and
Hjo addressed the relationship between the independent variables with tax non-
compliance. The following sub-sections describe the result of the direct relationship
between Islamic religious perspective, geopolitical differences, tax service quality,

public governance quality, tax rate and penalties with tax non-compliance behaviour.

H;: The Islamic religious perspectives of taxpayers towards tax have a
significant effect on tax non-compliance behaviour among SMEs in Yemen.

The statistical results reported a significant influence of Islamic religious perspective
on the tax non-compliance behaviour among SMEs in Yemen. These results were
derived from the multiple regression of model 3 (B = 0.187; P=0.009). A similar
result is also reported in model 2, where the beta value of Islamic religious
perspective is 0.195 (P=0.009). This result indicates that the people with more strict
perception towards tax (those believe that tax is totally forbidden) will have higher
level of tax non-compliance than the people with less strict perception towards tax
(those believe that tax is totally permissible). Additionally, in the descriptive
statistics, the chi-square test revealed that the difference in non-compliance
behaviour among Islamic religious perspective of the respondents is significant (p=

0.000). These statistical results provide evidence that there are significant differences
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in non-compliance behaviour based on the Islamic perspectives. Consequently, the

first hypothesis is supported.

H,: The geopolitical differences of taxpayers have a significant effect on tax
non-compliance behaviour among SMEs in Yemen.

The statistical results of the three models evidenced that the differences in
geopolitics of taxpayers have a significant influence on tax non-compliance
behaviour among SMEs in Yemen. Particularly, the beta values of geopolitical
differences in model 3 is 0.345 (P=0.038). A similar result is also reported in model
1 (B = 0.335; P=0.038) and in model 2 (B = 0.322; P=.0.034). This result gives
interpretation that tax non-compliance exists when there are geopolitical disparities.
Moreover, the chi-square analysis revealed that the equality of the variances of the 2
geopolitical groups is significant (p = 0.000), which means that the differences in
geopolitics have a significant effect on the behaviour of tax payers. Hence, the

second hypothesis is supported as well.

H4: There is a negative relationship between tax service quality and tax non-
compliance behaviour of SMEs in Yemen.

The statistical analysis indicated that tax service quality has a significant negative
influence on tax non-compliance behaviour among SMEs in Yemen. The multiple
regression analysis of the model 3 reveals that the Beta values of tax service quality
1s -0.199 (P=0.028), and, furthermore, the statistical results of regression in model 1
and 2 also reveal that the influence of public governance quality on tax non-
compliance was negative and significant, as the Beta values in model 1 and 2 are

-0.273 (P=0.044) and -0.240 (P=0.032) respectively. This result explains that tax
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non-compliance behaviour decreases when tax service quality is higher. Accordingly,

the fourth hypothesis is supported.

Hg: There is a negative relationship between public governance quality and tax
non-compliance behaviour of SMEs in Yemen.

The statistical analysis indicated that public governance quality has a significant
negative influence on tax non-compliance behaviour among SMEs in Yemen. The
multiple regression analysis of model 3 reveals that the Beta values of public
governance quality is -0.153 (P=0.000). Similarly, the results of models 1 and 2
reveal that the relationship was negative and significant at Beta values -0.170
(P=0.006) and -0.128 (P=0.002) respectively. This result confirms that tax non-
compliance behaviour decrease when public governance quality is increased. Thus,

the sixth hypothesis is supported.

Hg: There is a positive relationship between tax rate and tax non-compliance
behaviour of SMEs in Yemen.

The multiple regression analysis revealed that the association between tax rate with
tax non-compliance is positively significant, where the Beta values of tax rate in
model 3 is 0.127 (P=0.009), and the Beta values of models 1 and 2 are 0.092
(P=0.027) and 0.068 (P=0.021) respectively. This result shows that tax non-
compliance behaviour increase when tax rate is increased. Therefore, the regression

analysis results evidenced that the eighth hypothesis is supported.
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Hjo: There is a negative relationship between penalties and tax non-compliance
behaviour of SMEs in Yemen.

The statistical analysis reported that the Beta values of penalties in model 3 is -0.077
(P=0.641), and similar results were found in models 1 and 2, where the Beta values
are -0.032 (P=0.770) and -0.021 (P=0.782) respectively.It is clear that the result of
the relationship between penalties and tax non-compliance behaviour in all three
models is not statistically significant. Consequently, the statistical results rejected the

tenth hypothesis.

5.10.2 The Hypotheses of Moderating Effect of Islamic Religious Perspective

Among the hypotheses of the current study, there are 5 that are related to the
moderating effect of Islamic religious perspective. Specifically, H; Hs H; Hg andH;
are related to the moderating effect of Islamic religious perspective on the

relationship between tax non-compliance and its determinants.

Hj;: Islamic religious perspective moderates the relationship between
geopolitical differences and tax non-compliance behaviour among SMEs in
Yemen.

The statistical results of models 1, 2 and 3 evidenced that the geopolitical differences
positively related to tax non-compliance behaviour [(B = 0.335; P=0.034), (B =
0.345; P=0.038) and (B = 0.322; P=.0.038) respectively]. Also, the multiple
regression result of model 3 revealed that the interaction effect of Islamic religious
perspective with geopolitical differences positively influenced tax non-compliance
behaviour (B = 0.134; P=0.001), which means that the presence of Islamic religious

perspective strengthened the relationship between geopolitical differences and tax
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non-compliance. Therefore, the third hypothesis is supported, because the interaction
between Islamic religious perspective and geopolitical differences has a significant

influence on tax non-compliance behaviour among SMEs in Yemen.

Hs: Islamic religious perspective moderates the relationship between tax service
quality and tax non-compliance behaviour among SMEs in Yemen.

The statistical results of models 1, 2 and 3 reported that the tax service quality had a
negative significant influence on tax non-compliance behaviour [(B = -0.240;
P=0.044), (B =-0.273; P=0.032) and (B = -0.199; P=.0.028) respectively]. In the third
model, the relationship between tax service quality and tax non-compliance, in the
presence of Islamic religious perspective, is insignificant (B =0.014; p= 0.814),
which means that the interaction effect of Islamic religious perspective and tax

service quality is insignificant. Therefore, the fifth hypothesis is rejected.

H7: Islamic religious perspective moderates the relationship between public
governance quality and tax non-compliance behaviour among SMEs in Yemen.

The statistical results of models 1, 2 and 3 revealed that the public governance
quality had a negative significant influence on tax non-compliance behaviour [( = -
0.128; P=0.006), (B = -0.170; P=0.002) and (B = -0.153; P=.0.000) respectively].
Model 3 revealed that the relationship between public governance and tax non-
compliance, in the presence of Islamic religious perspective, is insignificant (3
=0.049; P=0.350), which indicates that the interaction effect of Islamic religious
perspective and public governance quality has insignificant influence on tax non-
compliance behaviour among SMEs in Yemen. Thus, the seventh hypothesis is

rejected.
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Hy: The Islamic religious perspective moderates the relationship between tax
rate and tax non-compliance behaviour of SMEs in Yemen.

Although the multiple regression analysis revealed that the relationship between tax
rate and tax non-compliance was positively significant in models 1, 2 and 3 [( =
0.068; P=0.027), (B = 0.092; P=0.021) and (p = 0.127; P= 0.009) respectively], the
statistical result of model 3 suggested that the interaction between Islamic religious
perspective and tax rate have insignificant influence on tax non-compliance
behaviour (B =0.289; p= 0.311). This result indicated that the interaction effect of
Islamic religious perspective and tax rate has insignificant influence on tax non-

compliance. Hence, the result rejected the ninth hypothesis.

H;;: The Islamic religious perspective moderates the relationship between
penalties and tax non-compliance behaviour of SMEs in Yemen.

The multiple regression analysis of models 1, 2 and 3 revealed that the relationship
between penalties and tax non-compliance was insignificant. The Multiple regression
result of model 3 revealed that the Islamic religious perspective of taxpayers has a
significant negative moderating effect on the relationship between penalties and tax
non-compliance behaviour, which was evidenced in the Beta value of -0.181
(P=0.017). This result evidences that the presence of Islamic religious perspective
significantly moderated the relationship between penalties and tax non-compliance.

Hence, the result provides a proof in support of the eleventh hypothesis.
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5.11 Summary

In this chapter, the results of the study were presented. SPSS was used in data
analysis. At the beginning, the survey response, the data screening and respondents'
profile were established, then the descriptive statistics and cross tabulation of
variables were presented. Also, correlation analysis and factor analysis were
conducted followed by the performance of the regression analysis and its
assumptions for the purpose of hypotheses testing. The result of multiple regression
analysis concluded that 7 out of 11 hypotheses developed in chapter four are
supported. Specifically, the regression provides evidence that supports hypotheses

Hi, Hy, H3 Ha, He, Hg, and Hy;.
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CHAPTER SIX

DISCUSSION AND CONCLUSION

6.1 Introduction

In this chapter, the findings of the study are discussed in details, and the implications
are explained from three perspectives namely, theoretical perspective,
methodological perspective and practical perspective. Then recommendations are
suggested for future research in tax non-compliance, and finally, the limitations of

the study are considered.

6.2 Summary of Findings
As stated in the previous chapter, the hypotheses of the current study were tested and
7 out of 11 hypotheses were confirmed to be significant, while 4 hypotheses were

rejected. The summary of the hypotheses findings is presented in Table 6.1.

