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ABSTRACT 

Tax noncompliance has become a core issue for many countries around the world, 

especially developing countries like Libya. The current study empirically examined the 

moderating effect of political factors on the determinants of tax noncompliance among 

the Libyan self-employed. In this respect, the political factors (political affiliation and 

political instability) are more suitable to the political situation of Libya in the wake of 

the post-2011 revolution that has had major transforming impact on the Libyan 

economy and society. Data was collected by means of a structured questionnaire 

designed for the study and distributed to 498 respondents. The PLS-SEM technique 

was employed to analyse the data and empirically examine the relationship between 

latent variables. Results showed that Islamic perspective, national pride, tax 

knowledge, tax penalty and political instability had a significant and positive effect on 

tax noncompliance whereas tax morale and political affiliation had a significant and 

negative effect on tax noncompliance among Libyan self-employed. Furthermore, 

results showed that political affiliation significantly and positively moderates the 

relationship between Islamic perspective, tax knowledge, tax penalty and 

noncompliance. However, it significantly and negatively moderates the relationship 

between national pride, trust in government, tax morale, tax fairness and tax 

noncompliance. Moreover, political instability significantly and positively moderates 

the relationship between trust in government, tax morale, tax fairness and tax 

noncompliance while it significantly and negatively moderates the relationship 

between Islamic perspective, tax knowledge, tax penalty and tax noncompliance among 

Libyan taxpayers. Theoretically, the findings have extended the body of knowledge by 

providing empirical evidence of the moderating effect of political factors on tax 

noncompliance. Practically, the government should consider these factors as crucial 

and significant while formulating taxation policies to minimize tax noncompliance's 

culture among the Libyan self-employed and hence increase government revenues. The 

recommendation, limitations and direction for future research were also presented. 

Keywords: tax noncompliance behaviour, political factors, economic factors, self-

employed, Libya 
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ABSTRAK 

 

Ketidakpatuhan cukai telah menjadi isu utama bagi banyak negara seluruh dunia, 

terutamanya negara-negara membangun seperti Libya. Kajian semasa menyelidik 

secara empirik kesan penyederhanaan faktor politik terhadap faktor penentu 

ketidakpatuhan cukai dalam kalangan mereka yang bekerja sendiri di Libya. Dalam hal 

ini, faktor politik (hubungan politik dan ketidakstabilan politik) lebih sesuai dengan 

keadaan politik Libya berikutan revolusi pasca 2011 yang telah memberi kesan besar 

kepada ekonomi dan masyarakat Libya. Data dikumpul melalui soal selidik berstruktur 

yang direka untuk kajian ini dan diedarkan kepada 498 responden. Teknik PLS-SEM 

digunakan untuk menganalisis data dan menguji hubungan antara pemboleh ubah laten. 

Keputusan menunjukkan bahawa perspektif Islam, kebanggaan terhadap negara, 

pengetahuan cukai, penalti cukai dan ketidakstabilan politik mempunyai kesan yang 

signifikan dan positif terhadap ketidakpatuhan cukai sedangkan semangat pencukaian 

dan hubungan politik mempunyai kesan yang signifikan dan negatif terhadap 

ketidakpatuhan cukai dalam kalangan mereka yang bekerja sendiri di Libya. Tambahan 

pula, hasil kajian menunjukkan bahawa hubungan politik menyederhanakan hubungan 

antara perspektif Islam, pengetahuan cukai dan penalti cukai dan ketidakpatuhan secara 

signifikan dan positif. Walau bagaimanapun, ia secara signifikan dan negatif  

menyederhanakan hubungan antara kebanggaan terhadap negara, kepercayaan kepada 

kerajaan, moral cukai, keadilan cukai dan ketidakpatuhan cukai. Selain itu, 

ketidakstabilan politik menyederhanakan hubungan antara kepercayaan dalam 

kerajaan, moral cukai, keadilan cukai dan ketidakpatuhan cukai politik secara 

signifikan dan positif, serta menyerdehanakan hubungan antara perspektif Islam, 

pengetahuan cukai, penalti cukai dan ketidakpatuhan cukai dalam kalangan pembayar 

cukai Libya secara signifikan dan negatif. Secara teorinya, penemuan ini telah 

memperluaskan cabang ilmu pengetahuan dengan memberikan bukti empirik kesan 

penyederhanaan faktor politik terhadap ketidakpatuhan cukai. Secara praktiknya, 

kerajaan perlu mempertimbangkan faktor-faktor ini sebagai kritikal dan penting 

semasa merumuskan dasar cukai untuk meminimumkan budaya ketidakpatuhan cukai 

dalam kalangan mereka yang bekerja sendiri di Libya, dengan itu meningkatkan hasil 

kerajaan. Cadangan, batasan dan arah tuju untuk penyelidikan pada masa hadapan juga 

dikemukakan. 

Kata kunci: tingkah laku ketidakpatuhan cukai, faktor politik, faktor ekonomi, 

bekerja sendiri, Libya 
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CHAPTER 1 

INTRODUCTION 

 

1.1 Background of the Study 

Tax authorities around the world are facing the challenges of tax noncompliance issues 

which affects tax collection. It became a serious and growing issue around the world, every 

year, there are millions of tax revenues that are not collected  because of tax noncompliance 

(Randlane, 2016). Taxes are an important source of revenue for the government because it 

helps develop the infrastructure of government and that is why the government is exist, 

governments all over the world need tax revenues to help them meet their social 

obligations. Nevertheless, this opportunity to increase government revenue has not been 

well exploited by many governments around the world especially the developing countries 

(Oluyombo & Olayinka, 2018). The failure to apply and enforce the tax laws indicates that 

the taxpayers may be indulged in tax noncompliance (Kirchler, 2007). Tax noncompliance 

is predestined to minimize the global tax collection by approximately 18%, and this leads 

to about USD3 trillion in lost public funding around the world (DeBacker, Heim, Tran, & 

Yuskavage, 2018). 

According to Alabede (2012) and Ma (2017), tax noncompliance was qualified as a global 

phenomenon in both developed and developing countries. The contribution of the tax 

revenue to GDP in developing countries much less than developed countries and this is a 

major concern for tax noncompliance researchers (Umar, Derashid, & Ibrahim, 2017). 

Mas’ud, Aliyu and Gambo (2014) claimed that the tax noncompliance level in developing 

countries considers being much higher than that of developed countries. “There is a 
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unanimous agreement among authorities in developing countries, tax researchers and 

international agencies that noncompliance with tax provisions is a huge challenge currently 

hampering tax revenue mobilization efforts” (Umar et al., 2017, p.31). Thus, tax 

compliance is very necessary, especially in developing countries where there is a great 

need to increase tax revenues for development (Umar, Derashid, Ibrahim, & Bidin, 2018). 

In the aftermath of the 2011 revolution that caused the overthrow of the Gaddafi regime, 

Libya presently is facing two serious issues related to its tax collection and system of 

taxation. Firstly, according to Libyan Audit Bureau (LAB, 2015) Libya is one of the 

developing countries that suffer from tax evasion due to the behaviour of noncompliance 

by taxpayers. For the purpose of contributing to development, the developing countries 

urgently need to enhance their tax revenues (Umar et al., 2018). Secondly, Libya faces the 

issue of a narrow tax base with the overwhelming majority of state revenue derived from 

hydrocarbon revenues that made financial policy powerless in situations of low oil prices 

and volatility of domestic production (Mansour, 2015). The largest share of the fiscal 

revenues in Libya derives from sales in the oil industry which is utilized to support the 

budgetary expenditures. The financial weakness and imbalance are rising due to political 

problems after the 2011 revolution which has made these revenue-related issues more 

salient (Finger & Gressani, 2014 ; IMF, 2014; Mansour, 2015). According to Mansour 

(2015), this situation has created the need for structural fiscal reforms to increase the tax 

collection efforts. This need thus necessitates a clear understanding of taxpayers’ behaviour 

towards tax noncompliance so that the tax policy and system can incorporate these factors 

beforehand. Both of these issues are related to tax noncompliance in Libya in the post-2011 

revolution period which are discussed in more detail below. 
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The issue of tax noncompliance behaviour among taxpayers in Libya that led to evasion of 

tax became pronounced in the post-2011 revolution period based on financial statistics and 

reports on tax revenues (LAB, 2015). The following statistics show evidence of the 

problem and highlight its magnitude. Table 1.1 shows a significant deterioration in Libya's 

tax collection in the period after the 2011 revolution. Although the noncompliance with 

taxes has been more pronounced after the revolution onwards, Libya now is faced with a 

state of uncertainty. This suggests that the political problem is not the only factor behind 

the decrease of tax collection in Libya. Therefore, there is a need to determine the other 

factors of tax noncompliance behaviour for taxpayers. 

Table 1.1 

Tax Collection in Libya 2010-2017 (in million Libyan Dinar) 
The year Estimated tax revenues Actual tax revenues Percentage Change 

2010 3,055 1,941 - 

2011 500 443 (77%) 

2012 500 687 55% 

2013 900 838 22% 

2014 900 731 (13%) 

2015 700 671 (8%) 

2016 700 804 20% 

2017 800 1,039 29% 

Source: Libyan Audit Bureau (LAB, 2018). 

As reported by the LAB’s annual report 2018, the sharp decline in tax revenues was in 

2011 due to the revolution in Libya, which gave an opportunity to Libyans to avoid tax 

compliance. The tax revenues were only LYD443 million which showed a decline of 77% 

compared to the year 2010. Despite the slight increase in revenues of LYD 687 and LYD 

838 million in the next two years of 2012 and 2013, respectively, tax revenues did not 
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return to the previous levels prior to 2011. The collection of tax revenues over the fiscal 

year 2014 was LYD731 million which was a decline of 13% compared to 2013. This 

amount is also lower than the estimated tax revenues returns which was a total of LYD900 

million. This figure represents a tax gap of LYD169 million which may be the result from 

tax noncompliance (LAB, 2015, 2018). Furthermore, the collection of tax revenue in 2015 

showed an 8% decrease to LYD671 million compared to LYD731 million collected in 

2014. Although the tax revenue in 2016 and 2017 increased to LYD804 and LYD1,039 

million dinars, respectively, these increases did not meet the level of tax revenues realized 

before 2011 (See Figure 1.1). This was due to the phenomenon of tax noncompliance by 

the Libyans, especially the self-employed as indicated by  the Libyan Audit Bureau reports 

(LAB, 2015, 2016, 2018). 

 
Figure 1. 1  

Comparison of Estimated and Actual Tax Revenues 2009 - 2017 (in million Libyan 

Dinar). 

Source: Libyan Audit Bureau (LAB, 2018) 

Statistics by the Central Bank of Libya (CBL) and LAB's reports (LAB, 2015, 2016, 2018), 

stated that one of the main reasons for the high fiscal deficit  in recent years in Libya was 
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the unwillingness of citizens to pay tax and also due to the decline in oil production because 

of the political instability in Libya after the 2011 revolution and the decrease in world oil 

prices. The reports of the Libyan Audit Bureau (LAB, 2015, 2016, 2018) also warned of 

the serious economic and financial consequences of growing fiscal deficits of the financial 

performance of the country during the five years between 2013-2017 (See Table 1.2). 

Statistics showed that in the general budget, the fiscal deficit reached a peak in 2015 to 

LYD25 billion dinars compared to a deficit of LYD10 billion dinars in 2013. Additionally, 

this fiscal deficit continued in 2016 and 2017. The situation denotes that the country has to 

be more attentive to the effectiveness in the accumulation of financial sources in respect to 

collection of taxes. This indicates a need for an investigation into the determinants of 

taxpayers’ tax noncompliance behaviour with the country’s tax obligations. This 

noncompliance may be because of the political, religious and other factors that emerged 

due to political turmoil arising from the post-2011 revolution. 

Table 1.2  

Comparison of State Revenues and Expenditures 2013-2017 (in billion Libyan Dinar) 
The year Actual revenue Actual expenditure Surplus (Deficit) 

2013 55 65 (10) 

2014 22 44 (22) 

2015 11 36 (25) 

2016 9 30 (21) 

2017 22 32 (10) 

Source: Libyan Audit Bureau (LAB, 2018) 

According to the reports of the African Economic Outlook (AfDB/OECD/UNDP, 2014, 

2017), the tax-to-GDP ratio of Libya was about 3.6% in 2010. The report estimates that 

this percentage was expected to decrease even more to 1.2% by the end of 2016. In 
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addition, the report projected there is further decline in the tax-to-GDP ratio in 2017 at 

1.1% (See Table 1.3). 

Table 1. 3  

Public Finances (Percentage of GDP) 2010 – 2017 
 

 

2010 2011 2012 2013 2014 2015 2016(e) 2017(p) 

Overall revenue and grants 60.0 34.0 59.6 65.2 37.9 21.5 21.3 22.6 

Tax revenue 3.6 1.4 0.7 1.2 1.3 1.1 1.2 1.1 

Oil revenue 54.3 31.9 56.9 64.0 36.6 20.4 

 

20.1 21.5 

Overall expenditure and net 

lending (a) 

52.6 47.0 45.8 69.2 78.2 74.0 75.1 74.2 

Current expenditure 27.8 38.2 41.1 58.8 70.2 66.5 67.3 66.4 

         

Wages and salaries 11.1 25.8 15.8 29.9 41.8 39.5 42.0 42.4 

Interest 0 0 0 0 0 0 0 0 

 

Capital expenditure 23.6 6.8 4.7 10.4 8.0 7.5 7.8 7.8 

 

Total balance 7.4 -13.0 13.8 -4.0 -40.3 -52.5 -53.8 -51.6 

Note: a. Only major items are reported. Data from domestic authorities: estimates (e) and projections (p) 

based on authors calculations (AfDB/OECD/UNDP, 2014, 2017). 

 

The study of Mas’ud, Aliyu, et al. (2014) measured the influence of economic determinants 

of tax rate on tax noncompliance in seventeen selected African countries using a regression 

model and using taxes as a percentage of GDP to measure tax compliance. The study 

highlighted tax evasion caused by tax noncompliance as a major reason for lower tax 

revenues in African countries and emphasized further research into other variables that 

could cause tax noncompliance. Mas’ud’s study indicated that the percentage of tax 

compliance in Libya dropped from 70 percent in 2012 to 58 percent in 2013 despite the 

stability of the tax rate.  

The World Bank Group (WBG) and PricewaterhouseCoopers (PwC) provided reports on 

tax compliance across a group of countries in order to offer vital insights on Libya’s tax 

compliance in relation to 189 other countries. This reports states that Libya stood at 116th 
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in 2014, 157th in 2015 and 160th in 2016 out of the 189 countries in the overall world 

ranking of paying taxes. Therefore, Libya is considered to be in the poor position with 

regard to tax compliance compared to the other countries. Moreover, Libya compared to 

other Arab countries in the 1Arab Spring revolutions, which suffer from the same state of 

political turmoil, Libya is considered to be among the lowest countries of tax payment, 

which makes the phenomenon of tax noncompliance more obvious in Libya. Figure 1.2 

shows the world ranking of paying taxes during the three years between 2014-2016 (WBG 

& PwC, 2016).  

 

Figure 1. 2 

The world ranking of paying taxes among the Arab Spring countries 

  

                                                           
1 The Arab Spring was a series of pro-democracy uprisings that enveloped several largely Muslim countries, 

including Tunisia, Morocco, Syria, Libya and Egypt. The events in these nations generally began in the spring 

of 2011, which led to the name. However, the political and social impact of these popular uprisings remains 

significant today, years after many of them ended. 

https://www.history.com/topics/middle-east/arab-spring 
 

1
1

6

6
0

1
4

8

1
2

9

1
2

0

1
5

7

1
1

3

1
4

9

1
3

5

1
1

7

1
6

0

8
1

1
5

1

1
3

5

1
1

9

L I B Y A T U N I S I A E G Y P T Y E M E N S Y R I A

2014 2015 2016

https://www.history.com/topics/middle-east/arab-spring


Universlti Utara Malaysia 

 

8 
 

The study narrowed the overall issue of low tax collection by analysing determinants of 

tax noncompliance behaviour of Libyan self-employed taxpayers. The decrease in tax 

revenues collection since the 2011 revolution can be attributed in large measure to tax 

noncompliance of self-employed taxpayers in Libya (LAB, 2015). In order to eliminate 

any possible economic and financial disaster, the state should resolve the issue of tax 

noncompliance and address the causes of this phenomenon. The report of the Libyan 

Bureau of Audit (LAB, 2015) mentioned that tax noncompliance is one of the reasons for 

the low tax revenues in Libya and verifies the prevalence of tax noncompliance among 

taxpayers. Yet, the phenomenon of tax noncompliance and its socio-psychological and 

economic determinants remains largely unexplained or less understood in the context of 

Libya. 

According to the Libyan Audit Bureau, tax on salaries which includes the income tax 

collected mainly from employees of the public sector and foreign companies are deducted 

at source, thus, it is excluded from the scope of the study. Consequently, it is a high 

probability that the deficit represented in the gap between the estimated and actual tax 

revenues are from self-employed taxpayers who are noncompliant in the payment of their 

taxes. Besim and Jenkins (2005) define the self-employed as a person working by himself 

or together with unpaid family workers to obtain an income. Thus, any an individual owns 

a business as a sole proprietor or partner is considered as self-employed taxpayers. 

The study also excludes corporate firms whose tax payments systems are more formalized 

and less related to the behavioural determinants of individuals. Thus, the focus of this study 

is on the behavioural and economic factors of self-employed taxpayers’ noncompliance. 

The study shall demonstrate the need to examine and analyse tax noncompliance behaviour 
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among self-employed taxpayers and its determinants as their behaviour toward tax is 

determined by the social, psychological and economic factors. Tsegaw (2017) stated that 

the greater opportunity of tax noncompliance are  mostly from self-employed taxpayers. 

Alstadsæter, Johannesen and Zucman (2017) also reported that random audits showed high 

tax evasion rates among the self-employed. Tax noncompliance behaviour of self-

employed taxpayers might lead to tax avoidance or evasion through modification in profits 

such as increased expenses (Raitano & Fantozzi, 2015). Furthermore, government 

employees have considerably fewer chances to exhibit noncompliance behaviour. Also 

self-employed taxpayers might be inclined to be tax noncompliant after weighing various 

factors (Ferede, 2013; Gangl, Hofmann, Groot, et al., 2015; Kogler, Muehlbacher, & 

Kirchler, 2015; Masoud, 2015). 