Table 6.1

Summary of hypotheses findings

No. Hypotheses Results
H1  The Islamic religious perspectives of taxpayers towards tax Supported

have a significant effect on tax non-compliance behaviour
among SMEs in Yemen

H2  The geopolitical differences of taxpayers have a significant Supported
effect on tax non-compliance behaviour among SMEs in
Yemen

H3  Islamic religious perspective moderates the relationship Supported

between geopolitical differences and tax non-compliance
behaviour among SMEs in Yemen

H4  There is a negative relationship between tax service quality and Supported
tax non-compliance behaviour of SMEs in Yemen

H5 Islamic religious perspective moderates the relationship  Not Supported

between tax service quality and tax non-compliance behaviour
among SMEs in Yemen
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Table 6.1 (Continued)

No. | Hypotheses | Results

H6  There is a negative relationship between public governance Supported
quality and tax non-compliance behaviour of SMEs in Yemen

H7  Islamic religious perspective moderates the relationship  Not Supported
between public governance quality and tax non-compliance
behaviour among SMEs in Yemen

H8  There is a positive relationship between tax rate and tax non- Supported
compliance behaviour of SMEs in Yemen

H9  The Islamic religious perspective moderates the relationship ~ Not Supported
between tax rate and tax non-compliance behaviour of SMEs
in Yemen

H10 There is a negative relationship between penalties and tax non-  Not Supported
compliance behaviour of SMEs in Yemen

H11 The Islamic religious perspective moderates the relationship Supported
between penalties and tax non-compliance behaviour of SMEs
in Yemen

Specifically, hypotheses 1, 2, 4, 6, 8 and 10 addressed the direct relationships
between the independent variables with tax non-compliance. Hypotheses 1, 2, 4, 6
and 8 were supported, while hypothesis 10 was not supported. Concerning the
moderating effect, it was described in hypotheses 3, 5, 7, 9 and 11. The analysis
concluded that hypothesis 3 and 11 were supported, while hypotheses 5, 7 and 9
were not supported. The following section discusses the result of these hypotheses by

comparing them with the prior studies.

6.3  Discussion of Results

The analysis and testing of data was reported in the preceding chapter. In this
section, further discussions on the findings are offered. As stated in Chapter One, the
current study developed 7 research questions and 7 research objectives. This section

is basically structured to discuss the questions stated in the first chapter of this

209



research in relation to the achievement of the objectives of the study. In other words,
discussion of study results is arranged corresponding to the research questions and

objectives.

6.3.1 Research Question 1

The first research question of the current study addresses whether there is a
significant relationship between Islamic religious perspectives of taxpayers and tax
non-compliance behaviour among SMEs in Yemen. The people in the Republic of
Yemen are completely Muslims, but their viewpoints about tax are different. In such
community, the religious viewpoints of individuals play an important role in guiding
them through their believed values. The influence of religion happens in the
community even if individuals are not fully committed to their religion (Khamis,
Mohd, Salleh & Nawi, 2014). Therefore, the Islamic attitudes towards tax could have

a positive or negative effect on the behaviour of taxpayers.

The regression analysis carried out in the current study revealed that the difference in
non-compliance behaviour among Islamic religious perspectives of the respondents
is significant. According to the cross tabulation analysis, it was concluded that most
of the respondents that believed tax is totally permissible are fully compliant. On the
contrary, majority of the respondents that believed tax is totally forbidden are fully
noncompliant. These results are in line with the theoretical concepts and hypothesis
of the current study. Moreover, the result is similar to a large extent of findings in the
previous studies conducted on ethics, culture and attitudes. Particularly, in the studies
of ethics of tax non-compliance, the taxpayers who believed that non-compliance is

an ethical behaviour were more non-compliant, and on the other hand, the taxpayers
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who believed that non-compliance is an unethical behaviour were less non-compliant
(Reckers, Sanders & Roark, 1994; McGee & Ho, 2006; McGee & Rossi 2006;
McGee, 2007; McGee et al. 2009; Gupta & McGee, 2010). The analogous in the
results of Islamic religious perspective and ethics may be attributed to the fact that
both are considered internal values of taxpayers, as Muslims are influenced by
Islamic religious perspective, while non-Muslims are affected by ethics as an internal

value, so the results were very similar.

Based on social influence theory, the behaviour of taxpayers is influenced by the
social environment, which could be culture, beliefs, attitudes surrounding and so on.
The Islamic religious perspective can be explained by this theory, because it is a
religious attitude towards the behaviour. Bobek, Roberts and Sweeney (2007)
suggested that social norms were consistently important in explaining tax compliance
behaviour. Particularly, Okediji (2005) argued that the impact of culture and
religious belief on taxpayers‘ behaviour exists. According to Chan et al. (2000),
cultural differences have an effect on taxpayers‘ compliance behaviour, whereas
Chau and Leung (2009) considered culture as a powerful factor, which may influence
taxpayers‘ behaviour. Lewis ef al. (2009) also argued that the taxpayers‘ behaviours
differ as a result of a variation in culture. Tsakumis, Curatola and Porcano (2007)
concluded that the study of culture might contribute to understanding the behaviour
of taxpayers. Other studies concentrated on the difference of ethnicity as one of the
social norms. The study of Coleman and Freeman (2002) indicated that differences in
ethnicity have considerable influence on tax compliance behaviour in Australia. The

finding of Coleman and Freeman' study was empirically supported by Lassen (2003)
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and Rothengatter (2005), who stated that social norms from an ethnic group may

help improve compliance.

With respect to religion, Mohdali and Pope (2014) explained that religion provides
an essential basis for social integration. Torgler (2003) suggested that religiosity is an
important factor that may have a major impact on the behaviour of taxpayers. Torgler
and Murphy (2004) argued that religiosity creates morale values, which have an
influence on taxpayers‘ behaviour. Mohdali and Pope (2012) said that the influence
of religiosity happens through the concept of giving such as, _zkat® for Muslims and
_tithng*® for Christians. They argued that the practice of giving either to their
religious organisations or to the poor and needy was expected to improve their
willingness to pay taxes. However, empirical study of Mohdali and Pope (2012) in
Malaysia concluded that there is no relationship between being religious and tax non-
compliance behaviour. Contrasting to this result, earlier studies such as the studies of
Tittle and Welch (1983), Stack and Kposowa (2006) and Richardson (2008) found
that the higher the level of religiosity, the lower will be the level of tax non-

compliance.

More specifically on religious views in Islam, Peerzade (2005) suggested applying
the Islamic approach instead of tax system. According to him, the system should
adopt Zakat instead of tax as the best alternative system in the Muslim countries.
Therefore, the level of compliance will be improved, because citizens, as Muslims,
believe that Zakat evaders will be punished by Allah even if they are not punished by
the government. On the same line of argument, McGee (1997) emphasized that

Muslims have a moral responsibility to pay Zakat for the support of the poor and for
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the legitimate functions of government. Thus, evading one‘s duty to pay Zakat is
classified as an immoral act. As for tax, it is described as voluntary. In exceptional
cases, tax may be imposed by the government if the amount raised by Zakat is
insufficient to cover all the legitimate costs of government. In such case, the
taxpayers must comply with this regulation. The strongest argument for complying
with government regulations is that the tax benefits the general public (McGee,

2012).

Broadly, it is evident from the previous studies that the behaviour of taxpayers is
influenced by attitudes, culture, beliefs and religiosity. Likewise, the Islamic
religious perspective, as a religious attitude, is considered one of the factors affecting
taxpayers® behaviour. Specifically, the current study reported that the behaviour of
taxpayers is based on their Islamic religious attitudes. In other words, the Islamic
perspectives of taxpayers significantly affect their behaviour. This result provides an
answer to the first question of the current study about the influence of Islamic
religious perspectives on the behaviour of taxpayers, and largely corresponds to the

theory of social influence.

The finding of the current study is not surprising for a country like Yemen, as the
Yemenis are totally Muslims and they are considered as religious people (Obaid,
2008). Thus, each Yemeni taxpayer acts based on his\her Islamic religious beliefs
and perspective. In other words, when the taxpayer believes that tax is forbidden, he
or she will certainly try to non-comply. However, the taxpayer may non-comply with

tax rules even when he or she believes that tax is permissible.
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Finally, understanding the Islamic religious viewpoints of the taxpayers in Muslim
countries is of great importance and is an important factor that could likely influence
taxpayers‘ behaviour. Thus, it could be stated that the Islamic fundamental aspects
explain the results of the current study with the respect to the fact that people having
high strict viewpoint towards tax were more non-compliant, whereas the people
having low strict perception towards tax were more compliant. In order to improve
the compliance level, the government is recommended to provide more arguments to
taxpayers about the importance of payment of tax, especially, with the availability of
the Islamic scholars who have a positive perception about tax, such as Nabulsi
(2005), who believe that tax has to be paid because of the service rendered by the
government to its citizens, and Al-Ayyan (2007), who distinguished between Zakat,
as a religious commitment collected from specific people to be spent on specific
individuals (Asnaf) mentioned in the Qur'an, and tax, as funds to cover the expenses

of the services provided by the government to the citizens.

In the Yemeni system, both tax and Zakat are regulated. Unlike some Muslim
countries like Malaysia, the tax system in Yemen does not rebate the amount of
Zakat paid from the tax due on the citizen, and as such, the citizens have to pay the
full due taxes and pay the full due Zakat as well. Therefore, the Yemeni government
1s recommended to enhance the level of tax compliance by rebating the Zakat paid

from the due tax.

6.3.2 Research Question 2
The second research question in the current study addresses whether there is a

significant relationship between geopolitical differences and tax non-compliance
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behaviour among SMEs in Yemen. The Republic of Yemen contains two parts,
specifically, North and South. This deviation was used as a proxy to measure
geopolitics in Yemen. The attitudes towards the government are different between
the two parts, as the Southern attitudes toward the government may lead to evasion
of duties towards it (Al-Yasani, 2005; Al-Shaibi, 2000; Al-Rabaee, 2014 & Al-

Nageeb, 2011).

In the current study, the multiple regression analysis indicated that the difference in
non-compliance behaviour between the geopolitics in Yemen is significant. The
cross tabulation analysis also showed the respondents from South are more compliant
than their Northern counterparts. This is despite the fact that Southerners distrust the
government under the North‘s control, and consider it as the occupation government
(Bahaj, 2000), which led a lot of Southern citizens to take a political character and
evade their duties to the government in Sana'a. This is also notwithstanding the fact
that Southerners believe that Sana'a plundered the wealth of the south, which
represents 85% of the total wealth of the country (Al-Nageeb, 2011). Regardless of
the above, the current study revealed that the compliance level in South is higher
than North. This can be interpreted by recognizing the status of South and North
before the Yemeni unity in 1990, where the South was more systematic and the
socialistic in controlling its people, while the political regime in the North was
administrated by tribalism. In other words, the southerners are used to complying
with governmental rules and regulations, even in the presence of disputes with the

government, while the northerners are not used to such behaviour.
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Although the current study is likely to be the first to examine the relationship
between geopolitics and tax non-compliance, the literature evidences that the
geopolitical diversity have a significant influence on many disciplines other than tax,
such as, politics (Stepi¢, 2011; Naseem, 2014), social (Uwaifo, 2007), education
(Okusanya & Isabu, 2010), economy (Arayama & Miyoshi, 2004) and religiosity

(Marks, 2000).

Equally, geographical differences have been investigated in the areas related to
taxation. Specifically, some studies focused on the influence of the geographical
location on the behaviour of taxpayers. Loo, Evans and McKerchar (2010) found that
the geographical residency location of the citizens interacts with the political issues
to influence the knowledge and culture of people, and such influence is reflected on
their tax behaviour. Moreover, Monteduro and Zanradi (2005) and Madi¢s and
Ventelou (2005) linked the behaviour of people with centralization of political
governance. They concluded that people are more compliant if they reside closer to

the political centre.

The present study provides an indication that Southern residents in Yemen are
different from the Northern citizen in terms of behaviour towards the governmental
duties such as tax, which provides an answer to the second research question of the
study. Nevertheless, geopolitical differences is not a matter itself, but the
environment and dealing by the regimes with this diversities often create other issues
and problems (Burton, Karlinsky & Charlotte, 2005). Therefore, the Yemeni

government is recommended to deal with such problems more systematically.

216



6.3.3 Research Question 3

The third research question in the current study addresses whether there is a
significant relationship between tax service quality and tax non-compliance
behaviour among SMEs in Yemen. The descriptive statistics on the data of the
current study provide an indication that taxpayers in Yemen have a low perception
about the quality of tax services provided by the tax offices. This statistics supported
the arguments of Al-Yasani (2005), who described that most citizens in Yemen are
not satisfied with the quality of service delivered, and argued that this viewpoint is a
common opinion in Yemen. Currently, the situation in Yemen is worst than before,
as the political crisis ongoing in Yemen is expected to have an extreme effect on the

public service quality, and thus, perception of the Yemeni citizens is low.

The current study hypothesized that tax service quality negatively influences tax non-
compliance behaviour, and the regression results of the three models supported this
hypothesis. The findings of the current study support the social influence theory.
Furthermore, the literature shows practical explanations of this result. For instance,
Jackson and Milliron (1986) explained that the approach in which taxpayers are
treated in the provision of tax service has an impact on their compliance behaviour.
Added to this, Asubonteng et al. (1996) suggested that the issue of tax is similar
largely to the private organizations, which cannot work, continuously, without
satisfaction of their customer. Parasuraman et al. (1985) argued that the physical
environment quality and the outcome quality are main factors that can influence the
perception of the customer about the quality of service. Therefore, to get better
compliance behaviour from taxpayers, tax authorities must improve the quality of tax

service. Moreover, Job and Honaker (2003) indicated that the satisfaction of the
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American taxpayers is very low because the service quality of IRS is deteriorating.
Torgler (2007) suggested that tax authority must consider itself as service institution

and provide a quality service and treat the taxpayers as partners.

Treatment of taxpayers as customers is adopted by a lot of developed countries such
as the USA, the UK, France, Sweden and Denmark. They recognized the necessity to
accord the taxpayers the status of customers, and applied this concept on taxpayers
by giving more consideration to their tax service requirements and taking care of

them as clients (Kirchler, 2007).

Aside from the above studies, several studies supported the result of the negative
association between tax service quality and tax non-compliance. Chen and Kao
(2009) explained that there is interaction between the tax officers and the taxpayers,
where the quality of tax service negatively influences the non-compliance behaviour.
Lin, Wang and Huang (2011) found out that service quality has a significant negative
impact on non compliance behaviour. In Nigeria, Alabede (2012) found that Nigerian
taxpayers have a low perception about the quality of tax services offered by the tax
authority, which led to low tax compliance behaviour of Nigerian taxpayers. In
general, it can be logically stated that the current study provided evidence that the
quality of tax service indeed negatively influences the phenomenon of tax non-
compliance in Yemen. Finally, as a recommendation to the tax authority and tax
offices in Yemen, practical steps must be taken to achieve high quality of tax service

in order to reduce the non-compliance behaviour of Yemeni taxpayers.
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6.3.4 Research Question 4

The fourth research question in the current study addresses whether there is a
significant relationship between public governance quality and tax non-compliance
behaviour among SMEs in Yemen. The low perception of Yemeni taxpayers about
the quality of public governance has been reported through the descriptive statistics
of the data in the current study. Al-Rabaee (2014) explained that the political
changes in Yemen have resulted in an unstable situation in the whole country. Al-
Rabaee explained that this situation has led to increased corruption, low level of
accountability and responsibility of governmental agencies, which did not perform
their duties well and collapse of public service and infrastructure. Accordingly, the

quality of public governance has been perceived as low.

Ser (2013) argued that the government's ability to manage the country's resources
effectively for the benefit of citizens will result in the interaction between
government and citizens in the economic, social and political aspects. Damayanti,
Sutrisno, Subekti and Baridwan (2015) supported this opinion by arguing that the
perception about the government is the main cause of the intention to comply with
tax rules. Meanwhile, Torgler (2003) stated that the positive behaviour by the
government will generate positive attitude and action by the citizens to comply with
payment of tax. Similarly, Akpo (2009) argued that when the government fails to
provide good public services to the citizens then they will stop to pay tax. Thus, the
current study hypothesized that the quality of public governance negatively
associated with tax non-compliance behaviour, and the regression results supported

this hypothesis.
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The hypothesis and finding of the current study are consistent with the prediction of
social exchange theory, as it suggests that relationships between government and
citizen is created by the use of subjective cost and benefit, and is evolved on the
principle of give and take, so, taxpayers seem to be more willing to comply with tax
rules and regulations including paying their taxes when they can observe a direct
relationship between their contributions and the quality of public governance
provided by the government (Wallshutzky, 1985; Alm et al. 1992; Fjeldstad &

Semboja, 2001; Alm & Gomez, 2008).

Furthermore, the literature supported the findings of this study, which evidenced that
the positive behaviour by government may be reciprocated by the taxpayers through
enhanced compliance behaviour (e.g., Torgler, 2003; Besancon, 2003; Obid, 2004;
Rotberg, 2005; Ho et al., 2006; Torgler, 2007; Kirchgassner, Philips & Sandall,

2009; 2010; Ross & McGee, 2011; Alabede, Ariffin & Idris, 2011a; Alabede, 2012).

Lassen (2003) clarified that the political goods offered by the government should
deserve the payment of taxpayers. So, based on the concept of quid pro quo,
taxpayers will comply with tax laws if they found that the government provide
sufficient political goods. This argument was supported by Torgler, Schaffner and
Macintyre (2007) and Kaufmann, Kraay and Mastruzzi (2007). They explained that
the concept of participation by individuals must be comprehensive by using political

methods such as democracy.

In line with the findings of this study, it can be said that the low quality of public

governance in Yemen contributes significantly to increasing the level of tax non-
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compliance in Yemen. Therefore, the findings of this study provide proof that public
governance quality is a significant determinant of tax compliance behaviour, and
thus, it is recommended that the Yemeni government improves the quality of public
governance, especially, many payments, particularly, those related to the
infrastructure projects are funded from tax, so, to improve the compliance of

taxpayers, citizens must see tangible effect in return of their payments.

6.3.5 Research Question 5

The fifth research question in the current study addresses whether there is a
significant relationship between tax rate and tax non-compliance behaviour among
SMEs in Yemen. The descriptive statistics of the current study revealed that
taxpayers in Yemen were of the opinion that the tax rate structure is moderately not
fair. The multiple regression results disclosed that the relationship between tax rate
and tax non-compliance was positively significant. This result is consistent with the
theory of deterrence and hypothesis of the current study. Mwangi (2014) described

that high tax rate is the main cause of tax non-compliance.

In the literature, most of the earlier empirical studies supported the result of the
present study, such as Clotfelter (1983), Feinstein (1991), Christian and Gupta
(1993), Joulfaian and Rider (1998), Ali, Cecil, and Knoblett (2001), Lin and Yang
(2001), McGee and Ho (2006), McGee and Lingle (2006), and McGee and Rossi
(2006). Hai and See (2011) found that the high tax rate causes high tax non-
compliance, and Park and Hyun (2003) found that increasing tax rates encouraged
non-compliance behaviour. Spicer and Becker (1980) explained that taxpayers, who

are aware that their tax rate is higher than average, records a high level of tax non-

221



compliance. Derwent (2000) studied taxpayers behaviour in five countries (USA,
South Africa, Nigeria, Kenya and Gambia), and concluded that tax rate is considered

a major challenge of tax compliance.

The recent studies confirmed the positive association between tax rate and tax non-
compliance, such as Ser (2013), Nor Azrina, Ling and Wah (2014), Levin and Widell
(2014) and Zakariya‘u (2015). The current study supported the literature and
provided evidence that the high tax rate significantly influence the behaviour of tax

payers and lead to increased level of tax non-compliance.

6.3.6 Research Question 6

The sixth research question in the current study addresses whether there is a
significant relationship between penalties and tax non-compliance behaviour among
SMEs in Yemen. Based on the descriptive statistics on the data of the current study,
the respondents believe that penalties are moderately strict on tax non-compliance
behaviour in Yemen. Although the deterrence theory of Becker (1968) proposes that
people do not commit crimes because they are afraid of getting caught, the multiple
regression results in the current study concluded that the relationship between tax
penalties and tax non-compliance behaviour is not significant. This result may be
explained by the ongoing war and the political instability in the country, which led to
weakness of the governmental power and reduced accountability (Al-Rabaee, 2014).
As a result, the government is not in a position to enforce rules and so, the penalties

do not affect the behaviour of taxpayers in the present situation.
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More specifically, the literature evidenced that the results of relationship between
penalties and tax non-compliance is mixed, where some studies found that the
relationship is negative (Witte & Woodbury, 1985; Cherry, 2001; Reckers, & Iyer,
2008; Sanders, Reckers, & Iyer, 2008; Doran, 2009; Twum, 2014), while other
studies concluded that the relationship is positive (Crane & Nourzad, 1995; Morris,
2010 and Azrina et al., 2014), whereas the result of current study is in line with the
studies of Pommerehne and Weck-Hannemann (1996), Kamdar (1997) and Kuria,
Ngumi and Rugami (2013), which described that the relationship is not significant.
Rettig (2011) explained that the tax authorities must enhance voluntary compliance
rather than forcing taxpayers to pay their tax. This suggestion is proposed to the
Yemeni tax authority as well, where the tax penalties have no significant effect on

the behaviour of tax payers.