After the Arab Spring in some MENA countries such as Libya, Tunisia and Egypt, and the 

issue of the political instability, this may negatively impact on the economic growth rate in 

these countries. However, Libya’s economy contracted by more than 60% in 2011, but it 

recouped some of those losses in 2012 with an astonishing annual growth rate of nearly 

70% (Rachdi & Saidi, 2015). In addition, Libyan Audit Bureau claimed that, although the 

Libyan state after the 2011 revolution is witnessing a recovery in the commercial and 

industrial movement and the growth in the activity of import and supply companies. 

However, the great growth in all activities and the increase in the number of taxpayers 

registered in the various tax divisions of the income of trade, industry, crafts, corporate 

income and the income of free professions did not have a positive effect on the income of 

the tax authority (LAB, 2015). This confirmed that the political turmoil does not really 

influence the economic growth in Libya, and it is assumed that tax collection will increase 
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but the opposite happened, attributed the reason behind this is the phenomenon of tax 

noncompliance. 

The report of the International Monetary Fund (IMF, 2014) argued that the political turmoil 

in Libya probably further weakened the country and its institutions, law and regulations. 

Additionally, trust in government could erode further in the context of political instability 

which leads to decreases in legitimacy and effectiveness. Another IMF report (IMF, 2013) 

indicated political instability associated with a narrow share of tax revenue in fiscal policy 

as a major hurdle in improving Libyan fiscal management. The report mentioned tax policy 

and administration reforms as a medium-term policy objective for Libya. Thus, this 

information necessitates analysis of tax noncompliance behaviour and their specific factors 

in order to enable tax reforms for development of an effective and diversified tax system.  

The decrease in the collection of tax revenues and a rising tax gap from an already narrow 

tax base confirmed the issue of fiscal imbalance in Libya requiring tax reforms. This, in 

turn, necessitates looking into tax noncompliance behaviour in Libya and its determining 

factors. In general, studies on tax noncompliance behaviour in Libya have been scarce and 

lack the specific focus required for a full understanding of the issue of tax noncompliance. 

Understanding the behaviour of tax noncompliance among taxpayers and their 

determinants are a prerequisite for any tax policy reforms geared towards increasing tax 

revenues (Batrancea, Nichita, & Batrancea, 2013). The study moreover incorporates the 

moderating role of political factors in the relationship between tax noncompliance 

behaviour and its determinants in the post-2011 revolution period in Libya. As Abodher, 

Ariffin, and Saad (2016) suggested, this study offers significant improvement to the 

existing models of tax noncompliance. Although existing studies of tax noncompliance 
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behaviour have used economic models associated with tax noncompliance behaviour, yet 

there is a need for developing behavioural and economic models that may analyse the 

impact of socio-psychological and economic factors on tax noncompliance behaviour in 

the post-revolution regime in Libya.  

The overturn of the Gaddafi2 regime and the introduction of democratic reforms have 

brought in a number of social and psychological changes among Libyan citizens.  

Theoretically and practically, it is pertinent to understand the effects of political and 

religious factors and other determinants of tax noncompliance behaviour among Libyan 

citizens. In this way, understanding behavioural and economic determinants of tax 

noncompliance behaviour will not only help improve the taxation policy and administration 

but will also enable a better understanding of behavioural and economic determinants and 

thereby a reduction in tax noncompliance behaviour. The overall results of the study will 

help overcome structural barriers leading to fiscal vulnerability in Libya in relation to 

noncompliance among taxpayers. 

1.2 Problem Statement 

Tax noncompliance has become a core issue for many countries around the world, 

especially developing countries like Libya. Every year, there  are a huge amount of tax 

incomes around the world are not collected due to lack of compliance with tax payment 

(Randlane, 2016). Furthermore, Tax noncompliance reduce global tax collection by 18%, 

and this leads to a loss of about USD3 trillion of public funding worldwide (DeBacker et 

al., 2018). Governments around the world, especially developing countries has not been 

                                                           
2 Gaddafi established a revolutionary cell within the army in 1969 and then seized power from King Idris in 

a bloodless military coup (Haider, 2016). Therefore, he ruled Libya for 42 years, until 2011. 
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exploited the opportunity of taxes as an important source of revenue to increase their 

revenues (Oluyombo & Olayinka, 2018). Although, tax noncompliance is a global issue in 

both developed and developing countries (Alabede, 2012; Ma, 2017),  the contribution of 

tax revenues to GDP in developing countries is much lower than that of developed 

countries, and this is a major concern for researchers (Umar et al., 2017). 

In the light of lower tax collection in recent years after 2011, the issue of tax noncompliance 

has become a focus in Libya (LAB, 2015). Due to political turmoil arising out of the post-

2011 revolution, the government's attempts to reduce the deficit have ended in failure. In 

addition to political factors, other determinants such as religious factors and national pride 

may have influence on tax noncompliance in Libya. 

Recently, Awang, Abdullah, Tahir and Rahim (2018) concluded that tax noncompliance 

will contribute to reducing revenues to the government and there should be a guide for  

further efforts to explore the effect of both economic and behavioural factors on tax 

compliance. In addition, Barbuta-Misu's (2011) study presented an overview of studies 

related to determinants of tax noncompliance and stated that behavioural factors need to be 

studied in more detail. Behavioural factors that may affect noncompliance behaviour 

include psychological factors and social factors (Awang et al., 2018; Barbuta-Misu, 2011; 

Brooks, 2001; Kirchler, 2007). The study by Stark and Kirchler (2017) found that socio-

psychological variables play a significant role in tax compliance behaviour and that they 

are highly relevant. Barrios et al. (2017) and Mahangila (2014) recommended that tax 

noncompliance still needed more study particularly with respect to the individual level. 

Additionally, the study of Puspitasari, Susilowati and Meiranto (2017) found that the 

behaviour of individual taxpayers is diverse and can impact tax noncompliance decisions. 
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Thus, an analysis of the issue of tax noncompliance at the individual level incorporating 

the relevant behavioural factors towards tax noncompliance is necessary in the Libyan 

context. 

Within the context of Libya, this study relates political factors to the issue of the frequent 

change in government before the end of their term which was prevalent after 2011 (LAB, 

2016), for example, in 2014 a new government was appointed by the House of 

Representatives, but the previous government in Tripoli did not hand over its functions 

under the pretext that its mandate had not ended and the illegality of the House of 

Representatives, which forcing the new government to operate in the eastern Libyan (al-

Bayda), and thus formed two rival governments government in Tripoli and the other in al-

Bayda (Stiftung, 2018). The frequent and abrupt changes in government policies could 

impact the behaviour of individuals toward paying tax (Grossman, 1994). In Libya, very 

few studies examined the impact of political factors on the tax noncompliance behaviour 

after the 2011 revolution.  

Political factors affecting tax administrations continue to be a significant problem in many 

countries, particularly in developing countries (Tanzi, 2017). In Libya the citizens gained 

more freedom because of the transition towards democracy. The emergence of political 

parties in Libya as a result of democracy consequently could influence party affiliation and 

thereby influence tax noncompliance among its citizens. Despite the fact that factors 

affecting tax noncompliance have been studied, only a few studies focused on the influence 

of political variables on taxpayers’ behaviour (Kim, 2008). Sá, Martins and Gomes (2015) 

studied political factors through the impact of political democratic system and political 

participation on taxpayers’ behaviour. Nonetheless, this study examined political 
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affiliation and political instability as these variables are more suitable to the current 

political situation of Libya. Political affiliation means that citizens belong to a particular 

political party (Edwards, 2007). Cullen, Turner and Washington (2018) argued that when 

individuals have an affiliation with the governing party, it may affect their tax payment to 

the government. Political instability means the frequent changes in government would lead 

to a change in economic policy which might impact the decision of taxpayers. Amin, 

Nadeem, Parveen, Kamran and Anwar (2014) reported that increasing political instability 

negatively affects the collection of tax. 

Some previous studies on tax noncompliance in Libya have approached the issue from the 

economics perspective (McGee & Goldman, 2012; Mas'ud et al. 2014). In order to 

investigate the issue of tax noncompliance among self-employed taxpayers, this study 

focused on analysing the influence of behavioural and economic perspectives of tax 

noncompliance with political factors as the moderating role. 

Among the important determinant of tax compliance found in existing literature is religious 

factors. Religious factors are significant determinants affecting individuals in respect of tax 

compliance behaviour (Nurunnabi, 2017; Nwidobie, 2018; Rettinger & Jordan, 2005). The 

Libyan Dar Fatwa was established in 2013; it issued fatwa No. 1100 ruling on taxes 

imposed by the state (Al-Ghariani, 2013). The fatwa said that taxes imposed on income are 

not Halal except as necessary, and subject to the following four conditions. First, the state 

is required to tax based upon real and urgent need. Second, if the state is poor. Third, taxes 

must be spent on legitimate needs not on the desires and passions of the ruling power. 

Fourth, the tax is levied upon that which exceeds the basic needs of taxpayers. To sum it 
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up, the Islamic religious perspective on the legitimacy of tax in Libya could be summarized 

as following:  

• If all the above four conditions are present, then paying tax is considered Halal 

(permissible). 

• If any of these above conditions are missing, then paying tax is considered Haram 

(forbidden). 

The differences between the state taxation system and the fatwa created confusion among 

the Islamic population in Libya. The citizens of Libya had to decide upon what to do in 

balancing the requirements of the state and the fatwa. This decision-making process 

provides a greater opportunity for those people to not comply with state tax compliance 

requirements using the logic that the fatwa forbids it. 

Libya suffers from the problems of tax noncompliance, and this issue should be 

investigated for religious factors and their impacts on tax noncompliance because Libya 

has an overwhelmingly Islamic population. Thus, the current study will examine the impact 

of the Islamic perception variable upon the perceived legality of the tax and religiosity 

variable on the noncompliance behaviour of taxpayers in Libya. Only a limited number of 

research studies have been conducted on the impact of religious factors on tax 

noncompliance, and they have found that religious values play a significant role in 

influencing the compliance behaviour of taxpayers (Ali, 2013; Nurunnabi, 2017; 

Nwidobie, 2018; Palil, Akir, & Ahmad, 2013; Yew, Milanov, & McGee, 2015). However, 

these existing studies were focused more on the religiosity variable generally and coverage 

of the specific Islamic side was rarely considered. The present study will fill in this gap by 
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examining the effect of Islamic perspective and the Islamic religiosity variable on 

taxpayers’ noncompliance behaviour. 

The national pride variable also has an impact on the behaviour of citizens toward tax 

noncompliance. Hanifah and Yudianto (2019) stated that national pride influences the 

behaviour of taxpayers to comply with paying taxes. Konrad and Qari (2012) found that 

national pride, which they define as a person’s love and devotion to his/her country, has 

been a significant determinant of tax compliance behaviour. Thus, that is the greater the 

national pride, the more likely a taxpayer is to comply with tax laws. In meta-analysis, 

Torgler and Schneider (2005) used the national pride variable for national identification 

and concluded that an individual taxpayer’s behaviour towards tax liability is strongly 

influenced by it. Their study pointed out that the variable of national pride is completely 

neglected among the researchers studying tax compliance behaviour. Within context of 

Libya, this factor is expected to have strong positive impact on tax compliance behaviour. 

According to the World Values Survey (2014), Libya is ranked 22nd among 111 countries 

in terms of high national pride of citizens, thus, Libya considers to be in a good position 

compared to other countries. However, the effect of the national pride score on tax 

compliance behaviour among Libyan taxpayers has yet to analysed. 

Trust in the government is another determinant influence tax noncompliance. Torgler 

(2003b) concluded that taxpayers’ behaviour depends on mutual trust in the government 

and political regime significantly. Ma (2017) found that trust in government plays a 

significant role in the behaviours of tax compliance in developed and developing countries. 

Libya, after the revolution of 2011, has experienced a number of frequent successive 

governments to legislative power within short periods (LAB, 2016). Some periods have 
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also seen the existence of more than one legislative power at the same time (LAB, 2015). 

All of this has an impact on citizens’ trust in the government and has the potential to 

influence the tax noncompliance. The current situation in Libya indicates a decrease in trust 

between the government and her citizens. This points to the need to analyse empirically 

the impact of this variable so that the policymakers may be able to take necessary measures 

accordingly if its impact is found to be significant. This study seeks to fill in this gap by 

examining the impact of trust in the government on tax noncompliance behaviour among 

taxpayers in Libya. 

Other appealing avenues within the domain of behavioural factors of tax noncompliance 

are tax knowledge, tax morale, and tax fairness. Knowledge of tax laws and the tax system 

also known as tax literacy, and tax knowledge is supposed to be an influential determinant 

of the tax compliance behaviour of individuals. The behaviour of noncompliance among 

taxpayers is caused by a lack of tax knowledge (Saad, 2014). Recently, Anggraini (2018) 

and Damajanti and Karim (2017) empirically found tax knowledge has a significant impact 

on tax compliance. Within context of Libya as a developing country, the tax knowledge 

levels maybe are low, and taxpayers find it difficult to understand fully the laws and 

calculate their tax liability, and file tax returns.  

Tax morale may be defined as taxpayers feeling the intrinsic motivation to pay taxes or 

feeling guilt or shame for failure to comply (Alm & McClellan, 2012). Alm and 

McClellan’s (2012) study further pointed out that tax morale mostly influences voluntary 

tax compliance behaviour. Torgler (2003a) claimed that tax morale is the key motivation 

for individuals to pay taxes. Also Kamal (2019) argued that tax morale has an important 

contributor of tax noncompliance. Furthermore, García, Azorín and de la Vega (2018) 
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maintained that tax morale is one of the key determinants of tax compliance. Given the 

focus of present study on voluntary tax compliance behaviour, further analysis of tax 

morale is warranted for its potential impact on the tax noncompliance behaviour among 

Libyan taxpayers. 

Perceived tax fairness is the individual taxpayer’s evaluation of differences in the tax 

treatment of different individuals (Murphy & Nagel, 2002). Faizal and Palil (2015) found 

that tax fairness might impact tax compliance behaviour of individuals. Furthermore, 

Farrar, Massey, Osecki and Thorne (2018) reported that, tax fairness is an important factor 

effect the noncompliance among taxpayers. Within the context of Libya, looking into tax 

fairness of the tax system as perceived by taxpayers is imperative. Thus, a need exists to 

gauge the influence of tax knowledge, tax morale and tax fairness on tax noncompliance 

in Libya so that these factors, if found significant, may be incorporated into tax policy 

reforms and administration. 

The economic deterrence approach including the tax penalty and tax audit is another 

approach impacts tax noncompliance of individuals. According to DeBacker et al. (2018) 

and Beer, Kasper, Kirchler and Erard (2016) tax audit increases reported taxable income 

and decline tax noncompliance among taxpayers. In addition, Mendoza, Wielhouwer and 

Kirchler (2017) reported that tax compliance increases to the certain audit level are reached 

and then begins to decline beyond this level. However, Alm (1999) claimed that increasing 

the rate of penalty leads to a slight increase in tax compliance. Also, Modugu and 

Anyaduba (2014) stated that tax penalty has a significant impact on tax compliance. And, 

Obaid (2017) revealed that the relationship between the penalty rate and tax noncompliance 

is positive and significant. In the case of Libya, due to political turmoil, it is expected that 
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restricted the functions of its law enforcement institutions. And the tax authority has 

lacking power to enforce tax payment. However, this indicates the need to study 

empirically the influence of tax audit and tax penalty variables, so that the government be 

able to take the necessary measures. 

In summary within the context of Libya, there is a scarcity of literature concerning the 

study of both behavioural and economic factors of noncompliance among taxpayers. There 

is also a lack of studies that analyse the effects of socio-psychological factors on tax 

noncompliance behaviour of self-employed taxpayers in Libya. The lack of understanding 

from both the theoretical and practical aspects have held back the capacity of policy makers 

in Libya to develop appropriate tax administration strategies to overcome tax 

noncompliance behaviours. The study also seeks to examine the moderating role of 

political factors on tax noncompliance behaviours after the 2011 revolution that has had 

major transforming impact on the Libyan economy and society. Therefore, the study was 

proposed to examine the issue of tax noncompliance behaviour among self-employed 

taxpayers in Libya by analysing the impact of Religious Factors, National Pride, Trust in 

Government, Tax Knowledge, Tax Morale, Tax Fairness, Tax Audit, Tax Penalty and 

Political Factors as well as the moderating effect of political factors in the tax 

noncompliance framework. 

1.3 Research Questions 

Based on the problem statement, the research questions below are derived to analyse the 

tax noncompliance behaviour and its determinants in Libya.  
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1. How do religious factors, national pride, trust in government, tax knowledge, tax 

morale, tax fairness, tax audit, tax penalty and political factors effect tax 

noncompliance among self-employed in Libya.  

2. To what extent political factors moderate the relationship of religious factors, 

national pride, trust in government, tax knowledge, tax morale, tax fairness, tax 

audit and tax penalty with tax noncompliance among self-employed in Libya. 

1.4 Research Objectives 

The objective of the study is to obtain a broader understanding of the factors that affects 

tax noncompliance behaviour among self-employed taxpayers in Libya. The specific 

research objectives are: 

1. To determine the effect of religious factors, national pride, trust in government, tax 

knowledge, tax morale, tax fairness, tax audit, tax penalty and political factors on 

tax noncompliance among self-employed in Libya.  

2. To determine if political factors will moderate the relationship of religious factors, 

national pride, trust in government, tax knowledge, tax morale and tax fairness, tax 

audit and tax penalty with tax noncompliance among self-employed in Libya. 

1.5 Significance of the Study 

The study has important theoretical and practical contributions to the body of knowledge 

in the area of tax noncompliance behaviour as discussed below. 

1.5.1 Theoretical Contributions 

The developed and developing countries both face problems of tax noncompliance 

behaviour of varying magnitudes (Ma, 2017). Within Libya the problem of fiscal 

vulnerability lies in the narrow tax base and tax noncompliance which are evidently 

serious. These two factors have the potential to strongly and adversely affect the resources 

and fiscal performance of the state and on the moral structure of society (LAB, 2015). 

Despite the importance, the issue has not received the needed attention and remains largely 

unexamined.  
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The majority of studies on tax noncompliance consider the issue from the economics 

perspective (Awang et al., 2018; Ayuba, Saad, & Ariffin, 2016; McGee & Goldman, 2012). 

Although several factors affecting tax noncompliance have been studied, only a few studies 

focused on the influence of political variables on taxpayers’ behaviour (Abodher et al., 

2016; Abodher, Ariffin, & Saad, 2018; Lozza, Kastlunger, Tagliabue, & Kirchler, 2013).  

The government’s attempts to reduce tax noncompliance have largely ended in failure and 

the empirical explanation offered by individual Libyan taxpayers to continuously resist to 

pay taxes is insufficient. Studying the problem of tax noncompliance by self-employed 

taxpayers will highlight the factors that impact taxpayers’ behaviour. Thus, policies can be 

focused toward influencing tax compliance positively. 