6.3.7 Research Question 7

The seventh research questions of the current study addressed the moderating effect
of Islamic religious perspective. Broadly, the multiple regression result of model 3,
which tested the moderating effects of Islamic religious perspective of taxpayers on
the relationship between tax non-compliance and its determinants, evidenced that
integrating Islamic religious perspective as a moderator in tax non-compliance model
strengthened the capacity of the model. Specifically, the change R* of the model 3 is
0.101 with value of significant F change is 0.001. Based on the rule of thumb of
Ramayah (2014), this result indicates that the Islamic religious perspective has a
significant moderating effect on tax non-compliance model. This finding is not
surprising for Yemen as a totally Muslim country, because religion provides an

essential basis for social interaction, which may have a strong effect on the behaviour
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(Mohdali & Pope, 2014). Detailed discussion, concerning the moderating effect of
Islamic religious perspective on the relationship between tax non-compliance

behaviour and each factor, are presented in the following sub-sections.

6.3.7.1 The Influence of Geopolitical Differences on Tax Non-compliance
Behaviour in the Presence of Islamic Religious Perspective

The result of the previous studies indicates that the relationship between tax non-
compliance and its determinants is inconsistent. Baron and Kenny (1986) suggested
that in case of inconsistent results, moderator is introduced. Since the Yemeni people
are all Muslims, thus the moderating effect of Islamic religious perspective, as
internal value of the taxpayer, cannot be underestimated, because religion provides
an essential basis for social interaction, which may have a strong effect on the

behaviour (Mohdali& Pope, 2014).

In the current study, the regression result of models 1, 2 and 3 revealed that
geopolitical differences has a significant effect on tax non-compliance behaviour [(3
= 0.335; P=0.034), (B = 0.345; P=0.038) and (B = 0.322; P=.0.038) respectively].
Also, the result of models 2 and 3 indicated that Islamic religious perspective has a

significant impact on tax non-compliance behaviour.

Concerning the interaction effect of Islamic religious perspective with geopolitical
differences, it is revealed from model 3 that the relationship is positive and
significant with tax non-compliance behaviour (f = 0.134; P=0.001). Hence, it could
be said that the presence of Islamic religious perspective strengthened the
relationship between geopolitical differences and tax non-compliance. This result is

predicted in the hypothesis, which could be explained by recognizing the impact of
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Islamic religious perspective in Yemen as a Muslim country. In other words, the
Islamic religious perspective of taxpayers enhanced the impact of geopolitical
attitude on tax non-compliance behaviour, and strengthened the relationship between

taxpayers behaviour and geopolitical differences.

6.3.7.2 The Influence of Tax Service Quality on Tax Non-compliance
Behaviour in the Presence of Islamic Religious Perspective

The results of model 1, 2 and 3 concluded that the relationship between tax service
quality and tax non-compliance was negative [(f= -0.273; P=0.044), (B= -0.240;
P=0.032) and (B=-0.199; P=0.028) respectively]. By testing the interaction effect of
Islamic religious perspective with tax service quality, the multiple regression result
evidenced that Islamic religious perspective weakened the influence of tax service
quality on tax non-compliance behaviour (= 0.014; P=0.814). So, arguably the
presence of Islamic religious perspective changed the relationship between tax

service quality and tax non-compliance from significant to non-significant.

In the current study, it is axiomatic that tax service quality, as external factor, may
have a strong impact on the behaviour of taxpayers, because taxpayers are affected
by the tangible surroundings. So, increasing the quality of tax service leads to
decreased level of non-compliance. But when tax service quality interacted with
Islamic religious perspective, as internal value of taxpayers, the influence of tax
service quality became marginal, as the internal values influence the behaviour of

taxpayers more than the sensible things.
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6.3.7.3 The Influence of Public Governance Quality on Tax Non-compliance
Behaviour in the Presence of Islamic Religious Perspective

The results of model 1, 2 and 3 concluded that the relationship between public
governance quality and tax non-compliance was negative [(B= -0.170; P=0.006), (B=
-0.128; P=0.002) and (B= -0.153; P=0.000) respectively]. Also, in model 3, the
interaction effect between of Islamic religious perspective with public governance
quality was investigated. The result of multiple regression pointed out that Islamic
religious perspective weakened the influence of public governance quality on tax
non-compliance behaviour (B= 0.049; P=0.350). So, the presence of Islamic religious
perspective moderated the relationship between public governance quality and tax

non-compliance.

According to Mohdali and Pope (2014), religion always has a strong impact on the
behaviour of people more than external factors. Therefore, Islamic religious
perspective changed the relationship between public governance quality and tax non-
compliance from significant to insignificant. Davis ef al. (1989) explained that the
social influence usually explains the relationships better than social exchange.
Therefore, it is concluded that the interaction effect of Islamic religious perspective,
as social influence factor, has weakened the influence of public governance as social

exchange factor.

6.3.7.4 The Influence of Tax Rate on Tax Non-compliance Behaviour in the
Presence of Islamic Religious Perspective

The regression result of models 1, 2 and 3 revealed that tax rate has a positive
significant effect on tax non-compliance behaviour [(f= 0.092; P=0.027), (B= 0.068;

P=0.021) and (B= 0.127; P=0.009) respectively]. Nevertheless, the literature reported
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that the result of the relationship between tax rate and tax non-compliance behaviour
were mixed. Specifically, some studies found a positive association between tax rate
and tax non-compliance (Clotfelter, 1983; Feinstein, 1991; Christian & Gupta, 1993;
Joulfaian& Rider, 1998; Ali, Cecil, &Knoblett, 2001; Park & Hyun, 2003; Peter,
2008; Hai& See, 2011;Mwangi, 2014; Zakariya‘u, 2015), whereas other studies
concluded that the relationship is significantly negative (Feinstein, 1991; Alm,
Sanchez, & De Juan, 1995; Kirchler, Hoelzl & Wahl, 2008). Some other studies
reported no significant relationship between tax rate and tax non-compliance
behaviour (Allingham&Sandmo, 1972; Porcano, 1988; Trivedi, Shehata,
&Mestelmen, 2004; McGee, 2007; McGee & An, 2007; McGee & Bose, 2007;

Modugu, Eragbhe&Izedonmi, 2012).

Following the recommendation of Baron and Kenny (1986), Islamic religious
perspective was introduced as a moderator. The result indicated that the interaction
effect of Islamic religious perspective with tax rate in model 3 has insignificant
influence on the model of tax non-compliance behaviour (= 0.289; P=0.311).
Hence, it could be said that the presence of Islamic religious perspective transformed
the relationship between tax rate and tax non-compliance from significant to
insignificant. In other words, the presence of Islamic religious perspective in the

model weakened the influence of tax rate on tax non-compliance behaviour.

Logically, the pure effect of the tax rate on tax non-compliance is significant, but

when it is interacted with Islamic religious perspective, the effect was altered into

non-significant effect, because internal value for taxpayers rationally weakened the
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effect of tax rate as external factor. In other words, the taxpayers may consider the

religious perspective even if the cost of compliance is higher.

6.3.7.5 The Influence of Penalties on Tax Non-compliance Behaviour in the
Presence of Islamic Religious Perspective

The results of model 1, 2 and 3 revealed that the relationship between tax penalties
and tax non-compliance was statistically insignificant [(B= -0.032; P=0.770),
(B= -0.021; P=0.782) and (B= -0.077; P=0.641) respectively]. The previous studies
concluded that the result of the relationship between penalties and tax non-
compliance is inconsistent — some studies (e.g., Witte & Woodbury, 1985; Doran,
2009; Twum, 2014) found the relationship to be significantly negative, while others
(Crane &Nourzad, 1995 and Azrina et al., 2014) found it to be significantly positive,
and some others (Pommerehne&Weck-Hannemann, 1996; Kamdar, 1997; Kuria,
Ngumi&Rugami, 2013) found no significant relationship between penalty rate and

non-compliance.

By testing the interaction effect of Islamic religious perspective, the multiple
regression result of model 3 provided evidence that Islamic religious perspective
significantly moderated the influence of penalties on tax non-compliance behaviour
(B= -0.181; P=0.017). So, arguably the presence of Islamic religious perspective
interacted with the relationship between penalties and tax non-compliance
significantly and strengthened the influence of penalties on tax non-compliance
behaviour. Reasonably, penalties, as external factor, may have no strong impact on
the behaviour of taxpayers. When it is interacted with Islamic religious perspective,

as internal value of taxpayers, the relationship was altered to significant. This means
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that the influence of penalties is limited, but when it is supported by a religious

perspective, the influence became significant.

6.4 Implications of the Study
Based on the results and discussions presented, there are theoretical, methodological
and practical implications provided, which are highlighted in the following

subsections.

6.4.1 Theoretical Implications

Most of the studies conducted about tax non-compliance have been conducted from
the perspective of deterrence theory, which focused on the issue from the economic
perspective, while neglecting social, political and psychological aspects. This is
considered as one of the weaknesses of deterrence theory in that it does not provide
an explanation of all factors affecting the phenomenon of tax non-compliance
(Allingham & Sandmo, 1972; Dubin & Wilde, 1988; Riahi-Belkaoui, 2004). Alm
(1999) and Riahi-Belkaou (2004) argued that economic variables do not provide a
complete understanding and explanation for taxpayers‘ behaviour. Consequently,
some studies extended their examination to cover social and legal perspectives

(Jackson & Milliron, 1986; Klepper et al., 1991; Fischer et al., 1992).

As contributions to body of tax knowledge, the current study incorporated new
variables in the model of tax non-compliance, which come under the social and
psychological theories. The recognition of other determinants of tax non-compliance

behaviour in the current study follows the statement of Jackson and Milliron (1986)
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and Alm (1999) that other factors outside the basic model may be relevant to

understand the decisions of taxpayers.

In the first place, the current study provided evidence of a strong association between
taxpayers Islamic perspective with non-compliance behaviour. Although Yemeni
community is entirely Muslim, the perceptions and attitudes about some
contemporary issues, such as tax, are different (Obaid, 2008). It has been proven that
the taxpayer who believes that tax is forbidden is normally more non-compliant,
whereas the taxpayer who believes that tax is permissible records low non-
compliance. Another contribution to the literature is the findings of the relationship
between geopolitical differences and tax non-compliance, where the taxpayers from
different geopolitics exhibit different levels of non-compliance. So, in the case of
Yemen, it was evidenced that taxpayers from the South are more compliant than

taxpayers from the North.

Moreover, the study provided evidence of a strong negative association between the
quality of tax service delivery by the tax offices and non-compliance behaviour. This
indicates that tax service quality exerts significant influence on tax compliance
behaviour. Also, the study reaffirmed the findings of the previous studies concerning
the impact of public governance quality on tax non-compliance. It has been
established that public governance quality has a significant negative impact on tax
non-compliance behaviour. In addition, the study identified the relationship between
tax system structure elements and tax non-compliance in Yemen. The findings
showed that tax rate has positive significant effect on tax non-compliance, while the

relationship between penalties and tax non-compliance is statistically not significant.
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Aside from the above relationship, the study tested the influence of business category
on the behaviour of taxpayers and discovered that the relationship between business

sector and tax non-compliance is also statistically not significant.

The key contribution of the current study is the presence of moderators in the
relationship between tax compliance and some of its determinants. The findings in
this area satisfied the suggestion from the literature that the relationship between tax
compliance behaviour and its determinants are inconsistent, which gives an
indication that the relationship may be moderated by certain variables (Kirchler et
al., 2007; Al-Ttaffi et al, 2011). Hence, the study examined the moderating impact of
Islamic religious perspective on the relationship between tax system structure
elements and tax non-compliance. The study provided proof that the presence of
Islamic religious perspective, as moderator, influences the model of tax non-
compliance. Specifically, three models were introduced in this study. The adjusted
R? of the models 1 and 2, without moderator, were 21% and 23% respectively,
whereas the adjusted R” of the model 3, in which the moderator was incorporated,
was raised to 33%. Concerning the effect of the moderator in the variables
individually, the regression revealed that Islamic religious perspective moderates the
relationship between tax service quality, public governance quality, tax rate and

penalties with tax non-compliance behaviour.

Finally, arguably most of the researches of the influence of religious aspects on tax
non-compliance have been conducted in developed countries such as the USA and
Europe (Mohdali, 2013). Therefore, by focusing on a developing country, the current

study answered the call for many studies on tax non-compliance to bridge the gap
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between developing and developed countries (Andreoni, Erard & Feinstein, 1998;
Chau & Leung, 2009; Feust & Riedel, 2009), and also, provided an evidence on the
influences of religious, social, political and economic factors on the non-compliance
behaviour of taxpayers, which may contribute to the literature of tax non-compliance

in developing countries.

6.4.2 Methodological Implications

Besides the theoretical implications, the current study also contributes to the
methodological perspective by establishing new measurement of Islamic religious
perspective. Specifically, the Islamic religious perspective was employed as a
moderator in the current study and was measured using the three Islamic
perspectives; (1) totally permissible, (2) permissible under certain circumstances and
conditions, and (3) totally forbidden. Also, the current study provided a new
measurement of the geopolitical differences in Yemen, as the two geopolitical
diverse regions existing in Yemen, namely, North and South are used as a proxy to
measure geopolitics in Yemen. It is worth to highlight that the current study is likely
to be the first empirical study that divided Yemen to North and South. In addition,
the current study employed the hypothetical scenario in order to measure tax non-
compliance behaviour, which is considered to be a pioneering study that used this

measurement in tax non-compliance in the Middle East region.

Moreover, the literature reviewed concerning tax compliance and non-compliance in
Yemen evidenced that the current study is the first one that focused on the SMEs as
an important sector that have a significant effect on the economy of the country.

Furthermore, the current study covered the major seven cities in Yemen, which
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contain approximately 78.4% of SMEs in Yemen. These seven cities are distributed
throughout the whole country. This is unlike previous studies, which focused on one
single city or governorate, such as Sana'a (Gubran, 2009; Helhel & Ahmed, 2014),

Mukalla (Al-Ttaffi, 2009) and Hadramout coast (Aljaaidi et al., 2011).

6.4.3 Practical Implications

On the basis of the findings of this study, several important practical implications are
provided for the tax authority and the government in Yemen. The study findings are
relevant to policy makers, profession, tax authorities and researchers in Yemen and
other developing countries. Particularly, the study provides significant insights to a
roadmap that helps in understanding the most influential factors on taxpayers*
behaviour in Yemen. This certainly contributes to improving tax collection, which is
compatible with the Yemeni government initiatives in fighting the phenomenon of

tax non-compliance.

The findings of the current study evidenced that the behaviour of taxpayers is based
on their Islamic religious perspectives and attitudes. In other words, the Islamic
perspective of taxpayers significantly impacts their behaviour. Therefore, to improve
the compliance of taxpayers, the government is recommended to provide more
arguments to taxpayers about the importance of payment of tax, by adopting and
deploying the perspectives of the Islamic scholars that have a positive perception
about tax, such as Nabulsi (2005), who believes that tax has to be paid in exchange
for service rendered by the government to its citizens. Also, the findings revealed

that Northern people have lower compliance than their Southern counterparts.
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Therefore, the government is recommended to deploy tax awareness among the

northern citizens.

Concerning the quality of tax service, the finding of the study revealed a negative
association between tax service quality and tax non-compliance behaviour, and the
descriptive statistics revealed that Yemeni taxpayers had a low perception about the
quality of tax service delivery in Yemen. So, the government is proposed to improve
the quality of tax service by following the suggestions of scholars and experience of
many countries. In this regard, Torgler (2007) suggested that tax authority can
improve the compliance of taxpayers by creating cooperation with them. Torgler
argued that tax authority must consider itself as service institution and provide a
quality service and treat the taxpayers as partners. Moreover, a lot of developed
countries such as the USA, the UK, France, Sweden and Denmark applied the new
concept of giving more consideration to their tax service requirements and taking
care of them as clients (Kirchler, 2007). In terms of public governance quality,
similar results and descriptive statistics was found, which suggest that the right
direction of public governance towards improving the low perception of taxpayers
about the quality of public governance in Yemen would greatly enhance compliance
behaviour of taxpayers. So, the government is suggested to improve the quality of

public governance to improve the level of tax compliance in Yemen.

As for tax system structure, the findings suggest that tax rate significantly impact tax
non-compliance. Also the literature explained that tax rate is considered a major
challenge of tax compliance and taxpayers who are aware that their tax rate is higher

than average records a high level of tax non-compliance. Therefore, tax rate must be
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reasonable and fair. The other element of tax system structure, investigated in the
current study, is tax penalties. It was evidenced in the current study that no
significant association exists between penalties and tax non-compliance, and hence,
the Yemeni tax authority must enhance voluntary compliance rather than forcing

taxpayers to pay their tax.

Finally, it is worth mentioning that the Yemeni government suffers from a high
volume of deficit in its budget. According to Al-Mutawakel (2014), the deficit in the
budget in Yemen is very large and this is compounded by the large volume of tax
non-compliance. So, if the government is able to overcome or reduce the amount of
tax non-compliance, the budget deficit will be covered. Consequently, eliminating
the problem of tax non-compliance will largely support the government and will play
an important role in supporting the government to inject sufficient funds to eliminate

the deficit, which threatens the economy of the country.

6.5 Limitations and Recommendations for Future Research

Although the current study provides various contributions, including theoretical,
methodological and practical contributions, like any other research works, there are a
number of limitations associated with it. Nevertheless, these limitations, on the other

hand, provide opportunities for future studies to consider.

Given that the influence of Islamic religious perspective is the key contribution of the
current study, the influence of paying Zakat was not considered simultaneously with
tax. Therefore, further research is recommended to examine the impact of Zakat

payment on taxpayers‘ behaviour. Furthermore, this study contributes to the
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knowledge by investigating the moderating role of Islamic religious perspective as
internal value, but under the current economic circumstances of Yemen, the
economic factors may play an important role in moderating the relationship between
tax non-compliance behaviour and its determinants. Such investigations may provide
further explanation concerning taxpayers‘ behaviour for a better understanding of

their compliance decisions.

Methodologically, similar to many of behavioural studies, the current study relied on
self-reporting of taxpayers, where tax non-compliance was measured by the way of
hypothetical scenario. This way of measurement depends on the judgement of
respondents which may vary from one person to another. Van Djike and Verboon
(2010) reported that the answers of taxpayers under this method may not be a trustful
representation of the actual behaviour. Creswell (2009) suggested the use of mixed
method consisting of both qualitative and quantitative researches. Meanwhile,
Abdul-Jabbar (2008) recommended the use of official data, which allows researchers
to reduce personal bias of respondents and minimizes the limitation of measurement.
Thus, general conclusion from the findings of the current study must be taken with

caution, with this limitation requiring further study.

Also, this study used a cross-sectional research, which refers to a type
of observational study that involves the analysis of data collected from a population
or a representative subset at one specific point of time. According to Al-Swidi and
Mahmood (2012), this type of research shortcoming includes its non-consideration of

the dynamic changes in the environment and the psychological changes of the
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respondents that can occur, especially as data is collected during the political crisis in

Yemen. For these reasons, generalization of the findings should be done carefully.

Another limitation is related to the data collection, where the data of the study was
collected from only the 7 major cities in Yemen. According to Burton et al., (2005),
the behaviour of people residing in urban areas may be influenced by social,
economic and political environment differently from the people residing in rural
areas. Thus, future researchers may need to consider extending tax non-compliance
studies to rural areas, where the attitudes towards the government could be different
due to the great disparity in the public service between the rural and urban areas,

which is likely to cause a difference in the behaviours of taxpayers.

Also, another limitation concerns the statistics of SMEs, as the numbers of SMEs
considered were obtained from a 2010 list, which is considered the most updated
information obtained from the annual reports of COS, NIS and MIT. Due to prolong
crisis, no updated version available since 2010 until the current study is conducted
and completed. Further research is recommended to be conducted with updated
statistics. Also, the scope of the study is limited to SMEs in Yemen, and hence, the
findings may not be generalizable to all taxpayers in Yemen. This limitation opens
the opportunity for future research works dedicated to taxpayers on a larger scope

covering more than SMEs.

Another further limitation concerns the random sample selection in the strata.
Unfortunately the Ministry of Industry and Trade (MIT) did not provide all elements

in the strata. Instead, the sample in the cities was selected by MIT. Although the
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researcher provided MIT the sectors of the enterprises as a criterion of sample
selection, this step is better done by the researcher. Further study is recommended to

consider this point.