The study also provides new contributions to the body of knowledge related to the 

influence of political factors (political affiliation and political instability) as a moderator 

on tax noncompliance. In addition, other determinants of tax noncompliance such as 

religious factors including Islamic perspective, Islamic religiosity, national pride, trust in 

government, tax knowledge, tax morale, tax fairness, tax audit and tax penalty were 

examined with the moderating role of political factors. The addition of a moderating 

variable, political factors, being a new variable in the study of the relationship of tax 

determinants and noncompliance is expected to significantly improve the explanatory 

power of the above determinants given the political situation in Libya. 

1.5.2 Practical Contribution 

Libya and many other developing countries are facing the issue of tax noncompliance that 

has created fiscal vulnerability and fiscal imbalance in their economies. Findings of this 
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study will contribute effectively to political regimes in Libya as a developing country and 

may be considered by the tax authorities with respect to the issue of noncompliance. It will 

focus the government in understanding the tax noncompliance behaviour among self-

employed taxpayers. The study may also be useful as a source of information for the tax 

authority in understanding the reasons for tax noncompliance that may be used to increase 

tax revenues and improve economic performance. Understanding tax noncompliance 

behaviour and its determinants are prerequisites for any tax policies and administration 

reforms aimed at improving tax collection. By studying the moderating role of political 

factors, the study will contribute to better policy making. It is important to understand how 

political factors influence the behavioural and economic determinants of tax 

noncompliance among self-employed taxpayers so as to develop and execute better 

taxation policy. 

1.6 Scope of the Study 

This study is limited to the self-employed sector and only focused on the citizens who pay 

taxes voluntarily because they have a greater opportunity to engage in noncompliance. In 

Libya, direct taxes are deducted at the source of income from government employees. 

However, the self-employed have greater opportunities to evade tax through adjustments 

in their profits through various methods such as increasing expenses (Benk, Budak, 

Yüzbaşı, & Mohdali, 2016; Raitano & Fantozzi, 2015). 

The self-employed sector was selected as the population of this study based on the 

recommendations of prior literature which suggested that self-employed taxpayers are 

considered more evasive in paying taxes than government employees. The self-employed 

taxpayers’ behaviour may lead to tax evasion because government employees have 
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considerably less opportunities to engage in tax noncompliance (Ferede, 2013; Kogler et 

al., 2015; Muehlbacher, Hartl, & Kirchler, 2017). Thus, the self-employed is a significant 

and viable sector for research in order to decrease tax noncompliance (Kleven, Knudsen, 

Kreiner, Pedersen, & Saez, 2011; Kogler et al., 2015; Slemrod, 2007). 

Nevertheless, in order to obtain representation from each city in Libya, the study had 

focused on income tax collected by the tax authorities of individual taxpayers living in 

Tripoli, the capital of Libya. These individual taxpayers are from various cities of Libya. 

Therefore, the income tax is the most suitable item to enable the study to evaluate tax 

noncompliance behaviour of taxpayers in Tripoli. 

1.7 Organization of the Thesis 

The thesis contains five chapters. Chapter One is the introduction which comprises the 

background of the study that discusses the challenges faced by the Libyan government on 

tax noncompliance issues pertaining to tax collection. The problem statement is also 

discussed which indicates the research gaps, followed by the research questions and 

objectives. The significance of the study showed its theoretical and practical contribution 

and the scope of the study were also presented.  

The discussion of prior literature in reference to tax noncompliance and its determinants 

are included in Chapter Two which contains four main sections. The first section discussed 

the concepts and definitions of tax noncompliance while the second section covers the 

theoretical assumptions related to the study including the underpinning and supporting 

theories. The third section further expands the determinants of tax noncompliance and the 

last section explained the moderating variables used in the study.  
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Chapter Three presented the study framework and the development of hypotheses. This 

chapter also includes the discussions of the population, unit of analysis, sampling 

technique, research design, measurement instruments, the proposed analysis technique, the 

assessment of the PLS-SEM path model, the pilot study and its results, the questionnaire 

design and data collection procedures. Chapter Four provides a discussion on the detailed 

procedure of statistical analysis applied to achieve the objectives. The statistical analyses 

started with the response rate and the final sample, testing the response biases as well as 

data screening to assure the authenticity of data for final analysis. Data cleaning process 

included the identification of missing values and outliers. This chapter also described the 

respondents’ demographics, descriptive statistics of the latent variables, normality and 

multicollinearity of data. Following this, a test of the moderation effect and the results were 

discussed. Furthermore, assessment of Good of Fit Index using SRMR is presented and 

ends with a table of summary of hypotheses. Chapter Five discussed the results of the study 

and presented the recommendations, limitations and direction for future research. 

1.8 Summary  

Fiscal vulnerability in Libya had worsened over the past years due to the political turmoil 

resulting from politically uncertain post-revolution regimes. The core problem of the issue 

lies in lowering tax noncompliance among self-employed taxpayers in Libya. The study 

could facilitate to develop policies in the area of financial management of Libya by 

investigating the determinants of tax noncompliance behaviour with the moderating role 

of political factors. This is a practical contribution to the government. The theoretical 

contribution is the addition of political factors as the new moderating variable in the study 

of the determinants of tax noncompliance behaviour among the self-employed taxpayers. 
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CHAPTER 2 

LITERATURE REVIEW 

2.1 Introduction 

This chapter which is divided into six sections discusses prior literature in reference to tax 

noncompliance. The first section a brief explanation of the tax system in Libya. The second 

discussed concepts and definitions of tax noncompliance focusing on the issues of tax 

noncompliance. The third section covered the theoretical assumptions related to the study 

including the underpinning and supporting theories. The fourth section further expands into 

the determinants of tax noncompliance. The fifth section suggested the moderating 

variables for the study in the light of existing literature. And the sixth section illustrate the 

other determinants of tax noncompliance. 

2.2 Tax System in Libya 

2.2.1 Overview of Income Tax System in Libya 

In Libya, many of the tax legislation alternated in the modern era, where the first tax law 

appeared in Libya in 1968, Law No. 21, followed by Law No. 64 of 1973 and Law No. 11 

of 2004. Finally, Law 7 for the year 2010.  

Generally, the Libyan tax system is based on two main methods for imposing taxes, which 

direct taxes and indirect taxes. Taxes on income are considered direct taxes, which are 

divided into taxes on individuals' income and taxes on the company's income. 

 According to the income tax law No.7 of 2010, the basic elements of taxes on an 

individual’s income are income from salary, where the tax is deducted at source on salaries 

of employees of the public sector and large national and foreign firms (The employer 



Universlti Utara Malaysia 

 

26 
 

Tax System 
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Income from Industry 

Income from Trade 

Income from Salary  

deducts the tax and supplies it to the tax authority). And income from trade, industry, crafts 

and free profession, which considered as self-employed taxpayers (see Figure 2.1). 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

Figure 2. 1 

Tax System in Libya. 

Source: Author’s own elaboration based on the Law No. (7) for 2010 

Table 2.1 shows the income tax rates according to tax Income law No. (7) of 2010. The tax 

rate is per annum for all incomes, tax on trade and free profession incomes at 15%, and tax 

on industry and crafts incomes at 10%, and for tax on salaries divided into two slices, the 

first LYD12,000 will be at 5%, and any excess of this will be at 10%. Moreover, the tax 

on corporate income at 20%. 
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Table 2. 1 

 Tax Rate on Income According to The Libyan Tax System (Per Annum) 

Tax Type                                                                        Tax Rate 

Tax on trade income                                           15% 

Tax on industry income                                           10% 

Tax on crafts income                                               10% 

Tax on free profession income                                   15% 

Tax on salaries                                        First LYD12000 at 5% 

Over LYD12000 at 10% 

Tax on corporate income                              20% 

Source: The Income Tax Law No. (7) for 2010 

2.2.2 Tax Compliance Procedures 

The Libyan Tax Law No. (7) for 2010 provides that each taxpayer shall submit the tax 

return to the tax authority within ninety days following the end of the tax year. However, 

the income statement for the tax year and the balance sheet must be accompanied with a 

tax return. 

Tax law states that the tax year is a period of twelve months from the beginning of January 

to the end of December of each year, however, the tax administrator has the right to permit 

the taxpayers to change his fiscal year, if the nature of the activity undertaken by the 

taxpayers requires a different fiscal year than the tax year. Moreover, the accounting year 

is required to be the same as the tax year for tax declaration purposes. 

The taxes will be calculated by tax authority from the taxpayer's tax return. And the 

taxpayers shall pay the tax based on their declaration of the tax return until the final 

checking of the tax return and the final tax linkage. Moreover, the payment shall be made 

after the expiry of the period specified for submitting the tax return. 
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The consequence of non-filing of a tax return is the imposition of a fine of at least LYD 

1,000, and not more than LYD 50,000. Furthermore, taxpayers who does not pay the tax 

in time will be imposed a fine of at least LYD500 and not exceeding LYD10,000. 

2.3 Tax Noncompliance 

Paying taxes is supposed to be a duty for every people. And the people must voluntarily 

comply with this, but this does not always happen. A primary responsibility of an 

individual or a corporation is to pay tax. Being a resident of a state, it is expected from each 

person to do a voluntary duty of filing tax, but it is often not practiced. Many citizens do 

not pay much attention to tax payments. Alm, McClelland and Schulze (1992) said that 

payment of imposed taxes is never liked by citizens and that tax authorities find it difficult 

to execute tax collection at times. Kiow, Salleh and Kassim (2017) and Kirchler et al. 

(2008) noted that a basic attention and responsibility of every government is to ensure that 

all citizens perform this civil obligation. Therefore, citizens should obey tax laws 

regardless of their status in society. To execute the tax laws, policies and administration 

are put in place to create a tax system. Kiow et al. (2017) and Martí (2000) said that it is 

the tax system that forces individual taxpayers to contribute from their incomes in the form 

of tax payments to authorities. Silvani (1992) noted that the purpose of tax system is to 

sponsor volunteer obedience by civilians. Also, Cvrlje (2015) also argued that taxpayers 

who do not understand the tax system regulations and procedures will not be able to comply 

with their tax obligations.  

There is a conceptual distinction between tax compliance and tax noncompliance, the 

distinction between these two concepts depends on the actions of the taxpayer. The degree 

to which any taxpayer accedes to the laws and rules of tax authorities is actually tax 
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compliance. James and Alley (2002) added a significant perspective to the importance of 

tax compliance by recognizing that this concept can be viewed from many diverse 

perceptions. They described tax compliance as the “willingness of individuals and other 

taxable entities to act in accordance with the spirit as well as letter of tax law and 

administration without the application of enforcement activity” (p. 32). 

On the other hand, tax noncompliance has been defined in several ways. Tax 

noncompliance occurs when there is a failure to file a return (Roth, Scholz, & Witte, 1989). 

Similarly James and Alley (2002), defined tax noncompliance as a taxpayer’s failure to 

fulfil tax duties and that tax noncompliance happens during the failure to file a return. 

Cuccia (1994) considered tax noncompliance as being illegal. Tax noncompliance also 

occurs when a taxpayer fails to file or submit the tax return form in a timely manner, or if 

the tax liability report is not compliant with related tax laws and rules, or when the 

payments are due, or payments of tax are large, or income is understated by the taxpayer 

and expenses are overstated. This current study used the definition of tax noncompliance 

by Hasseldine and Hite (2003a) which is the taxpayer’s failure to fulfil its tax adherences 

whether the act is intentionally or inadvertently. All acts that a taxpayer commits as a result 

of non-declaration or failure to report income that lead to noncompliance or is incomplete 

with respect to payments is considered tax noncompliance. Hence, the author can define 

the tax noncompliance as the lack of commitment of taxpayers with their responsibility 

towards paying taxes, either knowingly or not. 

McBarnet (2001) recognized three types of tax compliance, which are: (1) committed 

compliance, (2) capitulated compliance, and (3) creative compliance. The first form is the 

desire of the taxpayer to engage in tax duties without complaining. The second form 
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comprises taxpayers who submit and pay taxes. The last form is any act by the taxpayer 

that aims to decrease tax payments as a result of redefining total income with expenditures 

within the boundaries of regulation.  

The study considers capitulated compliance as the aim of the research. Kirchler (2007) and 

Vosko et al. ( 2017) stated that tax compliance might either be due to the imposed by law 

or be intentional by the citizens. Trust and cooperation are two basic elements that 

potentially create voluntary compliance by citizens. These two elements must exist 

between taxpayers and authorities. The existence of mistrust and the absence of mutual 

trust will create hostility between the government and taxpayers. 

The Organization for Economic Cooperation and Development (OECD) classified tax 

obligation into two forms. These two classifications are: (1) administrative compliance, 

and (2) technical compliance. The first form comprises reporting, procedural and 

regulatory compliance. The second form is concerned with the ways of fulfilling the 

technical necessities of tax rules and regulations in working out tax obligations. This study 

aims to investigate both of these forms. 

Franzoni (1998) and Chattopadhyay and Das-Gupta (2002) also provided their views on 

tax obedience. They stated that rules and regulations of tax include genuine reporting, 

accuracy in calculation of tax obligations, payment of taxes and filing of tax returns in a 

timely manner. However, the general public across the world still largely shows 

disobedience in tax payment. Even though tax authorities have made arrangements for an 

improved tax system to create tax compliance, changing the attitudes of people is difficult. 
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As Martí (2000) noted that tax refusal problem is an intrinsic phenomenon in current tax 

systems. Hasseldine and Hite (2003a) found refusal of tax payment is actually a 

catastrophic failure of a taxpayer to fulfil tax duties that may be intentional or unintentional. 

Kirchler (2007) argued that the point fluctuates such that firm disobedience may not 

infringe tax laws. Roth et al. (1989) said that tax disobedience takes place through the 

failure to fill a tax return, overstating expenditures or misrepresentation of exclusions, 

deductions, amendments and tax credit. Soos (1990) categorized noncompliance into four 

types, namely, (1) failing to file tax returns, (2) understating taxable revenues, (3) untimely 

payment of tax liability, and (4) exaggerating tax assertions like exclusions and 

expenditures. 

There are various types of noncompliance tax laws. One form is the intentional 

noncompliance in which a taxpayer destabilizes the tax laws for his or her own benefits. 

The second form is unintentional noncompliance that is a consequence of obliviousness or 

inaccuracy in implementing tax rules and regulations. A third form is noncompliance acts 

that include an understatement of revenue which leads to tax evasion which is non-payment 

of tax. According to Gorodnichenko, Martinez-Vazquez and Peter (2008), Tanzi and 

Shome (1993) and Alabede (2012), tax evasion is an emerging phenomenon. And Ayuba 

et al. (2016) found that tax noncompliance is a phenomenon that changes over time. 

Various studies have demonstrated the impact of tax noncompliance comprising 

developing and developed countries across the world. in the early 1920’s noted the Royal 

Commission on Income Taxes in Britain pointed out that tax noncompliance is a global 

issue, and tax evasion is a big hurdle in resource mobilization in the country. Embaye 

(2007) stated that tax evasion is substantial in the United States with approximately 16% 
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of taxpayers being in noncompliance with tax laws for individual revenue tax. Anyanwu 

(1993) also discussed tax evasion in Nigeria, referring to the non-declaration of income as 

a failure to fulfil tax obligations legally. Additionally, he viewed tax evasion as being 

illegal regardless of whether a taxpayer is an individual or an organization who paid a 

reduced amount rather than the tax due.  

Several researchers have examined the issue of tax avoidance. McBarnet (2001) related 

that creative compliance is a term of tax avoidance with tax evasion as a concept. 

Arogundade (2005) and Sandmo (2005) argued that a theoretical difference existed 

between tax avoidance and tax evasion. The difference between these two perceptions 

pivots on the authenticity of the behaviour of taxpayers. Arogundade (2005) believed that 

a connection existed between these two thoughts and discussed the outflows in tax returns. 

Sandmo (2005) illustrated both concepts and noted that tax evasion is an infringement of 

the law. He believed that tax avoidance in a legitimate framework of tax rules and 

regulations to lessen the individual’s tax responsibilities as legal.  

2.4 Theoretical Assumptions of Tax Noncompliance 

The concept of tax noncompliance does not fall into only one discipline. Thus, the 

framework of tax noncompliance in this study’s framework is quite a challenge to discuss 

with reference to only one theory, as the concept of tax noncompliance simultaneously 

deals with other disciplines including economics, accountancy, sociology and psychology. 

However, in reference to this study, the social learning theory and slippery slope 

framework are of importance. However, the social learning theory is the underpinning 

theory of the current study. 
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2.4.1 Underpinning Theory: Social Learning Theory 

This theory has been used by a number of researchers and it is the underpinning theory of 

study. Social learning theory posits that behaviour is learned and changed through 

interactions of people with each other and social experiences possess significant value in 

determining a person’s behaviour. This theory is applicable to explain the taxpayers’ 

behaviour in meeting their tax commitment. Taxpayers will responsibly comply to pay 

taxes if they think, based on experience and observation, that the tax payment contributes 

significantly to the development of their state (Kamil, 2015). 

Social learning theory by Bandura (1977) provides ample explanation for this 

phenomenon. It explains that behaviours of a person are determined by the social 

environment and his/her subjective observation to this environment. In order for a person 

to learn and acquire the knowledge, these processes are of crucial importance: attention, 

reproduction, retention and motivation. Based on attending to the observed behaviours, 

retaining them and the ability to reproduce these behaviours when in similar circumstances 

is the basic necessity of determining behaviours of a person. The theory states that 

motivation, whether intrinsic or extrinsic, also determines the likeliness for occurrence of 

a behaviour. Thus, this theory is applicable in determining the taxpayer’s behaviours. 

Bandura (1977) found that individuals learn behaviours mainly from two situations: (1) the 

outcomes of others’ behaviours, and (2) observations of others’ attitudes. Bandura 

confirmed the impact of observations by individuals as being able to positively strengthen 

behaviours (Wentworth & Rickel, 1985). Figure 2.2 below is a graphical representation of 

social learning theory. 
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Figure 2. 2   

Social learning Theory 

People are able to reflect on their own behaviour, and they can manage and control their 

behaviour and also they can learn new behaviours or can influence others (Ngatikoh, 2018). 

Sutinen and Kuperan (1999) and Andreas and Savitri (2015) examined tax compliance in 

accordance with social learning theory. They postulated that opinions of peers and the 

scope of social learning of an individual encountered in socialization are important 

variables that influence compliance. According to Delener (1990), religious connection is 

a discrete construct that could be evaluated through religious identification of an individual. 