Another important limitation is concerning the political situation of the country
during the period in which the study was conducted, where Yemen suffers from a
violent crisis under an unstable political situation, which could have had an effect on
the psychological and behavioural status of the citizens and taxpayers in Yemen, and
the respondents confidence on the government. So the answers probably did not
express their actual behaviour accurately. Moreover, the quality of public governance
and service are naturally in the worst situation due to the crisis. As such, further

study is suggested to be done in a better political situation.

Also, other limitation regarding the multi-dimensional variables, particularly, tax
service quality and public governance quality. The current study investigated the
effect of these variables, as a whole variable, on tax non-compliance. Future
researchers may decompose these variables and test the relationship between each
dimension and tax compliance behaviour separately, which may provide further
details about the possible effects of each dimension on tax non-compliance

behaviour.

Finally, the study has not exhausted the likely factors that may influence tax non-
compliance behaviour. Alm (1999) argued that no single study can capture the
numerous factors that have an effect on tax compliance behaviour. Consequently,

there are other factors, which may be relevant to understand the phenomenon of tax
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non-compliance behaviour in Yemen, but they have not been tested in the present
study. Specifically, the literature indicated that the influence of political stability,
revolution and corruption may have influence on the behaviour of the Yemeni
taxpayers, but have not been investigated so far. Therefore, the current study also

suggests future research works to expand the study model to integrate these factors.

6.6 Conclusion

In conclusion, the current study presented a model of tax non-compliance behaviour
that integrates variables from various disciplines and theories, and provided
empirical evidence on the relationship between numerous variables and tax non-
compliance behaviour. Specifically, the study investigated the relationship between
Islamic religious perspective, geopolitical differences, business sector, tax service
quality, public governance quality and tax system structure with tax non-compliance
behaviour as well as the moderating effect of Islamic religious perspective on the

relationship between tax system structure and tax non-compliance behaviour.

The findings of the study revealed that Islamic religious perspective, geopolitical
differences, tax service quality, public governance quality and tax rate are
significantly associated with tax non-compliance behaviour, whereas business sector
and tax penalties have no significant contribution in the model of tax non-
compliance. Furthermore, it was found that the interaction effect of Islamic religious
perspective with penalties significantly influence tax non-compliance behaviour,
while the interaction effect of Islamic religious perspective with tax rate has no
significant contribution in the model of tax non-compliance behaviour. Moreover,

the findings indicated that the introduction of Islamic religious perspective as a
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moderator in tax non-compliance model strengthened the capacity of the model and

provided a better prediction of taxpayers‘ behaviour in Yemen.

In summary, the current study provides several contributions, particularly, to the

theory, methodology and practice, and offers explanation on the way of how tax

compliance can be enhanced.
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Appendix A
Table for Determining Sample size for a known Population Size

i Y P Qi ‘|E|'\- 8 . P = = T TR
10 i LRSS Ly LAdLF AL LALE LI LA s R
15 14 110 36 200 163 850 263 3000 341
20 1% 120 92 300 169 GO0 269 3500 346
23 24 130 97 320 175 950 274 4000 331
30 28 140 103 340 181 10:00 278 43500 334
35 32 150 108 360 186 1100 285 5000 3537
40 36 160 350 191 1200 291 6000 361
43 40 170 118 400 196 1300 207 7000 364
50 - 180 123 420 1 1400 302 000 367
535 48 190 127 440 205 1500 306 G000 368
i - S Tang 77 Al a5 g™y :-l-.' Fa'a'ara 0
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63 56 210 136 430 214 1700 313 135000 375
10 59 220 120 217 1300 317 20000 377
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& L L. LF | (LB L. Lo LY -

o0 13 260 135 700 243 2400 331

03 16 270 159 730 234 2600 333 1000000 384

N = population size, S = sample size

Source: Krejcie & Morgan (1970)
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Appendix B
The Questionnaire- English Version

A Survey Questionnaire

Dear Sir \ Madam,

I am conducting a survey of the factors influencing tax compliance behaviour in SMEs
of Yemen. This survey is a part of my PhD in Accounting at Universiti Utara Malaysia
under the supervision of Assoc. Prof. Dr. Hijattulah Abdul-Jabbar. The result of this
study will be useful to regulatory and policy makers of tax rules in order to enhance
the government and business owners to improve the cooperation and compatibility in
Yemen between them.

Your response will be greatly appreciated, and will assist me in ensuring my research.
I hope this research will be of interest to you and to the wider academic and
professional community.

Thank you for your participant.

Yours sincerely

Lutfi Hassen Ali Al-ttaffi

PhD candidate

Universiti Utara Malaysia
E-mail: alttaffilutfi@yahoo.com
Telephone: 006 01112815410

The First Part: This part is to obtain your opinion and attitude about tax compliance, and

to express your religious viewpoint about paying tax.

1) Income Reporting for Tax Purpose

Read the following scenario and kindly indicate your opinion (by way of a circle):

Suppose that the annual sales income of Ahmed's enterprise amounted YR130.000, and the
total operating expenses amounted YR30.000. The amount which has to be reported for tax
purpose is YR100.000. However, Ahmed is almost certain that the tax office will not audit
him and would not know if 40% of the taxable income was not reported.

Additionally, he paid YR10.000 to repair his personal car. In preparing the tax return, he is

thinking about claiming the costs of repair as if the car was used in his business. Legally,
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such a claim is not allowable, but he is almost certain that he will not be audited and that the
tax authority would not be able to detect the deduction.

The income Tax Law provides that tax return has to be filed with tax authority within 120
days from commencement of year (January) of assessment, and tax should be paid within 60

days from the date of assessment notice.

1) Indicate the taxable income that Ahmed should include in his report:
(a) YR100.000 (b) YR60.000
(c) Other amount, please specify TNC1

2) How much should Ahmed deduct as business expenditure?
(a) YR 30.000  (b) 40.000
(c) Other amount, please specify TNC2

3) Which of the dates below should Ahmed file his income tax?
(a) On 30th April or before (b) After 30th April
(c) Other date, please specify TNC3

4) How many days after receiving assessment notice should Ahmed pay his income tax:
(a) 60 days or less (b) More than 60 days
(c) Other, please specify TNC4

2) Taxpavers View Towards Tax from Islamic Perspective

The Islamic scholars presented numerous viewpoints about responsibility of paying tax.
Some of the scholars believe that tax is totally forbidden (Haram), and the government does
not have the right to impose tax on its citizens, while some believe that tax is totally
permissible (Halal), and the government have the right to impose tax on its citizens, whereas
other scholars believe that tax is permissible under certain circumstances and conditions
such as natural disasters and deficit in the state budget, therefore, the government have the

right to impose tax on its citizens if particular circumstances and conditions are existing.
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To what extent do you believe that tax is compatible or incompatible with Islamic

rules? (IRP)

Kindly indicate your religious view by choosing only one of the following options:

1 2 3

I believe that tax is permissible
under certain circumstances and
conditions

I believe that tax is totally
forbidden (Haram)

I believe that tax is totally
permissible (Halal)

The Second Part: This part enables you to express your perception about quality of tax

services, quality of public governance and tax system structure in Yemen. Please indicate
your agreement or disagreement with each of the following statements.

Kindly, respond to each of the following statements to indicate your opinion (by way of a
tick):
{ 1=Strongly Disagree, 2 =Disagree, 3 =Neutral, 4= Agree, 5= Strongly Agree}

1) Tax Service Quality

. . Variable The Scale
Dimensions A4S No Statement 12131475

I believe that tax office in Yemen
offers wide range of services

I believe that tax office offers in
TSQ2 §| 2 | Yemen convenient services in short
processing time

I feel secure when conducting
TSQ3 3 | transactions with tax office in
Yemen

I believe that tax office in Yemen
meets the taxpayers demands by
adding more counter during the peak
time

TSQL || 1

Reliability

TSQ4 | 4

I feel that tax officers in Yemen are
willing to help me when need to
enquire about any matters related to
tax
Responsivenes I believe that tax officers in Yemen

] TSQ6 6 | show high respect when dealing with
us
I believe that tax officers in Yemen
TSQ7 | 7 | have fast and efficient services
counters

TSQs || 5

I believe that tax office staff in
Yemen are polite and friendly

I feel that tax office staff in Yemen
TSQ9 f| 9 | are always ready to provide advices
related to the taxable matters

I believe that tax office staff in

10 | Yemen provide taxpayers with easy
access to information they need

TSQS | 8

Assurance

TSQI
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I feel that tax office staff in Yemen

TSIQl 11 | have knowledgeable and
experienced management team
TSQI I feel that I am given the individual
) 12 | attention when dealing with tax
office in Yemen
TSQ1 13 I feel that tax officers in Yemen
By 3 always response to my interests
TSQl 14 I feel that tax office staff in Yemen
4 understand my specific needs
TSQI I feel that if I have any problem, tax
5 15 | office in Yemen does whatever
required to solve it
TSQI I believe that tax office in Yemen
6 16 | has good offices with all required
facilities
TSQI I believe that I can have speedy and
Tangibility 7 17 | efficient transactions when dealing
with tax office in Yemen
TSQI I believe that tax office in Yemen
] 18 | has good offices to service taxpayers

conveniently

Dimensions Vi‘;gzle No Statement 2T e 38 cale4
I trust the Parliament Council in
PGQI | 19 | Yemen in making good laws for
Yemen
I believe that there is a free and fair
Voice, PGQ2 | 20 election in Yemen
democracy and I believe that there is no
accountability §i PGQ3 J| 21 | wastefulness in government
expenditure in Yemen
I have access to the published
PGQ4 || 22 | accounts and annual report of the
government in Yemen
PGQs | 23 I believ-e thgt political stability is
improving in Yemen
Political PGQ6 || 24 I believe that polit'ical protest is not
sl a thrgat to Yemegl stgblllty
I believe that territorial and
PGQ7 J| 25 | sectarian conflict is not a threat to
stability in Yemen
I am satisfied with quality of
PGQ8 ) 26 general infrastructure in Yemen
I feel that Yemeni public servants
Government [ PGQ9 || 27 | are not vulnerable to political
effectiveness interference in Yemen
PGQI Iam satisﬁesi with thg manner the
0 28 | government is handling the health

service in Yemen
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PGQI I am satisfied with the manner the
1 29 | government is handling the
education system in Yemen
PGQI I feel that Yemeni Judiciary is free
5 30 | of interference of other agencies of
government
Rule of law PGQ1 31 I bel}eye that Just1ce is fairly
3 administered in Yemen
PGQI I believe that Yemeni government
4 32 | has an effective power in combating
crime
PGQ1 I trust the financial honesty of
33 . o
5 Yemeni politicians
I believe that the diversion of public
PGQ1 S
34 | funds due to corruption is not
Control of 6 .
corruption common in Yemen
I think that individual and firms,
PGQ1 35 frequently, make extra payments in
7 connection to tax payment, loan
application, securing contract etc

3) Tax System Structure:

Variable The Scale
i Statement 213 ] 4

Tax rate on higher income should be
more than tax rate on lower income
The high income taxpayer should pay
TSS2 proportionately more than low income
taxpayer

Tax rate should not be the same for all
taxpayers

It is fair to non comply with tax if the
tax rates are too high

It is unfair to non comply with tax if tax
TSS5 rate is fair

Dimensions

TSS1

Tax rate TSS3

TSS4

I think the person who is caught for tax
TSS6 noncompliance, will be forced to pay
the tax he owes with interest.