McCullough and Willoughby (2009) suggested that religion acts like an accountant in an 

individual’s life as it amalgamates, divides, and unifies social groups. Hence, human beings 

build their behaviours based on its foundation (Essoo & Dibb, 2004). Due to the highly 

personal nature of faith, it could affect noncompliance behaviours. In the perspective of tax 

noncompliance behaviour, religion impacts the feelings and attitudes of individuals to 

obligations and tax imposition. A minor difference exists between religion and religiosity 

which is used in this study. Generally speaking, religion is s system of worship or faith 

whereas the term religiosity is a comprehensive and broader sociological term which 

researchers use in several aspects of religious beliefs, dedication and activities.   
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Religiosity plays a significant role in providing social learning experiences that restrain 

deviant behaviours and encourage those attitudes that are beneficial for the person and 

his/her surroundings (Tittle, 1980). Anderson (1988) explained that religiosity is an internal 

moral enforcement program. Therefore, if religiosity is aligned with tax paying behaviours, 

social learning will incorporate the attention, retention, reproduction and motivational parts 

of the behaviours (Stack & Kposowa, 2006; Torgler, 2003d; Welch et al., 2005). Stack and 

Kposowa (2006) suggested that a lower average of deviant behaviour might exist in a 

society where a high level of religiosity exists. So, there may be a low level of tax cheating 

because of religiosity. They also found that people with no religious foundation feel 

indifferent in committing tax noncompliance. Therefore, a high level of religiosity is 

negatively correlated with a high level of tax noncompliance. 

Tax knowledge plays an important role in providing social knowledge and learning. With 

reference to social learning theory, people can learn through their observations and 

experience. Bandura (1977) found the process of social learning promotes the knowledge 

of the people. Tax knowledge basically enables an individual to understand his/her main 

obligation to pay taxes and to be aware of the possible legal ways to minimize this 

obligation. Social learning theory validates the perspective that tax knowledge makes an 

individual more confident in understanding and paying his/her tax liabilities. The previous 

literature reiterated that high tax knowledge might lead to a high level of tax compliance.  

Olowookere and Fasina (2013), Sinnasamy and Bidin (2017) and Anggraini (2018) found 

that a taxpayer’s knowledge of tax is a key determining factor of tax noncompliance. These 

studies showed that taxpayers with a lower level of tax knowledge are more prone to tax 
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evasion due to insufficient awareness of the implications of doing so (Devos, 2012; Manaf, 

Hasseldine, & Hodges, 2005).  

Frey (1997) showed that intrinsic and extrinsic motivation is also pertinent to explain 

compliance behaviour. He considered tax morale as a particular type of intrinsic 

motivation. Cameron and Pierce (2002) argued that from the perspective of social learning 

theory, research on the effects of rewards on intrinsic motivation has concentrated nearly 

exclusively on the impact of non-efficiency contingent rewards without any systematic 

investigation to procedures rewards types that leads to raised motivation and performance. 

Tax morale is the belief and the zeal to comply with paying taxes that is stimulated by the 

understanding that tax payment is a means through which an individual contributes to 

society (Cummings, Martinez-Vazquez, McKee, & Torgler, 2004). When tax compliance 

morale is created among the citizens of a given society, the eligible taxpayers will perceive 

paying taxes as contributing to the development of their country which they will be proud 

of both at present and in generations to come. The positive morale to comply with tax 

obligation  propels a taxpayer to comply especially where the enforcement by the tax 

authority is low or in a society with a large shadow economy. 

In summary, the behaviour of a taxpayer depends upon his/her beliefs regarding taxes. If 

he/she has a positive behaviour or belief towards taxes, then tax compliance will most 

probably be adopted. Consequently, social learning theory will serve as an underpinning 

theory in this study and will cover religious, tax knowledge and tax morale variables. 
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2.4.2 Slippery Slope Framework 

The slippery slope framework supports this study. Figure 2.3 below shows the slippery 

slope framework developed by Kirchler et al. (2008). They examined tax compliance 

behaviour by utilizing two dimensions, namely, trust in authorities, and power of 

authorities. The slippery slope framework was designed to clarify how an individual can 

be induced to pay taxes, and to explain how the interaction of encouragement (trust) and 

enforcement (power) affect tax noncompliance behaviour (Tsikas, 2017). The power of 

authorities can be described as the perception of taxpayers that illegal tax noncompliance 

can be detected and tax officers will punish those engaged in illegal activates (Mas’ud, 

Manaf, & Saad, 2015). On the other hand, trust in authorities is the broader belief of social 

groups and individuals that tax authorities or officers are generous and compassionate, and 

work in the best interests of the public (Kirchler et al., 2008).  

 

 

 

 

 

 

 

Figure 2. 3  

Slippery Slope Framework      
Source: Kirchler, Hoelzel, &  Wahl (2008), p. 4. 

 

However, according to the above-mentioned dimensions, the quality of compliance 

produced by the two concepts were not similar. By increasing the trust level in authorities, 
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voluntary compliance of taxpayers can be generated but by enhancing power of authorities, 

enforced compliance will be engendered.  

The slippery slope framework explained that the association between tax authority and 

taxpayers can be either synergistic or antagonistic. As far as the antagonistic climate is 

concerned, taxpayers are considered to be sensible beings by tax authorities who would 

evade their taxes or capitalize on their benefits whenever there is a better opportunity. 

Therefore, taxpayers are treated as offenders, and tax authorities act as the police. Many 

taxpayers avoid taxes as they feel mistreated by the actions of tax authorities. For that 

reason, the enforcement paradigm evolves into an antagonistic climate due to a lack of trust 

between tax authorities and taxpayers (Alm & Torgler, 2012). On the other hand, a 

synergistic climate is observed as an ideal scenario in which a service-and-client kind of 

relationship exists between taxpayers and tax authorities because respect and trust prevail 

in this climate. In this scenario, taxpayers obey tax laws voluntarily and there exists a slim 

chance of tax evasion.  

Theorists and researchers believe that a synergistic climate or trust between tax authorities 

and taxpayers is mandatory (Torgler & Schaltegger, 2005: 2). However, many of the 

previous studies have demonstrated that the boundaries of a fiscal system are grounded 

exclusively on enforcement (Aim et al., 1992; Feld & Frey, 2002b; Torgler, Demir, 

Macintyre, & Schaffner, 2008). Slemrod (1992) also posited the limitations and 

inadequacies in applying such enforcement systems. For many law-abiding citizens, tax 

noncompliance behaviours are not appealing. Therefore, encouraging or reinforcing 

taxpayers so that they realize their duties as law-abiding citizens who avoid tax evasion is 

recommended. 
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The framework assumes that the political and social culture among the people lead to more 

support to the state (Lozza et al., 2013) .The availability of a climate of trust in the state 

and creating a citizen's trust in state institutions helps. Thus, political variables such as 

political affiliation, political stability, and trust in the government make the taxpayers feel 

obliged to pay taxes voluntarily. An affiliation with the ruling party leads taxpayers to trust 

in the government and makes them feel that the government is working for the taxpayers 

and that the government will do its best to utilize tax money.  On the contrary, if a situation 

of political instability or zero trust in the government exists or if a citizen feels that the 

government is not run by a political party preferable to him/her, then trust in the 

government will be eroded, which, in turn, will lead to the tendency of noncompliance by 

taxpayers and the government will have to force citizens to pay taxes. Based on the slippery 

slope framework, Lozza et al. (2013) showed a correlation between political ideology and 

behaviour towards tax compliance. Thus, the slippery slope framework is the supporting 

theory in this study and it examines the variables of trust in government and political 

factors, namely, political affiliation and political stability. 

2.4.3 Social Identity Theory 

Social identity theory helps to explain and support the variable, national pride, in the tax 

noncompliance framework. Tajfel and Turner (1979) developed this theory to help 

understand more of the psychological basis of distinguishing intergroup. They asserted that 

membership of a group was created in the groups/self-classifications and enhancements 

preferred within the group at the expense of those outside the group. Tajfel, Billig, Bund, 

and Flament (1971) tried to determine the minimum conditions that would make members 
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of one group distinguish in favour of in-group to which they belong versus the outside 

group. 

Thus, social identity theory provides a theoretical background for the variable, national 

pride used in this study, and how the variable can affect tax noncompliance behaviour. The 

theory clearly states that an individual will do what is in the best interests of the group. Tax 

collection is a major source of government spending and the proper uses of these resources 

ultimately will impact a country’s development. So, an individual might obey tax 

authorities because he/she wants to see his/her country become prosperous. Thus, national 

pride can stimulate an individual to reduce tax noncompliance behaviour. 

In social identity theory, one does not have a single "self-personal" but has many selves 

that match to the extended circles of membership of the group. Various social contexts 

might motivate an individual to act, feel and think on the basis of his/her personality, family 

or citizen “self-level” (Turner, Hogg, Oakes, Reichecr, & Wetherell, 1987).  

Apart from the “self-level”, an individual also has numerous social identities. Social 

identity is the self-concept of individual resulting from an apparent membership in social 

groups. That is, social identity is an individual understanding of what explains to the word 

"us" linked with any group membership. This can be differentiated from the concept of 

personal identity which mentions the knowledge of self that comes from the unique 

attributes of the individual. It is a sense of social identity that is the reason that national 

interest makes an individual act for the greater good of the nation. In addition, national 

interest shows an individual’s responsible attitude towards the betterment of the nation by 

paying his/her tax obligations. 
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Theory of social identity confirms that membership of the group makes in-group/self-

categorization and enhances biases of the in-group at the expense of the outside group. 

Tajfel and Turner (1986) exposed that the mere doing of individuals who classify 

themselves as members of the group was adequate to lead towards collective nepotism. 

After being categorized as a member of the group, individuals seek positive self-esteem 

through positive discrimination among in-group members. This quest for positive 

excellence means a sense of the person of what he defines as "we" instead of "I". 

Müller-Peters (1998) argued in contrast to the allegations of other authors who stated that 

applying social identity theory to nations is impossible. Müller-Peters demonstrated that 

the preconditions of the theory are satisfied with respect to national identity because, at the 

very least, there is a comparison with the out-group and existence of emotional 

involvement. 

Social identity theory has had a significant influence on social psychology. It has been 

verified by studies in a wide scope of areas and settings which includes partiality, 

negotiation, stereotyping, and use of language. It also has implications on the direction in 

which people deal with organizational and social change. Consequently, the social identity 

theory supports the tax noncompliance framework of this study and it shall explain the 

national pride variable. 

2.4.4 Equity theory  

Equity theory also supports the model of this study and it explained the tax fairness 

variable. Adams first articulated equity theory in the 1960s. The theory posits that a person 

derives motivation and satisfaction by comparing his ratio of inputs to outputs with other 
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people in the same environment (Adams, 1965). According to equity theory, if the rules 

are equitable and fair then individuals will comply more with the laws and rules (Thibaut, 

Friedland, & Walker, 1974). Adams (1965) hypothesised that individuals usually adjust 

their inputs to the exchange to rectify apparent inequalities in exchange associations.  In 

the case of tax compliance, equity theory suggests that taxpayers will avoid tax evasion if 

they observe the tax system as fair and equitable. Therefore, advocates of this theory have 

purported that with respect to government, tax evasion is necessary as an effort to reinstate 

equity in the trade system (Spicer & Becker, 1980). 

Many researchers and theorists focused on consideration of equity (For instance, see Alm 

et al., 1992; Falkinger, 1995; Torgler, 2003a; Tyler & Smith, 1998) or the lack of equity 

leads to distress in an exchange relationship (Hatfield, Walster, Walster, & Berscheid, 

1978). Consequently, Song and Yarbrough (1978) have found a positive relationship 

between tax evasion and fiscal inequity perception. 

Researchers usually utilize tax fairness (as a variable) specifically in the context of tax 

noncompliance (Maroney, Rupert, & Wartick, 2002). Individuals adopt voluntary tax 

compliance behaviour if they perceive the tax system as being fair, equitable, and correct. 

Furthermore, the theory indicates that, if there is a discrepancy between the amount paid 

and the amount due, this discrepancy can be ascribed to the concept of equity. Therefore, 

if an individual perceives that the amount of tax is too much or unfair then he/she will not 

pay the full amount of tax (Moser, Evans III, & Kim, 1995). Equity theory assumes that 

individuals incessantly compare the outputs they receive and inputs they give (Hatfield et 

al., 1978) so when an individual does not receive the expected benefits by paying taxes 

then he/she will most likely evade taxes until he/she perceive inputs and outputs as 
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equitable. Thus, equity theory supports the model of this study and it explains the tax 

fairness variable. 

2.4.5 Economic Deterrence Theory 

Tax compliance approaches generally are divided into the main theoretical approaches, the 

approach of economic deterrence, and the approach of wider behavioural which includes 

fiscal psychological and social approaches. The theory of economic deterrence supports 

the framework and explains the tax penalty and tax audit variables. It has usually been 

implied to study tax compliance and tax evasion from a theoretical perception (Jackson & 

Milliron, 1986). The deterrence might take the form of increased disclosure or more severe 

penalties (Fischer, Wartick, & Mark, 1992). The economic definition of compliant 

taxpayers views taxpayers as ‘perfectly moral, risk-neutral or risk-averse individuals who 

seek to maximise their utility, and choose to evade tax whenever the expected gain exceeds 

the cost’ (Milliron & Toy, 1988, p. 84–104). Therefore, the approach of "cost-benefit" is a 

reason why taxpayers do not comply with tax regulations. Some researchers recommend 

that individuals weigh ‘the uncertain benefits of successful evasion against the risk of 

detection and punishment’ (Fischer et al., 1992, p.2). Thus, forms of penalty are part of the 

punishment and is a determining factor in the choice of individuals to noncompliance. 

Many researchers have contributed to establish and extend the economic deterrence theory. 

Becker (1968) used the economic framework to study illegal behaviour. He suggested 

deterrents such as the possibility of detection, sanctions and penalties are within the sphere 

of society control. Allingham and Sandmo (1972) applied a model which was based on a 

hypothesis that taxpayers seek to achieve maximum benefit with actual knowledge of the 

rates of detection and penalty. In addition, Reinganum and Wilde (1986) studied the 
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relationship between penalties, tax and auditing. Several algebraic equations have been 

proposed based on the relationships of principal-agent. In particular, it was assumed that 

taxpayers are risked neutral while non-random audits used cut-off figures to prompt true 

income reporting.  

Cuccia (1994) mentioned that besides its simplified assumptions, the model of economic 

deterrence tends to look at some endogenous variables such as the probability of detection 

as endogenous. Likewise, taxpayers who have full knowledge ignore the differences in 

expected and actual audit and the parameters of penalties in the decisions of the taxpayer. 

It was discovered that perceptions of the taxpayers of real punishment levels are higher 

than the real penalty. This has led to a change in the result of the study where actual rates 

may not be relevant to the perceived rates of penalty (Jackson & Milliron, 1986). Hence, 

penalties and auditing are significant factors that affect taxpayer’s compliance and 

noncompliance behaviour.  

The economic deterrence theory has been applied in many studies on tax compliance 

(Dubin, Graetz, & Wilde, 1987; Manaf, 2004; Slemrod, Blumenthal, & Christian, 2001; 

Sternburg, 1993, etc.). Its implementation to reduce tax noncompliance has yielded varied 

outcomes in empirical studies. While some studies, for example Alm, Sanchez and De Juan 

(1995), Dubin et al. (1987), Murphy (2007), Slemrod et al. (2001), Wenzel (2004b) and 

Hallsworth (2014),  reported a positive and significant impact of fines and auditing on tax 

noncompliance,  other studies such as Feld and Frey (2002b), Martinez-Vazquez and Rider 

(2005) and Murphy, Bradford and Jackson (2016) found a negative effect of deterrence 

variables on tax noncompliance. Thus, the economic deterrence theory supports the tax 
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noncompliance framework of this study and it explains the tax penalty and tax audit 

variables. 

2.5 Determinants of Tax Noncompliance Behaviour 

Factors selected as determinants of tax noncompliance in this study are, namely,  religious 

factors, national pride, trust in government, tax knowledge, tax morale, tax fairness, tax 

audit, tax penalty, and political factors. 

2.5.1 Religious Factors 

The existing literature has  indicated that religious factors are important determinants of an 

individual’s behaviour in reference to tax compliance (Bloodgood, Turnley, & Mudrack, 

2008; Nurunnabi, 2017; Nwidobie, 2018; Rettinger & Jordan, 2005). Religious perspective 

and religiosity are known factors that impact behaviours in various social environments 

(Zamani-Farahani & Musa, 2012). Dökmen (2018) conducted a study on the role of 

religion on tax revenues and concluded that tax revenues of Islamic countries are much 

lower than developed countries. Moreover, Nwidobie (2018) reported that the relationship 

between religious perspective and tax compliance is positive. Wakhidah and Jayanto 

(2018) argued that taxpayers with a high level of religious commitment, and who are afraid 

of guiltiness, they will avoid noncompliance. Religion as an individual’s internal control, 

explains that a person’s behaviour can come from internal forces or from external forces. 

The role of religious factors in the individual behaviour explained as a belief in the presence 

of things that support or prevent the behaviour displayed by people and their perceptions 

of how strongly these things support or prevent their behaviour. 
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2.4.1.1 Islamic Perspective and Tax Noncompliance Behaviour 

As Islam has different opinions about the economic systems so, too, its unique perspective 

on taxation. Because of this, a main reason for this study is to investigate Islamic 

perspective as a determinant of tax noncompliance behaviour. This research attempts to 

explain tax noncompliance from the Islamic perspective. This viewpoint is not widely held 

in modern even Islamic perspective, but it is probably fair to explore that Islamic religion 

is relevant to this view. For this purpose, the definition of Islamic perspective of Al-Ttaffi 

and Abdul-Jabbar (2015a) is used. The researchers have defined Islamic perspective as an 

understanding of Muslim taxpayers’ point of view as halal and haram. In this regard, there 

is a lot of thoughts about the issue of paying taxes, some thought believes taxes are 

forbidden (haram), while others allow paying taxes (halal). This controversy makes 

Muslim people confused about how to respond to paying tax (Fidiana & Retnani, 2018). 

Thus, the Islamic perspective of paying taxes is likely considered to be a fundamental factor 

in the phenomenon of tax noncompliance (Al-Ttaffi & Abdul-Jabbar, 2015a). 

The Islamic perspective looks at the issue of taxation from two perspectives: zakat and the 

state of taxation. One of the five pillars of Islam, zakat, is a form of alms giving and 

religious tax. Zakat guides followers to provide charity and makes the practice compulsory 

for those who have surplus wealth. Zakat is computed on the basis of nisaab which the 

minimum net worth for a Muslim is to be obligated to pay the zakat. No zakat is due on 

wealth until twelve months has passed and the rate is computed at 2.5 percent of wealth.  

This contributed money is to be allocated for the betterment of the poor in the country. 

Therefore, an individual who does not pay zakat is not fulfilling his/her obligation to Islam.  
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Although Islam promotes a voluntary tax system for the state in Sharia (Islam’s legal 

system), the government can impose more taxes, if needed. However, the government can 

only impose extra taxes if the amount collected through zakat is insufficient to manage the 

major expenditures of the government, but the right of interference with the individual’s 

personal property will be limited to the extent required by the general welfare of the society 

(Ahmad, 1995, p.134). Nevertheless, it does not mean that Muslims have a moral 

adherence to pay any taxes required by the government and it does not mean that all forms 

of taxation are legitimate. 

The basic emphasis of Islam is the taxation on wealth rather than on income. It logically 

means that tax will be imposed on the wealth that a person retains at the end of twelve 

months nisaab. This concept can directly affect the economy and the tax compliance 

behaviour of an individual.  

Islamic ruling explained that Islam does not encourage the accumulation of wealth but 

instead to help the poor in the society to prevent it from being divided into a class system 

comprising the overly wealthy and the starving. It is written in the Quran the reason for 

zakat on wealth is that wealth does not circulate among the rich (Al-Hashr, 59:7). 

To create equality in society Islam has introduced different methods and, one of which is 

the flow of wealth from the rich to the poor. This flow can occur at both the individual and 

collective levels. Islam always encourages the community to be aware of the difficulties 

faced by the less fortunate and it recognizes these through the concepts of infaq and sadaqa. 

Infaq is charity given without expecting any reward in return while sadaqa is voluntary 

charity given out of compassion. The Quran contains many verses to stimulate the Muslim 
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community to help the poor voluntarily where every person is supposed to help others with 

his/her available resources and morally binds each individual to make charity. It is written 

in the Quran, 

They ask you (O Muhammad) as to what they should spend (in way of 

charity). Say, whatever can be spared (from your wealth after your own 

expenses) (Al- Baqarah, 2:219). 

 

(The pious are those) who spend (in charity) when rich or poor (Ale Imran, 

3:134). 

 

Islam focuses on equality and creating equality is vital in making a collective effort to 

ensure a fair distribution of wealth in the economy. So, Islam ensures it by implementing 

obligatory payments (wajib) on wealth retained by an individual at the end of nisaab. 

Overall, Islam insists on the concept of the flow of wealth from rich to the poor.  

In the current situation with advanced business activities and expanding economies, 

governments impose different types of taxes on individuals. Because Islam advocates zakat 

on wealth, an important question is whether it is halal (totally permissible) to pay taxes on 

income to the government. The Grand Mufti of Libya, Sadiq Abdulrahman Ali Al-

Ghariani  (Al-Ghariani, 2013), issued a detailed fatwa (authoritative opinion) on this issue 

and mentioned four conditions under which tax on income by the government is halal. 

First, if the state is in need of money and no other sources exists to generate finance levying 

tax is halal, but the situation should be real and not a hypothetical one. Second, the state 

must be too poor to run the government and meet the governing expenditures, but such 

taxes should immediately be eliminated at the end of such situations. Third, taxes can be 

imposed if the government needs money to accomplish a mega project for the larger 

interest of the public. However, the money collected for these projects should not be wasted 
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on personal benefits of the government and it is the people who have the authority to make 

decisions regarding a project. Fourth, the tax should be imposed to fulfil the basic needs of 

the community. For example, Al-Ghariani (2013) said it is legitimate if the government 

imposes some sort of road tax and other similar taxes if they fulfil the basic needs of the 

people for which the tax is being charged.  

The Fatwa Centre (2012) has been quoted by a number of researchers as saying that if the 

tax is enacted fairly, it is not allowable to evade it but if it is enacted unfairly, tax 

noncompliance is legal and permissible. Al-Ttaffi and Abdul-Jabbar (2015) cited views 

from four Islamic schools (madhhab) about paying taxes. First, according to Hanafis, tax 

application on the public is allowed if it is needed by the government. Second, according 

to Maalikis, tax can be imposed only in special circumstances. Third, according to 

Shaafa'is, tax can only be imposed on the rich if the government wants to conduct welfare 

activities for the poor and for the overall community. Fourth, according to Hanbalis, tax 

can be collected as money for jihad3.  

McGee (1997), a non-Muslim scholar, conducted a descriptive study of the Islamic 

perceptions towards tax. He said Muslims had a moral responsibility to pay zakat to support 

the poor people and legitimate government functions. Therefore, evading the obligation of 

paying zakat is considered as an immoral work. Regarding taxes, it is described as a 

voluntary payment. In exceptional cases, taxes might be imposed by the government if the 

amount of zakat collected is insufficient to meet all government legitimate costs. 

                                                           
3 Jihad means to struggle or make efforts. Jihad is used to describe three different kinds of struggle: (i) the 

internal struggle to live out the Muslim faith as well as possible, (ii) the struggle to build a good Muslim 

society, and (iii) the struggle to defend Islam. 

http://www.bbc.co.uk/religion/religions/islam/beliefs/jihad_1.shtml 

 

http://www.bbc.co.uk/religion/religions/islam/beliefs/jihad_1.shtml
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Additionally, the imposition of any payments by individuals that lead to an artificial rise in 

prices, such as indirect taxes, is strictly prohibited. Consequently, a Muslim is not always 

prohibited from evading taxes that have the same tax effect. 

Understanding Islamic religious views of taxpayers in Islamic countries requires the 

understanding of the concepts of halal and haram (totally forbidden). The teachings of 

Islam are clear on many issues in terms of halal and haram  when there are explicit texts 

in the form of statements from the Quran or Hadith (Al-Ttaffi & Abdul-Jabbar, 2015b). 

Religion affects an individual regardless of whether he is fully committed to the religion 

because religious concepts permeate society and its perceptions about different matters of 

life. This is because religion provides rules for everybody and has an important role in 

determining any community (Ali, 2013). 

Lehrer (2004) proposed religion as a single determinant of behaviour by confirming the 

impact connected with religious affiliation and how positive results relate to the religious 

individual’s well-being and health. These interests are expected to be derived from the self-

enforcement of ethical norms based on each person’s belief in his/her religion as not only 

beneficial to himself/herself but also to society. 

Al-Ttaffi (2009) suggested that understanding the Islamic perspective about tax 

compliance was critical in investigating the tax compliance behaviour of taxpayers in 

Yemen because that perspective had an impact on their tax compliance behaviour. 

Sometimes views on tax payment and tax compliance are negative, and sometimes the 

views expressed opinion that imposing taxes on citizens is fair. Thus, even in an Islamic 

society, the attitudes of people are diverse toward tax compliance.  
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There are various opinions about paying taxes in Islam. Some believe that taxation itself is 

haram and others believe in its legitimacy and the right of the government to collect taxes 

from its citizens. Peerzade (2005) argued that the system of zakat is an alternative that can 

be imposed effectively instead of taxation on people in an Islamic society. In Saudi Arabia 

(1994), a fatwa issued about tax collection by the standing committee of Scientific 

Research and Fatwa stated that taxation and all its systems are banned and that no authority 

has a right to impose taxes on people (Al-Ttaffi & Abdul-Jabbar, 2015b). In Libya, a factor 

likely to impact tax compliance behaviour is the Islamic religious view. After the 

revolution in 2011, the Libyan Dar Fatwa was created and, in 2013, issued fatwa No. 1100 

ruling that taxes imposed by the state on income are not halal except as necessary (Al-

Ghariani, 2013). 

There are many opinions among scholars, some of whom consider state-imposed taxes 

forbidden, while some believe that they are legitimate and that the government has the right 

to impose them. These diametrically opposed viewpoints have resulted in different 

opinions regarding the payment of taxes and, therefore, a difference among taxpayers about 

the practice of tax noncompliance. Therefore, religion provides a fundamental basis for 

social interaction which could have a strong impact on individual tax compliance 

behaviour. Overall, the literature has shown that religion may play a significant role in 

helping authorities to achieve their aim in promoting voluntary tax compliance. This study 

integrates Islamic religious perspective in the model of tax noncompliance behaviour.  

2.4.1.2 Islamic Religiosity and Tax Noncompliance Behaviour 

Religion may be taken as a belief in the presence of Allah or other related religious beliefs 

that determine the extent to which an individual consider paying tax obligations important. 



Universlti Utara Malaysia 

 

52 
 

Nwidobie (2018) found that religious beliefs have positive relationships with tax 

compliance. Religiosity is the level of a religiousness of an individual according to his/her 

religious beliefs and activities (Ali, 2013). According to Johnson, Jang, Larscon, and De 

Li (2001), the extent to which an individual is committed to his/her religion and to its 

teachings, that individual’s attitudes and behaviours is reflected in his/her commitment. 

Since this study intends to investigate the determinants of tax noncompliance behaviour in 

an Islamic context, it refers to the definition of religiosity by Yunus, Hamzah and Bakar 

(2011) which is “Islamic religiosity is the degree to which an individual adheres to the 

Islamic beliefs and practical teachings of the faith” (p. 7). 

Barro and McCleary (2003) found that religiosity can be measured by metrics such as 

religious attendance and religious beliefs. Their study proposed that religion serves to 

enhance particular behaviours, for example, integrity and work ethics that promote 

productivity. Therefore, understanding the immense impact that a religion has on an 

individual’s life which affects the individual’s personality  his/her motivations is important. 

Normally, such motivations are beyond the desire of gaining respect or any reward or to 

avoid punishment (Allport, 1961).  

Religiosity in previous research can be viewed from two important perspectives, namely, 

(i) religious affiliation, and (ii) religious commitment. Firstly, religious affiliation indicates 

the specific religious cohort that an individual is committed to, either Islam, Christianity, 

Hinduism or Buddhism. Hirschman (1983) claimed that people are affected by religious 

affiliation long before that person is born. As Lenski (1961) stated, “Religions are carriers 

of complex subcultures relevant to almost all phases of human existence and product of the 

social heritage of the group.” (p. 344).  Therefore, the historical values of diverse religious 
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affiliations might influence the behaviours of an individual differently, thus, behaviour 

towards tax compliance is not an exception.  

Finally, Johnson et al. (2001) described religious commitment or religiosity as “the extent 

to which an individual is committed to the religion he/she professes and its teachings, such 

that the individual’s attitudes and behaviour reflect this commitment” (p. 25). As this study 

examines tax noncompliance behaviour, studying the commitment level of a taxpayer 

towards compliance behaviour is vital. 

The impact of religiosity on behaviour of individuals has been examined by numerous 

researchers. Based on the outcomes of the studies, religiosity is predicted to affect certain 

behaviours, for example, cheating which is a tax noncompliance behaviour (Bloodgood et 

al., 2008; Nurunnabi, 2017; Rettinger & Jordan, 2005), criminal behaviour (Baier & 

Wright, 2001; Ellis & Peterson, 1996), and ethical behaviour (Keller, Smith, & Smith, 

2007). Greeley (1963) characterised the relationship between religion and behaviour to 

three various models. Firstly, the Weberian model proposes that religion effects a society 

through  the values owned by every individual (Adamczyk & Palmer, 2008). Secondly, the 

“need disposition” model supposes that individuals use religion as a mechanism to meet 

the challenges of life. Pargament, Smith, Koenig and Perez (1998) concluded that religious 

adapting methods worked in both directions, either positive or negative to the pressures of 

life. Nevertheless, the use of positive religious patterns of coping is more than the use of 

negative patterns. Finally, the third model describes religion as a behaviour predictor but 

not as an independent or dependent variable. That is because many people depend on values 

of religion as a source of their ethics to shape their behaviours and attitudes (Thornton & 
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Camburn, 1989). This is the reason this study included Islamic religiosity as a determinant 

of tax noncompliance behaviour. 

Religiosity is an important factor impacting almost all aspects of an individual’s life but 

surprisingly, in reference to tax noncompliance behaviour, it was not taken seriously until 

relatively recently when scholars such as Torgler (2003c), Welch et al. (2005) and Stack 

and Kposowa (2006) highlighted its significance in their work. Margolis (1997) noted that 

religion always guides a person to choose between good or bad which ultimately leads  

toward the fulfilment of his/her moral responsibilities and paying taxes is one of them.  

As a reasonable volume of literature related to tax compliance addresses moral issues, 

studying religion in this context is important as it directly affects the moral values of an 

individual. Thus, it could be expected that religious people would have higher moral 

values. An individual will always consider his/her moral beliefs while deciding whether 

he/she should demonstrate compliance or noncompliance behaviour. Stalans, Smith, and 

Kinsey (1989) said that many taxpayers normally use their internal beliefs and values when 

undertaking a decision. Therefore, moral beliefs aside from religion, exist upon which are 

based on the idea of living with differences and respecting other people, the environment 

and animals. However, that religiosity role differs from that of moral values in reference 

to tax noncompliance behaviour. 

Tittle and Welch (1983) explained the perception of an individual concerning the 

relationship between noncompliance behaviour and religiosity. The researchers said that 

the features of religious communities impact an individual’s religiosity and noncompliance 

behaviour. Welch, Tittle, and Petee (1991) collected data from Catholic parishioners and 
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concluded that tax noncompliance behaviour negatively correlated to the religiosity of an 

individual. The impact of unofficial sanctions was also found to be  efficient in correcting 

deviant behaviour including tax noncompliance behaviour in a church society (Petee, 

Milner & Welch, 1994). The results of both studies were similar.  

Religion can play a role in compliance behaviour as religious beliefs are supposed to avoid 

unwanted and illegal behaviour because the individual will impose self-guilt on 

himself/herself especially in reference to tax noncompliance behaviour (Grasmick, Bursik, 

& Cochran, 1991). Grasmick et al. (1991) examined tax cheating and the impact of 

religious attendance on it. The study concluded that people having no religious affiliation 

showed higher tax noncompliance behaviour. Such a study provides a basis upon which to 

consider Islamic religiosity as one of the determinants of tax noncompliance behaviour.  

Feld and Torgler (2007) examined the factors of tax noncompliance behaviour in different 

countries and concluded that religiosity had a significant influence on an individual’s tax 

compliance behaviour in thirty European countries except in Spain (Torgler & Schneider, 

2007). Stack and Kposowa (2006) also found that individuals having no affiliation with 

religion were more probable to cheat in the case of tax compliance. 

Richardson (2008) examined 47 countries and concluded that people with religious 

affiliations were not inclined towards tax noncompliance behaviour. Results generally 

predicted a positive relationship between tax compliance behaviour and religiosity or, in 

other words, a negative relation between tax noncompliance behaviour and religiosity. 

Nurunnabi's (2017) research of thirty-eight Muslim-majority countries found that 

religiosity through Sharia regulation negatively correlated with tax noncompliance. 
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Similarly, Mohdali, Benk, Budak, MohdIsa and Yussof (2017) conducted a study on 

religiosity and tax compliance in Malaysia and Turkey and found that religiosity has a 

significant impact on tax compliance that affects the positive behaviour of taxpayers in 

both countries. 

The research findings of Welch et al. (2005) and McKerchar, Bloomquist and Pope (2013) 

provide noteworthy limitations to the possible impact of religion and tax compliance. They 

felt that tax noncompliance behaviour in a community at large also had the same impact 

on members of society irrespective of their religiosity level (Welch et al., 2005). This may 

perhaps be because of the strong emphasis on ethical behaviour in largely Christian 

(McGee, 2012) and Islamic societies (Jalili, 2012). Thus, tax evasion is seen as an ethical 

issue even without strong religiosity. In some cases, tax evasions depend on the way in 

which the country is being administered and in the case of Islam, if the country is fully or 

partially implementing Islamic laws. Similarly, McKerchar et al. (2013) found no empirical 

evidence to support the fact that religiosity has any impact on tax compliance in the United 

States. Though subject to some mixed results, overall, literature showed that religiosity 

might play a significant role in achieving tax collection targets if the authorities consider 

religiosity and capitalize on it, and then tax compliance behaviour can be improved. 

2.5.2. National Pride and Tax Noncompliance Behaviour 

According to Macintyre (2015), national pride is an individual’s psychological feeling or 

a sentiment directed at a socially constructed national identity. The term “patriotism” is 

predominately used alternately with the term “national pride”. Doob (1964) described 

patriotism as an emotional liaison to a country while Macintyre (2015) proposed that 
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“national pride is an individual psychological process where the personal psychology 

experiences a sense of pride in the shared national identity” (p. 51). 

Several empirical work showed evidence of a link between tax compliance and national 

pride either through secondary survey data analysis or by conducting experiments. Some 

studies have concluded that national pride had a significant positive influence on tax 

compliance in the Czech republic and Russia (Strielkowski & Čábelková, 2015; Yew et 

al., 2015). In some other studies, the link is a direct analysis (Gangl, Torgler, & Kirchler, 

2016; Konrad & Qari, 2012), while in some other cases, for example, in Torgler and 

Schneider (2007), national pride is used as a control variable in the regressions exploring 

determinants of tax morale. Even though national pride was not the focus of  recent studies, 

it was still statistically important in roughly all specifications and it was a factor that has 

not been indicated as a determinant of tax compliance behaviour (Alm, Martinez-Vazquez, 

& Torgler, 2010; Ma, 2017). In general, the scarcity of evidence on the relationship 

between national pride and tax compliance and other fields of compliance has been 

observed in Torgler and Schneider (2007), and highlighted in Torgler and Schneider 

(2005). 

The reason for suggesting national pride as an independent variable is that it may contribute 

to increased levels of compliance. These studies’ results indicated that national pride is 

positively linked to tax compliance (Ma, 2017). And Hanifah and Yudianto (2019) argued 

that national pride impacts taxpayers' behaviour to comply with paying tax. 
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A first study by Konrad  and Qari (2012) was focused specifically on the interaction 

between patriotism and tax compliance and claimed their search to explain the causal after 

the submission of data (secondary) and specifications to several tests durability.. 

In reference to national pride, the Theory of Social Identity develops a measure established 

in the Theory of National Identity with obvious repercussions for the intergroup behaviour 

(Tajfel & Turner, 1979;  Tajfel, 1981). Typically social identity is defined as an 

understanding of one’s substantive membership and a sense of psychological group 

commitment (Tajfel, 1981). In line with this definition, national identity is a subjective 

internal or subjective sense of affiliation to the nation (Huddy, 2001, 2003). The social 

identity theory creates many expectations about the consequences of national pride. 

National identity may be not ideological because it represents a prevailing sense of personal 

association with the nation. An individual having a psychological attachment with the 

nation will have positive intentions toward its development and this attachment can affect 

tax compliance behaviour. 