I think that the taxpayer who is caught
for tax noncompliance, will be forced
to pay substantial fine and pay the tax
he owes with interest.

I think the person who is caught for tax
noncompliance, will be taken to court
and pay the tax he owes with interest.

I think the person who is caught for tax
noncompliance, will be taken to court,
pay substantial fine and pay the tax he
owes with interest.

Penalties
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The Third Part: This part is to provide the Personal & Business Information

Fill in the blanks with the appropriate answers (by way of tick or circle):

1) Age: years old

2) Gender: ( ) Male ( ) Female

3) Marital Status: (MST)

( ) Single ( ) Married ( ) Others, Please specify
4) Education Level: (EDU)

( ) Before the secondary school certificate

( ) Secondary school / Diploma certificate

( ) Bachelor degree and above

5) Period of Business (years) (POB)
( ) Less than 5 ( )5-10 ( y11-15
) More than 15

6) Business sector: (COB)

( ) Farmer  ( ) Retail trade ( ) Wholesales trade
Industry sector

( )service () livestock  ( ) others

7) Geographical Location (Governorate):
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Appendix C
The Questionnaire- Arabic Version
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Appendix D

Outliers Results

| MAH1 | N | MAH1 [ N[ MAH1 | N | MAH1 |

1 39.75375 43 64.90582 85 56.04315 127 26.97285
2 38.87787 44 66.17716 86 73.49510 128 72.31708
3 28.99844 45 71.55388 87 66.83958 129 57.03409
4 48.98061 46 70.72765 88 70.00160 130 73.96338
5 52.13070 47 57.77532 89 63.81870 131 66.29892
6 20.95875 48 64.80719 90 93.36153 132 45.62786
7 44.23376 49 57.91597 91 64.90582 133 71.22934
8 57.12395 50 60.27881 92 20.32033 134 59.74693
9 53.38499 51 58.05397 93 28.01822 135 62.51512
10 59.13288 52 45.09694 94 12.88015 136 66.70888
11 66.39555 53 67.52640 95 23.39600 137 61.73104
12 37.84840 54 61.73104 96 64.60530 138 20.32033
13 63.85655 55 20.32033 97 52.86664 139 59.98289
14 10.56053 56 28.01822 98 3.54509 140 47.97610
15 9.50079 57 12.88015 99 72.89688 141 63.25248
16 63.81870 58 56.04315 100 59.86028 142 11.47158
17 2.44380 59 61.50400 101 37.07905 143 55.99220
18 50.37029 60 60.89259 102 48.51901 144 53.77659
19 2.62996 61 66.28953 103 52.31818 145 20.32033
20 9.27863 62 37.07905 104 60.21467 146 28.01822
21 60.95633 63 48.51901 105 59.83335 147 12.88015
22 5.61447 64 9.59779 106 59.33240 148 19.75636
23 45.08800 65 12.88015 107 68.41688 149 43.28424
24 79.56017 66 19.75636 108 59.05238 150 46.06232
25 9.72300 67 37.22714 109 42.60403 151 4.22590
26 52.92777 68 39.75375 110 44.20260 152 66.83958
27 72.18232 69 38.87787 111 46.93415 153 55.50960
28 60.89026 70 28.99844 112 55.67134 154 81.71708
29 60.52726 71 48.98061 113 20.32033 155 3.54509
30 61.04290 72 52.13070 114 28.01822 156 39.23816
31 5.61447 73 20.95875 115 12.88015 157 48.28342
32 46.59061 74 44.23376 116 56.04315 158 20.51814
33 66.51746 75 57.12395 117 61.50400 159 64.97191
34 47.87322 76 63.25248 118 62.13157 160 43.00322
35 70.84229 77 59.13288 119 51.75104 161 60.42207
36 53.38499 78 64.57140 120 40.27514 162 9.50079
37 64.60530 79 8.95064 121 41.67170 163 2.44380
38 84.52109 80 67.52640 122 44.82827 164 58.15144
39 60.95633 81 61.73104 123 16.28211 165 53.32283
40 4.22590 82 20.32033 124 73.45170 166 69.15588
41 65.00586 83 28.01822 125 66.51746 167 18.52313
42 66.43236 84 12.88015 126 52.74491 168 47.38159
169 65.00586 211 53.14206 253 71.55388 295 62.29498
170 62.38265 212 64.79761 254 70.72765 296 43.76147
171 4.22590 213 53.02873 255 57.77532 297 48.00577
172 48.81847 214 65.99437 256 64.80719 298 39.57460
173 52.15887 215 20.32033 257 57.91597 299 60.27762
174 51.31503 216 28.01822 258 60.27881 300 45.72451
175 72.18232 217 26.26685 259 31.73649 301 67.31026
176 5.61447 218 5.61447 260 37.29455 302 31.14248
177 43.21913 219 72.35640 261 36.19016 303 9.59779
178 52.06878 220 11.47158 262 57.44450 304 55.62936
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179 5.61447 221 64.71829 263 34.25629 305 45.60333

180 51.62818 222 37.83601 264 30.67208 306 10.56053

181 66.90441 223 52.73279 265 20.33440 307 52.86664

182 60.23106 224 56.52201 266 31.70741 308 12.64726

183 18.86311 225 24.49338 267 37.39037 309 37.22714

184 52.13070 226 50.02921 268 54.73304 310 39.75375

185 20.95875 227 18.42951 269 36.82766 311 38.87787

186 44.23376 228 39.98422 270 65.79628 312 37.12258

187 53.14206 229 58.46297 271 9.27863 313 50.56679

188 39.75375 230 33.28998 272 38.27915 314 46.12658

189 20.32033 231 52.71869 273 40.48749 315 66.54057

190 2.62996 232 28.01265 274 19.25900 316 20.32033

191 39.10172 233 48.60994 275 30.09337 317 28.01822

192 67.39698 234 64.49783 276 64.57140 318 12.88015

193 67.33644 235 64.69433 277 71.35579 319 47.00108

194 54.81996 236 60.01094 278 34.29390 320 53.67913

195 48.26021 237 38.07056 279 60.60483 321 51.55657

196 7.43878 238 15.82662 280 34.44472 322 45.67282

197 69.67690 239 38.87787 281 52.06878 323 43.21886

198 66.29892 240 28.99844 282 5.61447 324 29.29883

199 47.79277 241 48.98061 283 51.62818 325 59.30313

200 60.27762 242 52.13070 284 17.41629 326 12.88015

201 63.85655 243 20.95875 285 33.26983 327 19.75636

202 66.70888 244 44.23376 286 8.95064 328 28.39220
203 68.72848 245 66.11328 287 18.46645 329 43.21886
204 46.59061 246 39.10172 288 9.72300 330 29.29883

205 66.43236 247 67.39698 289 49.21121 331 59.30313

206 47.87322 248 67.33644 290 35.02925 332 12.88015

207 70.84229 249 54.81996 291 20.32033 333 19.75636

208 12.88015 250 48.26021 292 28.01822 334 28.39220

209 19.75636 251 4.22590 293 12.88015
210 37.22714 252 66.28953 294 62.23519
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Appendix E
Homogenounity Test of Geopolitics Groups

Independent sample test

Levene's Test for Equality
of Variances
F Sig.
RP Equal variances assumed 755 .386
Equal variances not assumed
NG Equal variances assumed 126 723
Equal variances not assumed
Equal variances assumed .000 994
TSQ .
Equal variances not assumed
Equal variances assumed .001 972
PGQ .
Equal variances not assumed
Rate Equal variances assumed .004 947
Equal variances not assumed
| Equal variances assumed .022 .882
Penalties |
Equal variances not assumed
Group Statistics
Geopolitics N Mean S.td.. Std. Error
Deviation Mean
IRP North 194 1.6856 71917 05163
South 136 2.1324 73846 .06332
NG North 194 1.6546 .68990 .04953
South 136 2.1324 73846 .06332
TSQ North 194 2.0869 64227 04611
South 136 2.1029 65352 .05604
PGQ North 194 1.4536 44987 .03230
South 136 1.5372 48533 .04162
Rate North 194 2.0909 .63997 .04595
South 136 2.1029 65352 .05604
. North 194 1.4654 44477 .03193
Penalties
South 136] 1.5372 48533 .04162
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Appendix F
Matrix Scatter for Variables

MATRIX SCATTER FOR VARIABLES

TNC

IRP

TSQ

RAT

EY¥Y §

PGQ

PEN

TNC IRP TSQ PGQ RAT PEN

TNC = Tax Non-Compliance
IRP = Islamic Religious Perspective
TSQ = Tax Service Quality

PGQ = Public Governance Quality
RAT = Tax Rate
PEN = Penalties
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Appendix H
Hierarchical Multiple Regression Outputs

Model Summary*

Model R R Adjusted | Std. Error Change Statistics Durbin-
Square | R Square of the R Square F dafl | dap Sig. F Watson
Estimate Change | Change Change
1 4837 233 209 420 233 8.773 5| 324 .000
2 509" 259 233 1.881 .026 2913 1] 323 .089
3 .600° 361 334 411 101 4.122 5 318 .001 1.433

a. Predictors: (Constant), Penalties, PGQ, Geopolitics, TSQ, Rate
b. Predictors: (Constant), Penalties, PGQ, Geopolitics, TSQ, Rate, IRP
c. Predictors: (Constant), Penalties, PGQ, Geopolitics, TSQ, Rate, IRP, PGQ_IRP, TSQ_IRP, Geopolitics IRP,
Penalties IRP, Rate IRP

d. Dependent Variable: TNC

ANOVA®

Model Sum of Squares df Mean Square F Sig.