2.5.3 Trust in the Government and Tax Noncompliance Behaviour 

Trust in government means that taxpayers feel that the authorities are sympathetic in a 

direction that benefits the public. The purpose of this concept is that state authorities should 

ensure that good governance prevails in a society and corrupt practices are eradicated. Trust 

means, “holding a positive perception of the actions of an individual or an organization” 

(OECD, 2013). Easton (1967) has defined trust in the government as the citizens’ 

confidence in the government’s acts to do what is right and supposedly fair. Trust in the 

government is helpful and it is unlikely that a democratic society appears without political 

trust (Gershtenson, Ladewig, & Plane, 2006). Trust makes life easier, less complex and 
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more organized, thus increasing democratic stability (Barber, 1983). Furthermore, trust 

raises voluntary compliance with regulations; without it the democratic government will 

be unacceptable (Scholz & Lubell, 1998; Tyler, 1990). OECD (2013) defined trust in 

government as representing the “confidence of citizens in the actions of a government to 

do what is right and perceived fair” (p. 21). 

Tax compliance is also subject to belief in administration and legitimate structures (for 

example, see Richardson, 2008; Torgler & Murphy, 2004; Torgler, 2003b, 2006, 2012; van 

Dijke & Verboon, 2010). This belief can be obtained when the administration guarantees 

that taxpayers will receive what they expect (Hardin, 1998). Ma (2017) concluded that trust 

in the government performs a significant role in tax compliance attitudes in both developed 

and developing countries where higher trust in the government can improve compliance 

attitudes and the possibility of compliance. The results of the study by Cullen, Turner and 

Washington (2018) provided evidence that the government’s positive outlook reduces 

taxpayers’ tax evasion. 

Alasfour (2019) argued communities characterized by a deep mistrust for the government, 

tax noncompliance is no longer immoral. He emphasizes that successive governments must 

build a trust-based understanding and make strategies that work to acquire ethical values 

that promote voluntary tax compliance among the people. Trust in government is proposed 

to exert more influence on the behaviour of taxpayers compared to general suppositions 

that many economists have developed (Kucher & Götte, 1998). Whether the taxpayers’ 

opinions of the tax system are impartial or not has been acknowledged as being related to 

tax compliance attitudes (Chan, Troutman, & O’Bryan, 2000; Murphy, 2003; Richardson, 

2008). Realistic suggestions from modern studies firmly sustain the significance of positive 
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attitudes of taxpayers towards administration. This positive position is based on the trust 

in government and positive insights about tax objectivity that boost intentions to pay taxes 

(McKerchar et al., 2013). Hunt, Iyer and Jimenez (2018) found that trust in government 

has a significant and positive relationship with tax compliance. Nevertheless, the influence 

of these factors on the attitudes of taxpayers is difficult and expected to have equal impact 

by separating them. Intentional tax obedience may be magnified if the administration has 

a positive policy interchange attitude among citizens. This means that the more the 

taxpayers perceive equity between taxes paid and public outlays, the more likely they are 

to pay taxes (Wallschutzky, 1984). 

Mas’ud et al. (2015) argued that government and tax authorities need to exercise their 

powers rightly in order to enhance the tax system and the trust level in them. In the Sub-

Saharan African countries, the use of power should be imposed as a measure to enhance 

taxpayer trust in government which will ultimately reduce tax noncompliance behaviour. 

The two vital variables of power and trust were included in the study. The conventions of 

the slippery slope framework were also investigated by using data from different states. 

The study also examined the moderating impact of trust and power to describe tax 

noncompliance behaviour. The study found that a resilient collaboration exists between 

trust on tax authorities and control in explaining tax compliance behaviour. 

Improving tax compliance behaviour seems to depend on both power and trust that is 

explained in the slippery slope framework. Using power to reprimand tax avoiders might 

not solely increase tax compliance behaviour. The combination of trust and power both 

assist the taxation system and its practices to gradually improve. For example, if African 

nations are concerned with enhancing taxation and compliance, then they should use the 
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combination of trust and power in this concern. Governments in the African nations should 

emphasize improving infrastructure and services to ensure an increase in public trust by 

demonstrating their concern with public welfare. However, penalties could be designed to 

punish evaders that would also be beneficial in improving taxation and compliance in 

African countries (Mas’ud et al., 2015). 

If community services are lacking, the only method is to increase an individual taxpayer’s 

confidence of the excellence of public amenities (Molero & Pujol, 2012). Feld and Frey 

(2007) argued that taxpayers’ confusion about the value of services could be reduced by 

stressing the positive actions of government. Demonstrated in many studies (Pommerehne, 

Hart, & Frey, 1994; Torgler, 2006; Torgler & Schneider, 2007), the contribution of 

taxpayers in governmental practices has a positive impact on tax compliance. Perceptions 

of taxpayers toward the government are also derived from their views of the tax system 

and even the mere enactment of administration seems vital for sustaining or creating 

positive attitudes among taxpayers. 

Mas’ud, Manaf and Saad (2014) conducted a study of twenty-nine African countries to 

identify the impact of trust and confidence in government. The research utilized a multi-

stage sampling technique and identified the influence of trust in government and its 

authorities on tax by considering the slippery slope framework. Cross-country data were 

also collected from Sub-Saharan African countries in their research. The outcomes of the 

research implied that trust should be greatly developed by the state authorities and the 

taxation system. The state authorities must take needful measures to ratify the regulations 

and rules to improve service quality and infrastructures to better utilize the tax payments 

made by citizens. Thus, a high level of trust increases the power of government. 
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A state system that is based on a self-ruled government yields greater faith than a single 

party rule, and the absence of civic trust undermines the revenues of nations and therefore 

the ability of an administration to complete its purpose. Nobel-prize winning economist 

Samuelson (1996) quoted Benjamin Franklin who claimed, “Much of the strength and 

efficiency of any government, in procuring and securing happiness to the people, depends 

on … the general opinion of the goodness of that government” (Franklin, 1787). 

Conversely, dictatorial rules inspire tax confrontations and signal a demarcation point that 

confines the development of positive attitudes towards government (Torgler, 2001). 

The literature of tax compliance illustrates that economists have also had greater devotion 

to constructs of trust (Scholz & Lubell, 1998; Slemrod, 2002; Torgler, 2003b; Wintrobe, 

2001). Trust in public officials tends to develop positive attitudes of taxpayers and places 

emphasis on taxation and tax payments. All this has an emboldening impact on tax 

compliance. Wintrobe (2001) claimed that if “people believe that the tax code is fair, they 

will be more willing to pay their taxes” (p. 14). 

One way to see taxes as positive is to perceive them as the price being paid for the positivity 

of the state to the general people. Trusting state officers makes individuals more willing to 

pay taxes. If administration acts are worthy, taxpayers become more willing to obey tax 

laws.  

Interestingly, a different impact may exist with regards to the tax evaders’ behaviour if, in 

general, the state trusts taxpayers. However, this trust can give taxpayers an option to avoid 

taxes. So, it can escalate the number of tax evaders in the country. Feld and Frey's (2002a) 

empirical study examined the manner in which taxpayers and tax administrators relate to 
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each other and how that impact tax determination. When tax officials showed more trust 

on taxpayers and did not double check on the calculation of taxable income, then taxpayers 

usually showed a higher tax noncompliance behaviour. Feld and Frey (2002a) claimed that 

tax compliance is sustained when tax bureaucrats transact taxpayers with respect. 

Otherwise, it is abridged while the management views taxpayers as people who are coerced 

into paying taxes due: 

The feeling of being controlled in a negative way, and being suspected of tax 

cheating, tends to crowd out the intrinsic motivation to act as an honourable 

taxpayer and, as a consequence, tax morale will fall. In contrast, if the tax 

official makes an effort to find out the reason for the error by contacting the 

taxpayer in an informal way, the taxpayer will appreciate this respectful 

treatment and tax morale will be upheld. (Feld & Frey, 2002a, p. 4). 

Tax implementation is never flawless. “Intrinsic taxpayers” might react adversely when 

the administration increases tax implementation tactics, but conversely, such tactics can 

have positives outcomes with respect to the behaviour of tax evaders. Even minimal costs 

of a general implementation of tactics are relatively great, and tax authorities never 

accomplish the overall compliance of tax evaders if tax bureaucrats are omnipresent. So, a 

possibility of fraud by tax evaders is always present. If the government creates an 

environment of trust between the government and citizens, the likelihood of tax compliance 

is increased.  

Lozza et al. (2013) investigated the conventions of the slippery slope framework. This 

research enriched existing suggestions regarding the framework by distinguishing 

legitimate power from strong power. The research also illustrated the relationship between 

integrity and tax evasion and other five independent variables. These independent variables 

included obligatory tax compliance behaviour, voluntary tax compliance behaviour, 
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legitimate power, coercive power and trust. The outcome of the study disclosed that trust 

in  government expands volunteer obedience and that volunteer tax compliance behaviour 

produces a negative bond with tax evasion. In other study, Muehlbacher, Kirchler and 

Schwarzenberger (2011) found trust is negatively related to enforced tax compliance, and 

it possibly encourages voluntary tax compliance. Kirchler et al. (2008) also found a  mutual 

impact of power and trust on tax compliance behaviour.  

Kogler et al. (2013)  examined the slippery slope framework in four European nations. The 

study examined the moderating influence of volunteer tax compliance behaviour, enforced 

tax compliance behaviour and strategic tax compliance on the relationship between tax 

compliance behaviour and trust, nation, and power of authorities. The study found that the 

high level of intended tax compliance and the low level of tax evasion were present in 

conditions of high levels of trust and high levels of power. Furthermore, participants in the 

high trust conditions indicated greater voluntary compliance and participants in high power 

conditions indicated more forced compliance. The outcomes supported the slippery slope 

framework and confirmed the role of trust and power as being important with respect to 

tax compliance. 

Trust in government is a factor that can motivate an individual to contribute to financing 

government projects and providing for its monitory needs by paying the taxes due. The 

slippery slope framework also explains that the level of trust plays a positive role in tax 

compliance behaviour. The slippery slope framework highlights two situations where: (i) 

the people do not show trust in the government and the government needs to act like an 

inspector, and (ii) the people show trust in the government. The second situation is 
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considered to be ideal as it decreases tax noncompliance behaviour. This study investigated 

trust in government as a determinant of tax noncompliance behaviour. 

2.5.4 Tax Knowledge and Tax Noncompliance Behaviour 

Tax knowledge reflect the understanding of the taxpayers to the tax laws, in particular, on 

income tax (Newman, Mwandambira, Charity, & Ongayi, 2018). Eriksen and Fallan (1996) 

explained tax knowledge as a combination of information on tax principles with knowledge 

of finance that makes calculating the economic results of taxpayers possible. Because of 

the technical complexity of financial and tax policies, the combination of financial and tax 

knowledge rarely raises public attention or curiosity. Consequently, scarcity of public 

knowledge in these areas are expected (Song & Yarbrough, 1978). Nonetheless, tax 

knowledge is a fundamental variable in voluntary tax compliance especially in determining 

precise tax obligations (Saad, 2014). Loo, Mckerchar and Hansford (2009) proposed tax 

knowledge as the most significant factor in determining compliance behaviour among 

taxpayers. In addition, studies by Anggraini (2018) and Damajanti and Karim (2017) 

provided empirical evidence that tax knowledge has a significant impact on tax 

compliance. Conversely, Harris (1989) concluded that tax knowledge has no direct 

important impact on taxpayers’ compliance behaviour. 

Such inconsistent results provide the motivation for conducting this study in reference to 

tax noncompliance behaviour. For this purpose, this study adopted Eriksen and Fallan's 

(1996) definition of tax knowledge where, “tax knowledge combines information about tax 

rules with financial knowledge to make it possible to calculate economic consequences for 

taxpayers” (p. 389).  



Universlti Utara Malaysia 

 

66 
 

According to Harris (1989) tax knowledge is divided into two facets: (i) Knowledge 

developed through general or formal education that is received as a matter of course, and 

(ii) Knowledge that is explicitly focused on the potential prospects to escape taxes. The 

first type of tax knowledge among taxpayers is critical and adds to the general 

understanding of the tax system and its laws  (Eriksen & Fallan, 1996). Earlier studies also 

proved that common tax policy knowledge showed a close association with the ability of 

taxpayers to understand the regulations of a tax system and their aptitude to conform to the 

tax policies (Singh, 2003). Previous studies also raised the issue of whether the 

development of tax knowledge will raise tax compliance (e.g., Eriksen & Fallan, 1996; 

Harris, 1989; Singh, 2003). The issue came into existence with evidence that tax 

knowledge influences the taxpayers’ understanding.  

Eriksen and Fallan  (1996) studied the importance of understanding of taxation in a tax 

system with a self-assessment system. Primarily, their study examined the general 

influence of tax understanding on tax compliance activities of individual taxpayers. They 

argued that an understanding of tax regulations improved perceptions of tax ethics, fairness 

and tax evasion.  

Saad (2014) analysed the effects of tax knowledge and tax complexity on tax 

noncompliance by means of telephone interviews with thirty participants in New Zealand. 

These interviews utilized well-structured questions regarding tax awareness, complexity, 

and tax compliance behaviour. Thematic analysis was conducted on the basis of recordings.  

The results indicated that taxpayers had insufficient technical knowledge and considered 

the tax system to be complex. Both tax knowledge and tax complexity were seen to be 

factors contributing toward the behaviour of noncompliance among taxpayers. They 
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proposed a positive association between an understanding of tax system and opinions of 

impartiality, behaviour towards other tax evasion and ethics. The outcome of this 

experiment also embraced the behaviour of other magnitudes and objectivity of advanced 

tax knowledge as studied by Roberts, Hite, and  Bradley (1994). The main conclusion of 

the study improved tax understanding which resulted in an improved view of tax system 

fairness. In the words of Eriksen and Fallan (1996), “Tax attitudes can be improved through 

better tax knowledge” (p. 398), and this will escalate compliance and diminish the 

inclination to tax evasion. Furthermore, behaviour toward tax compliance can be improved 

by enhancing tax knowledge where the positive behaviour of taxpayers can help to decrease 

the negative perspective of taxes and thus increases tax compliance  (Bernard, Memba, & 

Oluoch, 2018). 

Collins, Milliron and Toy (1990) surveyed seven hundred residents of two states and 

received a 34 percent usable response to examine taxpayers’ demand for tax return 

preparation services. About half of the taxpayers hire tax preparers. For those with tax 

minimization as their primary objective, the likelihood of hiring a tax preparer increased 

with income and age and decreased with tax knowledge and social responsibility. For those 

with accuracy as their primary motivation, the likelihood of hiring a tax preparer increased 

with social responsibility and return complexity and decreased with tax knowledge. These 

findings were consistent with prior research. Furthermore, tax knowledge of the law is 

supposed by Collins, Milliron and Toy (1992) to be of significance for attitudes and 

preferences towards taxation.  

Many previous findings (e.g., Kinsey & Grasmick, 1993; Song & Yarbrough, 1978; Spicer 

& Lundstedt, 1976; Vogel, 1974) believed that a broad degree of understanding of 
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taxpayers was a superfluous variable. That is because using a broad degree of 

understanding is an indirect method and based on a hypothesis that posits tax system 

understanding increases with the availability of this understanding to the people. It should 

also be noted that the extent of this knowledge is independent of formal education with 

respect to taxation. This is due to a society which often has a number of people with no 

formal education but have a good knowledge of the tax system.  

Nevertheless, these indirect outcomes had never demonstrated an adequate solution to the 

existing problem of tax noncompliance. Eriksen and Fallan (1996) study showed that an 

effective system of decreasing tax evasion is created by providing an understanding of 

taxation to taxpayers to increase their compliance. Conversely, Saad's (2012) study showed 

that tax knowledge motivates taxpayers to evade taxation.  

Lewis (1982) studied the psychology of taxation by observing the behaviours and attitudes 

of taxpayers to understand compliance behaviour, particularly tax evasion. His intention 

was to observe fluctuations in the approaches to a tax system resulting after an increased 

familiarity with the tax system and its impact on tax compliance. He claimed that an 

inadequate awareness of tax laws led to adverse pecuniary effects that increased the tax 

gap.  Interestingly, he observed that a considerable difference exists between the level of 

knowledge and understanding. While the knowledge level might be the same for all 

taxpayers, their understanding differed.  

Alm (1991) also studied tax compliance and has bemoaned the lack of adequate 

information on compliance. Among other findings, he determined that if the probability of 

detection is high tax compliance is high. He also argued that a complete house of 
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compliance policies is needed for combating tax evasion, policies that contain the 

traditional “enforcement” paradigm proposed by and consistent with the theory of 

neoclassical, a less traditional “service” paradigm that realizes the significant role of a 

“kinder and friendlier” tax authority in promoting compliance. In addition, significantly, a 

new “trust” paradigm is built on the basis of ethics, the tax administration should realize 

that it can eliminate the taxpayers’ ethic through his/her own decisions (Alm & Torgler, 

2012). This approach includes consideration of punishment and audits in addition to 

concepts to improve the taxpayers’ knowledge of tax laws, the formation of more positive 

attitudes towards tax problems, and the promotion of the concept of fairness. There are 

various ways for tax authorities to achieve programs to promote tax knowledge (Kirchler 

et al., 2008). Jackson and Milliron (1986) also argued that a self-assessment system needs 

competency in understanding taxation to reduce noncompliance behaviour.  

Loo and Ho (2005) examined 250 Malaysian salaried individuals’ tax knowledge for tax 

year 2004 through a survey and found that their competency in a self-assessment  system 

is inadequate. Tax knowledge was measured in terms of collectable income and 

exemptions, as well as subsidies, rebates and tax credits generally available to individual 

taxpayers. Although most respondents have a university education, the results revealed that 

they did not have sufficient knowledge about personal tax issues. As such, they may lack 

efficiency in providing suitable tax returns under the system. Thus, they concluded that, to 

achieve adequate compliance, taxpayers must be informed and the level of their tax literacy 

should be promoted. In this case, as the Inland Revenue Board (IRB) is entrusted with the 

legal authority to the management of income taxes in Malaysia, the burden is on the IRB 
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to inform taxpayers and to provide adequate resources to meet the needs of promoting 

taxpayers’ tax literacy. 

Eriksen and Fallan (1996) also said that a taxpayer must have good knowledge of tax to 

improve understanding of justice, tax ethics, and others toward tax evasion to reduce tax 

noncompliance behaviour and proposed that: 

…a successful means of preventing tax evasion is to provide more tax 

knowledge to larger segment of society in order to improve tax ethics and 

people’s conception of the fairness of the tax system. 

 

…it would be a step in the right direction to make teaching in tax law and 

tax knowledge a compulsory part of social science teaching in the schools 

(p. 399). 

In conclusion, results from earlier research clearly showed that better knowledge among 

taxpayers is a significant element in the functioning of a successful taxation, established 

mostly on self-assessment, and better knowledge reduces tax noncompliance behaviour. 

Moreover, taxpayers’ knowledge should be enriched to consistently update them about the 

tax system. 

In reference to tax knowledge and the compliance behaviour of an individual, social 

learning theory is important. According to social learning theory, an individual’s behaviour 

is related to many factors or persons who are part of the environment. Usually it notes that 

individuals learn from other persons in the environment such as friends, family and 

colleagues. Moreover, researchers like Jackson and Milliron (1986) have incorporated 

social influence as a crucial factor of tax compliance. Information power (French, Raven, 

& Cartwright, 1959; Raven, 1993) can inspire taxpayers to pay taxes through the 

accessibility of information. This ultimately means that if people have tax knowledge, then 

they are more likely to abide by the tax laws. 
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2.5.5 Tax Morale and Tax Noncompliance Behaviour 

Tax determination is generally described in tax research studies as a source of inherent 

inspiration for paying taxes. Torgler and  Murphy (2004) described it as “morale principles 

or values held by individuals about paying their taxes” (p. 301). Kamal (2019) claimed that 

tax morale proved a significant contributor of tax noncompliance. Torgler (2003a) believes 

that tax morale is the primary motivation for paying taxes, the desire to pay tax by 

individuals. In addition, García et al. (2018) argued that tax morale is one of the main 

determinants of tax compliance, and the low levels of tax morale among individuals are 

indicative of the acceptance of tax evasion. Similarly, Martinez and Coelho (2019) stated 

that tax morale is a significant determinant of tax compliance. Furthermore, Belmonte, 

Dell’Anno and Teobaldelli (2018) stated that tax morale is one of a key issue among the 

tax noncompliance determinants. 

Using tax morale as a dependent variable allows a researcher to move beyond treating it as 

a  “black box” so that the factors that comprise tax morale can be examined (Feld & Frey, 

2002b). Kornhauser (2008) believes that tax morale is based not just on the rational but on 

a complex combination of personals values, social norms, and non-rational cognitive 

processes (p. 138). Thus, tax compliance is based both on “carrot and stick” approach. 

Graetz and Wilde (1985) said that a high tax compliance is based on respect for the law, 

which they viewed as the “commitment to the responsibilities of citizenship and respect 

for the law” (Graetz & Wilde, 1985, p. 358). Intentional tax obedience is an attitude of 

taxpayers that “voluntary compliance originates from spontaneous willingness to 

cooperate, emanating from the taxpayer’s morale obligation to contribute to the civic well-

being” (Kirchler & Wahl, 2010, p. 344).  
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The observation has been that a synergy exists between tax morale and voluntary tax 

compliance. The knowledge of duties to other persons and firm ethical standards are 

documented as motivating factors to affect attitudes of taxpayers to make proper choices 

with respect to tax rules and regulations. The ideas are based on the economic 

psychosomatic methodology. The two main reasons that motivate taxpayers for paying due 

taxes are the positive experience of taxpayers with outside environmental factors and 

specific inherent inspirations. The outcome of tax system procedures on taxpayers is 

considered in two distinct stages (Frey, 2003). The initial outcome is at the legitimate stage. 

This stage transmits whether a civilian has a right to indulge in governmental practices. 

The second outcome is that of the governmental stage and is related to whether taxpayers 

are treated well by the tax system or not.  

Individual ethics happen to be more persuasive in influencing tax compliance than peer 

impact (Bobek & Radtke, 2007). Various terms have been used to clarify the situation in 

earlier investigations including ethics (Song & Yarbrough, 1978), civic duty (Isbell, 2017; 

Slemrod, 1998), ethical responsibility (Bobek & Hatfield, 2003) and the enthusiasm to 

submit (Torgler et al., 2008). The research of tax morale in tax compliance exploration has 

often remained unnoticed regardless of reality. However, Andreoni, Erard and Feinstein 

(1998) pointed out the necessity of enhancing ethical and moral factors of a tax compliance 

structure. Alm, Sanchez, and De Juan (1995) claimed tax morale may thus be a dominant 

factor, though being a largely unexplored factor, in solving the tax compliance puzzle (p. 

8). Brink and Porcano (2016)  reported that the relationship between tax morale and tax 

evasion is negative, which means the higher level of tax morale leads to a lower level of 

tax evasion. Cvrlje (2015) argued that increasing the level of tax compliance and tax morale 
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should eventually increase tax revenues. This is a reason that this current study intends to 

use tax morale as a variable to determine tax noncompliance behaviour. 

Additionally, Riahi-Belkaoui (2004) has proposed communal and spiritual customs as 

factors of tax compliance to fulfil the contingency tax compliance theory that not only deals 

with pecuniary aspects but also with influential and morale issues of tax compliance. Tax 

determination is designed to deliver a substitute method for clarifying tax compliance 

specifically from a non-pecuniary observation to supplement pecuniary methodology. A 

tax system is a significant concern not only today but in the past and also in future.  

Many researchers have found that a substantial number of taxpayers can be described as 

not having the nature to evade taxation (Long & Swingen, 1991). Frey (1999) said that 

these taxpayers never look for any means to fraud the tax system. Elffers (2000) stated that 

not everyone with “an inclination to dodge his taxes is able to translate his intention into 

action” (p. 187). 

An investigation of the research outcomes proposes that the enforcement level is unable to 

fully define the actual level of compliance (Elffers, 1991; Graetz & Wilde, 1985). This is 

because compliance is highly affected by factors such as behaviour and the underlying 

mechanisms that created them. In this regard, a question arises as to how personal ethics 

and sentiments directly impact tax determination. Kelman (1965) has noted that the 

underlying process by which a person adopts induced behaviour may be different even if 

the outcomes are the same. 

Another study shows that tax morale is a factor that is a determinant of tax compliance 

behaviour. For example, Sá et al. (2015) applied the structural equation model to 
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understand tax morale using 1,553 Portuguese taxpayers. The study concluded that tax 

morale is an inherent motivation to comply with financial obligations and it can be 

increased by increasing the trust in government and by increasing the affiliation of an 

individual with the political system and the ruling party. Tax morale is strongly affected 

by behavioural and political factors that ultimately lead to tax compliance behaviour (Sá et 

al., 2015). 

2.5.6 Tax Fairness and Tax Noncompliance Behaviour 

Tax fairness essentially states that every person should pay his/her fair share which means 

that the total tax paid by a person commensurate with his economic ability for paying tax 

(Beach, 2005). In terms of perceptions of tax fairness, Saad (2011) suggested that two sides 

exist for the issue of tax: (i) taxes that the government receives from taxpayers, and (ii) 

government expenditure. Faizal and Palil (2015) reported that tax fairness could influence 

individual tax compliance behaviour. According to Beach (2005), the taxpayers’ 

perceptions about the fairness of tax calculation is considered a key factor with respect to 

tax noncompliance, although this factor has not received much consideration in economic 

analysis for a long time. In addition, Farrar et al. (2018) stated that, tax fairness is a 

fundamental factor influence the noncompliance of taxpayers. And Adeyeye, Otusanya and 

Arowomole (2016) found that the perception of taxpayers on tax fairness has a significant 

positive influence on tax compliance. Hartner, Rechberger, Kirchler and Schabmann 

(2008) argued that when taxpayers feel that they are treated procedurally in a fair manner 

by the tax authority and that rules of procedural decision are fair, the motivational 

behaviours of tax compliance will increase. Furthermore, scholars including Baum and 
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Baumol (1987), Buchanan (1976), and Rawls (1972) investigated the characteristics of 

justice and fairness by analysing related concepts more closely. 

The implementation of an unfair tax system enhances the incentives to rationalise cheating 

practices. Spicer (1974) and Song and Yarbrough (1978) stated that many studies analysed 

the association between perceived disproportions in the tax system and tax evasion. 

Numerous surveys have also demonstrated the positive relationships between feelings of 

fiscal injustice and tax evasion. Research in social psychology proposes that a lack of 

fairness in a give and taken association causes a great deal of distress, particularly for the 

victim (Hatfield et al., 1978). Furthermore, tax noncompliance may be observed as a 

response to re-establish fairness (for common observed proof, see  Adams, 1965). Spicer 

and Becker (1980) conducted an experiment and found that those who felt they were 

unfairly treated through the tax system were more possible to evade paying taxes to restore 

equity. However, other studies using experiments did not find such results (Webley, 1991).  

According to Spicer and Lundstedt (1976), taxpayers understand their relations with the 

state not only as a relationship of coercion but one of exchange. Bordignon (1993) 

rationalized ethical norms supporting tax obedience by making them dependent on tax 

structure, public expenditures and perceived evasion of other taxpayers. Bordignon (1993) 

supposed that the taxpayer can calculate fair trade terms between his own consumption and 

provision of the government of public goods. When the terms of trade differ from the 

calculated fair conditions, taxpayers desire to evade, to re-establish justice, constrained by 

the risk of failing. Some taxpayers do not evade even if it is in their own interest to do that. 

Aim et al. (1992) suggested that tax compliance happens because some taxpayers estimate 

that public goods are financed by their tax payments. Individuals taxpayers pay taxes, then, 
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to obtain government services even when no chance exists of either being detected or 

punished. 

Saad (2012) conducted a study to determine factors that affect tax noncompliance 

behaviour  and found that tax noncompliance behaviour can be explained by means of 

perceptions of fairness of a whole system, among other reasons. The outcome from 

participants individually demonstrated that they avoided tax payments because of 

perceptions that the overall tax system was unfair. 

Alm et al. (1992) proposed the idea that conformity occurs when people value the 

communal possessions that result from their tax payments. Thus, the compliance rate 

improved with an increase in the total sum of investments received by the people in relation 

to the taxes paid. People actually pay the tax due on them for attaining beneficial services 

from the government. Falkinger (1988) and Cowell and Gordon (1988) also examined the 

connection between tax compliance and fairness. Falkinger found that, in general, the 

influence of fairness on tax evasion depends on how the risk aversion of the taxpayer is 

influenced by realized equity. He used both a psychological and economic argument to 

clarify a positive relation between equity and risk aversion, and therefore, between inequity 

and evasion. The psychological debate is depended on the premise that individuals find 

evasion more responsible in a system that is considered to be just than in an unfair system. 

The economic discussion considers cases in which the valuation of public output rises with 

the income. With this standard, the rise of justice increases the bad repute of evaders and 

reduces evasion. Cowell and Gordon (1988) concluded that if public goods are 

underprovided then tax noncompliance rises but, if public goods are provided equitably, 

then tax evasion falls. 
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Gordon (1989) transformed the stock group model comprising non-fiscal costs of evasion 

and examined societal customs (Akerlof, 1980; Naylor, 1989). Gordon found that some 

taxpayers never evade taxes, and that evasion decisions are interdependent. He used non-

financial costs to avoid reconciling theory and evidences. He found that once it is assumed 

that individuals differ by honesty, taxpayers are divided into groups, the more honest the 

taxpayers, the more responsive they are to the tax change.  

Myles and Naylor (1996) further developed the model. They believed that, while Gordon’s 

model was a step in the right direction, the model had a somewhat resting structure outside 

the mainstream of social custom literature because psychological cost depends on the 

extent of evasion. Their objective was to settle the standard model of tax evasion with the 

model of social conformity and custom and noticed that some taxpayers did not evade 

taxes. At the individual level, their model predicted that the taxpayer never evades or that 

a significant proportion of evaders turn to evasion. When the evasion decision is made, 

the amount of evasion will jump. They demonstrated the existence of social equilibria and 

that both balances with no evasion or with all taxpayers who choose to evade may be 

present. The non-evasion balance might be crashed by a slight change in the tax rate, this 

leads to an outbreak of evasion after tax changes which seemingly insignificant. 

Cowell (1992) illustrated an economic analysis in his findings that gave the same outcomes 

as in a psychosomatic study when the different methodologies of tailored inequity are 

integrated into the pecuniary model. Taxpayers would also alter their behaviour by 

reducing tax evasion while identifying fairness. Falkinger (1988) used the concept of 

“equity” for the observed argument about affiliation among taxpayers and government. He 
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is keen on an existing pecuniary condition in which people decrease tax evasion if the 

social and economic system is seen as impartial.  

Equity theory advocates that tax compliance behaviour can be increased if taxpayers 

believe that the tax system is fair enough for them to pay taxes (Thibaut & Walker, 1975). 

Individuals adopt voluntary tax compliance behaviour if they observe the tax system as fair 

and equitable and the tax is the correct amount. Furthermore, equity theory explains, that, 

if there is a contradiction between the amount paid and the amount due, this contradiction 

can be imputed to the fairness concept. Therefore, if an individual perceives that the amount 

of tax is too much or unfair, then he or she will not pay the full amount of tax (Moser et 

al., 1995). 

2.5.7 Tax Audit and Tax Noncompliance Behaviour 

Kircher (2008) defined tax audit as a procedure in which the internal revenue service 

attempts to confirm the figures that taxpayers have reported on their tax return. The tax 

audit has significant direct and indirect impacts on tax compliance or noncompliance 

(Andreoni et al., 1998; Dubin, Graetz, & Wilde, 1990; Plumley, 1996). Hemberg, Rosen, 

Warner, Wijesinghe  and O’Reilly )2015) argued that tax audits need a longer time to adapt 

to any new tax noncompliance behaviour, and the audit develops points to detect the type 

of behaviour found in the new noncompliance schemes. Although the tax audit is applied 

on a small number of taxpayers, in general, it has a deterrent impact on all taxpayers. Tax 

audit has been normally discussed related to tax noncompliance. Previous studies found 

that audit have a positive influence on tax compliance (Dubin, 2004; Park & Hyun, 2003; 

Shanmugam, 2003). These findings proposed that tax audits might play a significant role 

to increase voluntary tax compliance, and they claimed that audit and the accuracy of the 
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audit could promote taxpayers to be more careful when completing tax returns. 

Pommerehne and Weck-Hannemann (1996) found noncompliance to be negatively related 

to the probability of audit. Mazzolini, Pagani and Santoro (2016) reported that tax 

compliance after the audit is higher when taxpayers are audited more intensely. Similarly, 

Beer et al. (2016) found that after the audit, the reported taxable income of self-employed 

taxpayers increased by 250 percent.  Moreover, three years after of the audit, the impact is 

still statistically significant. DeBacker et al. (2018) found that tax audit increases reported 

taxable income and decrease the phenomenon of noncompliance of taxpayers. On the other 

hand, taxpayers who have never been audited may be inclined to under-report their real 

income and claim pseudo deductions (Modugu & Anyaduba, 2014). In addition, Lederman 

(2018) argued that tax audit or audit threats for taxpayers may backfire. 

 Butler (1993) cited in Jayawardane and Low (2016), similarly argued that tax audits may 

change the effect of tax compliance behaviour from negative to positive. Mazzolini, Pagani 

and Santoro (2017) found a positive and lasting influence of audits on the compliance of 

reported income. The results complemented Witte and Woodbury (1983) who argued that 

tax audits have an important role in influencing tax compliance behaviour. Nonetheless, 

they have not empirically investigated individual taxpayers, and thus left a gap to conduct 

a study in this area. Beron, Tauchen and Witte (1988) found an opposing result where the 

effect of audits on compliance is not statistically significant for all groups included in the 

study. Similarly, Ayers, Seidman and Towery (2017) found that a statistically insignificant 

impact of audit certainty on tax payment behaviour. Also, Mendoza et al. (2017) found a 

U-shaped relation between tax audit and tax evasion which meant that tax compliance 

increases until a certain audit level is reached and starts to decrease beyond that level. Palil 
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(2010) based on previous studies, argued that even though tax audit did not have a 

significant effect on tax noncompliance, but still a key factor determining the tax 

noncompliance. And Torgler (2003a) found a negative relationship between tax 

compliance and tax audit. 

Alm and McKee (2006) used an experimental process to study individual tax compliance 

on audit productivity and probability. The productivity of audit takes note how much 

unreported tax revenues will be revealed by an audit. They found that announcements of 

audits raise tax compliance. In another research on tax compliance conducted via 

laboratory experiments, the authors found that a lower audit rate leads to an increase in tax 

noncompliance (Alm, Deskins, & McKee, 2009). However, in an experimental test,  

Torgler (2007) showed that audit probability did not have a statistically significant effect 

on tax compliance. 

2.5.8 Tax Penalty and Tax Noncompliance Behaviour 

Akhand (2012) defined a tax penalty as the most frequently used coercive action to control 

noncompliance. Previous literature showed inconsistent results on the influence of tax 

penalty on noncompliance.  Tittle (1980) and Alm (1999) argued that a higher penalty rate 

can lead to a slightly greater tax compliance. Based on their empirical study on tax 

compliance, Pommerehne and Weck-Hannemann (1996) claimed that the impact of tax 

penalty on compliance is not significant. While Grasmick and Scott (1982) concluded that 

penalty had a significant impact. Friedland (1982) found, in an experimental study, that a 

high or low penalty had nearly similar influence on tax noncompliance. Oladipupo and 

Obazee (2016) found that tax penalty had an unimportant positive impact on tax 

compliance behaviour. According to the study of Gemmell and Ratto (2018), individual 
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taxpayers did not show any response to the penalty, the results indicated that taxpayers 

whether they received the penalty information or not, were no more or less likely to 

increase their tax compliance. However, Friedland, Maital and Rutenberg (1978) agreed 

that a penalty is more important than an audit in detecting tax noncompliance. This was 

supported by Jackson and Jones (1985) who found that the penal sanctions magnitude have 

a relatively stronger impact than increasing the detection probability. Nwidobie (2018) 

indicated that additional penalties cause tax noncompliance. Consequently, convincing 

taxpayers through penalties may contribute positively or negatively to tax noncompliance.  

In their review of previous studies, Kirchler, Muehlbacher, Kastlunger and Wahl (2007) 

found no support for the increase of tax compliance from  higher penalty. Nonetheless , 

Obaid's (2017) study revealed that there is a positive and significant relationship between 

penalty rate and tax noncompliance. Mikesell and Birskyte (2007) argued that the effect of 

penalty on compliance behaviour is lower than the audit rates due to two main reasons. 

Firstly, there are social and political restraints in imposing high penalty. Finally, penalty is 

efficient only when accompanied by a higher audit probability. Raising penalty rates mean 

very little if the tax authority does not rigorously impose the penalty. Additionally, from 

the taxpayer’s point of view, a high penalty may not always produce positive results and 

can dishearten voluntary compliance. 