Regression 16.988 5 1.544 8.773 .000°
1 Residual 55.979 324 491769

Total 72.967 329

Regression 392.365 6 32.697 9.236 .000°
2 Residual 1122.235 323 3.540

Total 1514.600 329

Regression 29.799 11 2.129 12.699 .000°
3 Residual 52.797 318 .168

Total 82.596 329

a. Dependent Variable: TNC
b. Predictors: (Constant), Penalties, PGQ, Geopolitics, TSQ, Rate

c. Predictors: (Constant), Penalties, PGQ, Geopolitics, TSQ, Rate, IRP
d. Predictors: (Constant), Penalties, PGQ, Geopolitics, TSQ, Rate, IRP, PGQ_IRP, TSQ IRP,
Geopolitics IRP, Penalties IRP, Rate IRP
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Coefficients®

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 1.252 205 6.113 .000
Geopolitics .508 .080 335 6.331 .034
! TSQ -.046 .066 -.240 -2.701 .044
PGQ -.145 .085 -.128 -2.531 .006
Rate .032 .059 .068 1.225 .027
Penalties -.016 153 -.021 -.293 770
(Constant) 1.367 215 6.357 .000
IRP 186 .050 195 3.707 .009
Geopolitics 449 .071 322 5.181 .038
2 TSQ -.101 .087 -273 -3.001 .032
PGQ -.165 A11 -.170 -2.496 .002
Rate .043 101 .092 1.313 .021
Penalties -.024 173 -.032 -222 7182
(Constant) 1.413 212 6.665 .000
IRP 201 .063 187 2.007 .009
Geopolitics Sl .082 .345 4.722 .038
TSQ -.119 .082 -.199 -3.015 .028
PGQ -.145 .109 -.153 -2.281 .000
3 Rate .055 .099 127 1.322 .009
Penalties -.031 182 -.077 -210 .641
Geopolitics IRP -.109 .044 134 2.450 .001
TSQ_IRP 011 .046 .014 235 .814
PGQ IRP .038 .040 .049 936 .350
Rate IRP 277 .060 .289 3.714 311
Penalties IRP -.137 .058 -.181 -2.389 .017

a. Dependent Variable: TNC

290




	FRONT MATTER
	COPYRIGHT PAGE
	FRONT PAGE
	TITLE PAGE
	CERTIFICATION
	PERMISSION TO USE
	ABSTRACT
	ABSTRA K
	ACKNOWLEDGEMENTS
	TABLE OF CONTENTS
	LIST OF TABLES
	LIST OF FIGURES
	LIST OF APPENDICES
	LIST OF ABBREVIATIONS

	MAIN CHAPTER
	CHAPTER ONE 
	INTRODUCTION
	1.1 Background of the Study
	1.2  Tax Non-compliance in Yemen
	1.2.1  Islamic Religious Perspective and Tax Non-compliance 
	1.2.2  Geopolitical Differences and Tax Non-compliance 

	1.3  Small and Medium Enterprises in Yemen
	1.4  Problem Statement
	1.5  Research Questions 
	1.6  Research Objectives
	1.7  Significance of the Study  
	1.7.1  Theoretical Contributions
	1.7.2  Practical Contributions

	1.8  Scope of the Study 
	1.9  Organization of the Study  


	CHAPTER TWO
	INCOME TAX SYSTEM AND SMEs IN YEMEN
	2.1 Introduction 
	2.2  History and Development of Yemeni Income Tax System¹ 
	2.3  The Income Tax Regulation (Law No. 17 of 2010) 
	2.3.1  Income Tax Rates
	2.3.2  Penalties 
	2.3.3  Self-assessment System
	2.3.4  Zakat Payment and Tax

	2.4  Small and Medium Enterprises in Yemen
	2.4.1 Definition of Small and Medium Enterprises 
	2.4.2  Classification of Small and Medium Enterprises 

	2.5  Summary 


	CHAPTER THREE
	LITERATURE REVIEW
	3.1 Introduction 
	3.2 Concepts of Tax Compliance and Tax Non-compliance 
	3.3 Taxpayers’ Behaviour
	3.4 Reasons for Non-compliance
	3.5 Underpinning Theory and Supporting Theories
	3.5.1 Social Influence Theory 
	3.5.2 Social Exchange Theory
	3.5.3 Deterrence Theory 

	3.6 A Review of Tax Compliance and Non-compliance Studies 
	3.6.1 Earlier Studies of Tax Compliance and Non-compliance 
	3.6.2 Recent Studies of Tax Compliance and Non-compliance
	3.6.3 Tax Compliance and Non-compliance Studies of Yemen 

	3.7 Determinants of Tax Non-compliance Behaviour 
	3.7.1 Islamic Religious Perspective 
	3.7.2 Geopolitical Differences 
	3.7.3 Tax Service Quality 
	3.7.4 Public Governance Quality 
	3.7.5 Tax System Structure 
	3.7.5.1     Tax Rate 
	3.7.5.2     Penalties  


	3.8 Summary


	CHAPTER FOUR
	RESEARCH METHODOLOGY  
	4.1 Introduction
	4.2 Research Framework
	4.3 Hypotheses Development 
	4.3.1 Islamic Religious Perspective 
	4.3.2 Geopolitical Differences 
	4.3.3 Tax Service Quality 
	4.3.4 Public Governance Quality 
	4.3.5 Tax Rate 
	4.3.6 Penalties

	4.4 Research Design 
	4.5 Population and Sampling 
	4.5.1 Sample Size   
	4.5.2 Sampling Technique and Selection
	4.5.3 Unit of Analysis   

	4.6 Operational Definitions of Variables 
	4.6.1 Tax Non-compliance Behaviour  
	4.6.2 Islamic Religious Perspective 
	4.6.3 Geopolitical Differences    
	4.6.4 Tax Service Quality  
	4.6.5 Public Governance Quality  
	4.6.6 Tax System Structure   

	4.7 Measurement of Variables 
	4.7.1 Tax Non-compliance Behaviour 
	4.7.2 Islamic Religious Perspective
	4.7.3 Geopolitical Differences
	4.7.4 Tax Service Quality  
	4.7.5 Public Governance Quality
	4.7.6 Tax System Structure   

	4.8 Questionnaire Design 
	4.9 Pilot Study
	4.10 Data Collection Procedures 
	4.11 Techniques of Data Analysis 
	4.11.1 Descriptive Statistics 
	4.11.2 Cross-tabulation Analysis
	4.11.3 Goodness of Measure
	4.11.3.1  Measuring of the Reliability
	4.11.3.2  Measuring the Validity
	4.11.3.3  Factor Analysis 

	4.11.4 Correlation Analysis 
	4.11.5 Multiple Regression Analysis

	4.12 Summary


	CHAPTER FIVE
	DATA ANALYSIS AND RESEARCH FINDINGS
	5.1 Introduction
	5.2 Response Rates
	5.3 Data Screening and Inspection
	5.3.1 Missing Data Treatment
	5.3.2 Removing Outliers 
	5.3.3 Non-response Bias 

	5.4 Respondents Profile 
	5.5 Descriptive Statistics
	5.5.1 Tax Non-compliance Behaviour 
	5.5.2 Tax Service Quality
	5.5.3 Public Governance Quality  
	5.5.4 Tax System Structure 
	5.5.4.1   Tax Rate
	5.5.4.2   Penalties  


	5.6 Cross-tabulation Analysis 
	5.6.1 Islamic Religious Perspective and Tax Non-compliance 
	5.6.2 Geopolitical Differences and Tax Non-compliance

	5.7 Correlation Analysis
	5.8 Factor Analysis
	5.8.1 Factors Analysis of Tax Service Quality 
	5.8.2 Factor Analysis of Public Governance Quality
	5.8.3 Factors Analysis of Tax System Structure 
	5.8.3.1   Tax Rate 
	5.8.3.2   Penalties


	5.9 Multiple Regression
	5.9.1 Assumptions of Multiple Regression 
	5.9.1.1   Normality 
	5.9.1.2   Linearity
	5.9.1.3   Multicollinearity 
	5.9.1.4   Homoscedasticity 

	5.9.2 Regression Models 
	5.9.3 Multiple Regression Results

	5.10 Hypotheses Testing 
	5.10.1   The Hypotheses of Independent Variables 
	5.10.2   The Hypotheses of Moderating Effect of Islamic Religious Perspective

	5.11 Summary 


	CHAPTER SIX 
	DISCUSSION AND CONCLUSION
	6.1 Introduction 
	6.2 Summary of Findings
	6.3 Discussion of Results 
	6.3.1 Research Question 1 
	6.3.2 Research Question 2
	6.3.3 Research Question 3 
	6.3.4 Research Question 4
	6.3.5 Research Question 5 
	6.3.6 Research Question 6
	6.3.7 Research Question 7
	6.3.7.1 The Influence of Geopolitical Differences on Tax Non-compliance Behaviour in the Presence of Islamic Religious Perspective 
	6.3.7.2 The Influence of Tax Service Quality on Tax Non-compliance Behaviour in the Presence of Islamic Religious Perspective 
	6.3.7.3 The Influence of Public Governance Quality on Tax Non-compliance Behaviour in the Presence of Islamic Religious Perspective
	6.3.7.4 The Influence of Tax Rate on Tax Non-compliance Behaviour in the Presence of Islamic Religious Perspective
	6.3.7.5 The Influence of Penalties on Tax Non-compliance Behaviour in the Presence of Islamic Religious Perspective


	6.4 Implications of the Study 
	6.4.1 Theoretical Implications 
	6.4.2 Methodological Implications 
	6.4.3 Practical Implications 

	6.5 Limitations and Recommendations for Future Research
	6.6 Conclusion


	REFERENCES
	APPENDICES