2.5.9 Political Factors 

Political factors are also significant in investigating the determinants of tax noncompliance 

behaviour. Political factors are one of the crucial influences on tax noncompliance (Cullen 

et al., 2018; Palil, 2010). Affiliation with certain political parties impacts the individual’s 

opinion in making economic decisions in reference to the current government and the same 
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is true in the case of political instability (Katz & Owen, 2009; Mullainathan & Washington, 

2009).  

An efficient political system is more attentive to fulfilling the demands of its citizens, and, 

in a well-organized way, good governance transforms the preferences of firms and 

individuals into policy decisions. To achieve political and economic stability, good 

governments strive to attain an equilibrium position in terms of fiscal and monetary 

systems, and they struggle to maintain that equilibrium until and unless an outside 

exogenous political force or institution intrudes upon them (Bird, Martinez-Vazquez, & 

Torgler, 2008).  However, political stability is affected when political decisions do not 

improve civic duty (Almond & Verba, 2015).  

Political factors such as political stability and political affiliation affect the perceptions and 

behaviours of individuals on many levels including those of tax compliance. The revenue 

of a state usually depends upon the quality of governance. Good governance promotes a 

fair and sound taxation system through public consent in tax compliance. Sensible political 

leaders bargain with taxpayers before imposing tax policies that help in revenue generation 

through taxes and maintain a good image of tax authorities and government in the eyes of 

the general public (Grindle, 2007). Thus, it is posited that good governance or political 

stability could improve tax compliance behaviour.  

2.5.9.1 Political Affiliation and Tax Noncompliance Behaviour 

Political affiliation is defined as the identification of a citizen with a particular political 

party of the political system (Edwards, 2007). Being aligned with the president's party may 

result to increase confidence in the administration generally, as well as increasing the 
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approval of the activities of taxation and government spending. Cullen et al. (2018) argued 

that when individuals have an affiliation with the same political party, they show less 

negative views about paying taxes to the government and spending policies of the 

government. In addition, McGowan (2000) stated that political affiliation has a significant 

role in the behaviour of taxpayers toward tax systems. Furthermore, Hasseldine and Hite 

(2003b) reported that political affiliation has an important effect on tax behaviour of 

taxpayers. 

Both experimental lab and survey evidence support the belief that paid taxes are a positive 

function of beneficiary trust in government and political affiliation (government approval). 

Webley (1991) demonstrated a connection between negative attitudes against the 

government and the behaviour of tax noncompliance, whereas Scholz and Lubell (1998) 

and Torgler (2003c) argued that political affiliation with the government is associated with 

compliance. Hunt et al. (2018) provided evidence that response of taxpayers to political 

events is not independent of their political party affiliation, also, they argued that taxpayers 

will tend to view the world through their political affiliation which can lead them to 

different types of behaviour. Additionally, experimental economists concluded that 

individuals are more likely to be tax compliant the more they recognize public good  and 

when they choose the government (Alm, Jackson, & McKee, 1992). Hanousek and Palda 

(2004) found evidence that individuals who believe that the quality of government services 

are low and who do not have any political affiliation with the current government are more 

likely to be tax noncompliant. Alm, Clark, and Leibel's (2016) found that political 

affiliation had an important negative influence on tax non-filing compliance.  
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Other studies had also looked at political ideology, tax compliance, and political affiliation. 

Lozza et al. (2013) explored the relationship of political ideology and tax noncompliance 

behaviour among self-employed taxpayers in Italy. The study incorporated the slippery 

slope framework and, based on the results of qualitative and quantitative analyses, 

suggested that political affiliation can directly influence tax compliance behaviour. Van 

Lange, Bekkers, Chirumbolo, and Leone (2012) studied 401 survey respondents 

comprising mostly university students, professionals and employees and found that 

interpersonal orientation affected the level of political affiliation.  They also showed that 

individual interest was not the only factor that created political affiliation of the individual 

but the concern for others was important as well. So, political affiliation may directly 

influence tax compliance behaviour. Sá et al. (2015) showed that political affiliation and 

tax morale are factors that should be considered as determinants of tax compliance 

behaviour. 

2.5.9.2 Political Instability and Tax Noncompliance Behaviour 

The political instability is the “propensity of a change in the executive, either by 

‘constitutional’ or ‘unconstitutional’ means (Alesina, Özler, Roubini, & Swagel, 1996, p. 

3). Frequent changes in the government often lead to setbacks in ideological tendencies 

and create an ambience of political instability, often leading to governments having 

different social and economic policies than previous policies. There is evidence that 

changes in economic policy affect business decision-making. Amin et al. (2014) found that 

tax collection decreased due to an increase in political instability. 

In addition, Elbahnasawy, Ellis and Adom (2016) claimed that the political environment 

influences the government’s efficiency to collect tax, and thus the government’s ability to 



Universlti Utara Malaysia 

 

85 
 

detect informal production. They also argued that political instability is related to an 

informal economy. Moreover, Amin et al. (2014) argued that the government in a country 

facing a problem of political instability is not thinking of its people nor are they concerned 

about the development of the country. Thus, the country is likely to face issues of low tax 

collection. With a tradition of a democracy, governments are better focused on improving 

their countries. Democratic reforms will change the pattern of authority from tyranny to 

democracy, but, with political instability may rise the informal economy (Elbahnasawy et 

al., 2016). Recently, Khlif and Amara (2019) and Murshed and Saadat (2018) found that 

there is a positive relationship between political instability and tax noncompliance. 

In this context, the role of instability becomes particularly significant for taxpayers in an 

economy in transition. Political instability over the various policy choices of the 

government will not only influence taxpayers’ decisions but also create political pressure 

to support various governments. During this period and because of taxpayers’ economic 

decisions, the economy in transition have shown high levels of tax evasion as well as capital 

flight, albeit uneven. Due to political instability, taxpayers are forced to make their 

decisions in the absence of knowledge whether the potential government will be more or 

less democratic, more or less benevolent, more or less able, more or less corrupt and willing 

to seek economic growth and development of the structure Infrastructure (Katz & Owen, 

2009). 

According to Grossman (1994), each taxpayer is forced to make economic decisions about 

which government will come into existence or changes in the existing government policies. 

A taxpayer must choose whether or not to shelter some funds to compensate for the 

uncertainty. In selecting whether or not to hide money from taxes, as well as the amount, 
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the taxpayer needs information. A taxpayer will need to know which government will come 

into power and what it will do. By knowing these things, every taxpayer makes his/her own 

economic choices, and these combined choices will produce the tax revenues that will go 

to the government and thus, the level of tax noncompliance behaviour.  

Furthermore, taxpayers believe that the potential government if it comes into power will 

work to achieve its own aims. These aims may be the tax noncompliance level but will be 

limited by the tax revenues provided by taxpayers. Nevertheless, the tax noncompliance 

behaviour level itself will be influenced by the government’s decisions. Therefore, the 

taxpayers are dependent on the decision of the government to fix their issues, and the 

government are dependent on the decisions of the taxpayers to fix their issues. The solution 

to the tension between taxpayers and their government is estimated by the probability of 

which government will come into power. According to D’Attoma (2018) tax compliance 

is the main axis between government accountability and taxpayer responsibility. The state 

must provide stable political institutions and the taxpayer has to reciprocate by providing 

sufficient revenues to finance the country. 

Kirchler et al. (2008) explained in the slippery slope framework of the synergistic climate 

is an ideal case where the relationship between the tax authority and taxpayers is a good 

relationship and the taxpayer is willing to pay taxes because he/she has trust in the 

government. A high level of trust ensures a high level of tax compliance behaviour.  

However, political instability can lead to a low level of trust for tax authorities where 

political instability signals a fast change in policy issues including tax policies. 
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2.6 Political Factors as a Moderator for Determinants of Tax Noncompliance 

Behaviour 

A number of studies have indicated that the issue of noncompliance cannot be fully 

explained only with the help of basic tax compliance theory (Feld & Frey, 2002; Slemrod, 

2009; Torgler, Schaffner, & Macintyre, 2007; Torgler, 2003b). Kirchler et al. (2007) 

proposed that several variables could moderate the relationship between tax 

noncompliance and its determinants. Baron and Kenny (1986) also supported this argument 

by mentioning that if the relationship between the dependent and independent variable is 

either weak or inconsistent, a moderator can be added to explain the relationship more 

effectively. A moderator can be added to better explain the relationship between two 

variables because individual, cultural, social or behavioural differences affect the strength 

or direction of the relationship of the dependent and independent variable (Edwards & 

Lambert, 2007). 

Previously some researchers including McGill (1988), Murphy (2007) and Wenzel (2004a, 

2004b) has introduced a moderating variable in the relationship between noncompliance 

behaviour and its determinants. Though many researchers introduced a variable in the 

relationship between tax noncompliance and its behaviour, none of them considered the 

moderating role of political factors including political affiliation and political instability in 

the relationship between tax noncompliance and its determinants. However, previous 

studies have verified the role of political affiliation and political instability on an 

individual’s compliance behaviour and his or her level of commitment. 

Studies related to tax compliance discussed different dimensions of tax compliant and the 

results of these studies have been inconsistent (Dubin et al., 1987; Dubin & Wilde, 1988). 



Universlti Utara Malaysia 

 

88 
 

It is also observed that, overall, religiosity has a negative impact on noncompliance 

behaviour. Nurunnabi (2017) found that Islamic religiosity is negatively correlated with 

tax noncompliance. This is also evident that if people think that the government is showing 

tendency towards religious implementations then they are usually more tax compliant  

)McGee, 2012). On the other hand literature also mentions that religiosity may have no 

relationship with compliance behaviour. Schneider, Linsbauer and Heinemann (2015) 

found that religiosity seemed to increase the extent of tax noncompliance. The study by  

McKerchar et al. (2013) reported that no empirical evidence support the role of religiosity 

in its influence on tax compliance in the USA. Moreover, other studies found no significant 

impact of religious values on tax noncompliance (Eiya, Ilaboya, & Okoye, 2016; Uadiale, 

Fagbemi, & Ogunleye, 2010).  

National pride is a strong motivating force as it binds individuals to the nation and 

motivates individuals to share national responsibility. This sense of national responsibility 

creates a cooperative behaviour among individuals in the reference of tax compliance 

(Konrad & Qari, 2012). MacGregor and  Wilkinson (2012) explained that trust in 

government is always contingent on the overall performance of the government. This is the 

reason that people consider paying taxes as less a civic obligation than a contract with 

governing elites. This is the reason that trust in government is also an important variable 

that affects an individual’s tax compliance behaviour (Slemrod, 2007).  However, national 

pride and trust in government alone cannot make an individual to opt tax compliance 

behaviour without political factors. Inconsistent results were also found in the literature on 

national pride as well as trust in government. For instance, national pride has a positive 

relationship with tax compliance behaviour (Gangl, Hofmann, & Kirchler, 2015; 
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Macintyre, 2015), MacGregor and Wilkinson (2012) found no evidence that taxpayers find 

paying more taxes to be patriotic. Also Gangl et al. (2016) in a meta-analysis said that no 

significant direct relationship existed between tax compliance and national pride. 

Richardson (2008) reported a negative relationship between trust in government and tax 

noncompliance. Additionally, Wearing and Headey (1997) and Cnossen and Sinn (2003) 

also found a negative relationship between trust in government and tax evasion. 

Nonetheless, the study of Uadiale et al. (2010) in Nigeria found that trust in government 

has a positive effect on tax noncompliance. 

Tax knowledge has a higher inclination to enhance the behaviour of tax compliance. 

Therefore, the government should do everything in its capacity to increase public 

knowledge on tax issues so as to increase tax collections. A majority of the literature agreed 

on the argument that a high level of tax knowledge could lead to a high tax pay rate. For 

example, Olowookere and Fasina (2013), in their study on the knowledge of  taxpayers in 

the state of Lagos, Nigeria, concluded that the level of knowledge of taxpayers is one of 

the main determinants of tax compliance. Nevertheless, taxpayers can also use tax 

knowledge to manipulate tax laws. For instance, Ibadin and Eiya (2013) showed that the 

relationship between level of knowledge and tax noncompliance is  positive among the 

self-employed in Nigeria. The knowledge level of taxpayers determines the position of tax 

evasion. On the other hand, Gupta and McGee (2010) found an inconclusive relationship 

between the level of knowledge and tax noncompliance n New Zealand. A negative 

relationship between knowledge level and compliance has also been found in previous 

studies (Dubin, 2012; Kastlunger, Lozza, Kirchler, & Schabmann, 2013; Mei Tan & Chin-
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Fatt, 2000; Ritsema, Thomas, & Ferrier, 2003). Additionally, Saad (2014) also found tax 

knowledge as one of the major contributor towards tax noncompliance behaviour. 

Several previous studies found a significant influence of tax morale on tax compliance 

(Alm & McClellan, 2012; Cummings et al., 2006; Halla, 2010). However, according to 

Torgler (2007), the traditional tax compliance models have difficulties predicting the level 

of tax compliance. Similarly, tax fairness has mixed finding. Faizal and Palil's (2015) found 

that tax fairness was a major contributor to individual tax compliance. According to 

Siahaan (2012) the direct influence of tax fairness on tax compliance is significant and 

positive. On the other hand, Verboon and Goslinga (2009) purported that although there is 

a significant influence of tax fairness on tax compliance but the effect could become 

insignificant in cases of high personal norms. According to Spicer and Becker (1980), 

equity has an insignificant influence on tax evasion. Moreover, studies by Antonides and 

Robben (1995), Porcano (1988) and Vogel (1974) also found an insignificant relationship 

between tax fairness and tax compliance. 

Tax collection finances government activities but if a taxpayer thinks that the tax system 

is unfair to him/her then he/she will probably respond with a tax noncompliance behaviour 

(Kornhauser, 2006). Some studies found that audit have a positive influence on tax 

compliance (Dubin, 2004; Park & Hyun, 2003; Shanmugam, 2003). On the other hand, 

Beron et al. (1988) and Tittle (1980) found an inconsistent outcome, they found audit 

insignificantly relate with compliance. According to Pommerehne and Weck-Hannemann 

(1996) claimed that the influence of tax penalty on compliance is not significant. Kirchler 

et al. (2007) also discussed that numerous studies found no support for the increase of tax 

compliance from higher penalty. Nonetheless Grasmick and Scott (1982) found that 
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penalty had a significant effect on tax noncompliance behaviour. Thus, political stability 

and the ruling party in a country may play an important role in tax audit and tax penalty. 

2.6.1 Political Affiliation as a Moderator for Determinants of Tax Noncompliance 

Behaviour 

The literature related to behaviour shows that the specific affiliation of an individual can 

have an impact and can moderate the relationship between his/her level of commitment 

and the actual performance against that commitment (Polishchuk & Savvateev, 2004; 

Roland & Verdier, 2003). Some empirical studies indicate the moderating effect of political 

affiliation on an individual’s behaviour. Alexeev's (2014) study also validates that the 

relation between an individual’s behaviour and its commitment can be moderated by 

his/her political affiliation. The study showed that political affiliation might moderate an 

individual’s commitment to fulfil their financial obligations including tax compliance. In 

societies in which a high political affiliation level is present, the implications of the 

moderating impact of individual political affiliation on tax noncompliance and its 

determinants might be more noticeable. 

Political affiliation plays a role in the reference of tax compliance behaviour of an 

individual. It is a normal phenomenon that an individual who has an affiliation with a 

political party will show more trust on his/her party and if this is the ruling party then the 

individual will show a higher acceptance level towards the government’s decisions and 

will portray a higher tax compliance behaviour. Cullen et al. (2018) claimed that individual 

taxpayers who are affiliated with the same political party, they have less negative thoughts 

about tax policies and government spending. Many researchers showed a positive link 

between tax compliance behaviour and political affiliation with the government (Scholz & 
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Lubell, 1998; Torgler, 2003b) while others showed a positive link between tax 

noncompliance behaviour and negative view and lower affiliation with the government 

(Webley, 1991). 

Moreover, Hanousek and Palda (2004) explained that there was a relationship between tax 

noncompliance behaviour and affiliation with government. Many experimental studies 

showed that people affiliated with the ruling government tend to show a more caring 

attitude towards public goods (Aim et al., 1992; Alm et al., 1992). 

Political affiliation of an individual can affect his/her tax compliance behaviour either 

positively or negatively. Being biased with the current president's party may increase 

confidence in the administration, in general, as well as acceptance of government tax and 

expenditure activities. Previous studies have confirmed that tax paid is a positive duty of 

the trust of the payee and political affiliation with the government. This type of attitude, 

which is uncommon, is faced by many taxpayers from time to time. Thus, it is proposed 

that, regardless of the relationship between tax compliance and its determinants, complying 

with tax commitment can depend on the individual's political affiliation.  

2.6.2 Political Instability as a Moderator for Determinants of Tax Noncompliance 

Behaviour 

In particular, if taxpayers suppose that for various reasons, the current government is 

inefficient or corrupt, it is likely the potential government will be viewed as good (Alesina 

et al., 1996). However, in each period there is a possibility that for the next period the 

current government will be replaced or the possibility of re-election of the government 

(Elbahnasawy et al., 2016). Every taxpayer has to make economic decisions about his tax 

payments before he/she encounters political instability and a new government. A taxpayer 
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has to choose whether or not to shelter some income and whether to comply with the 

regulations and rules while filing a tax return. In choosing whether or not to comply with 

tax rules and regulations a taxpayer calculates the factor of political instability as it gives 

him/her a chance to benefit from the change in system or authorities due to political 

instability. Several empirical studies have proven that the chances of formation of a 

particular political party’s government can moderate the relationship between behaviour 

and performance. In the context of the rule of law literature in transition economies, a 

majority of the models that examined the taxpayers’ decisions in transition economies seek 

to study a reference issue in which taxpayers are facing political instability (Katz & Owen, 

2009; Polishchuk & Savvateev, 2004; Roland & Verdier, 2003; Sonin, 2003). However, 

Umar et al. (2018) claimed that, political stability leads to more confidence for taxpayers 

and increases investments, therefore creating a good impact on the country economy. 

Political instability can affect the intention of an individual in reference to tax compliance 

if he/she observes that the political instability can bring changes in the existing tax rules 

and regulations and the taxpayer can have the benefit of noncompliance easily. Political 

instability can also make a negative impression on the taxpayer on the use of the tax amount 

collected and the expenditure. On the other hand, the economic hardness increasing from 

political instability motivations the taxpayers to more tax noncompliance (Umar et al., 

2018). Therefore, political stability is one of the most crucial factors that can strengthen or 

weaker the tax payer’s inclination and abidance towards noncompliance in the context of 

tax auditing and tax penalty. 

Political instability can also moderate tax noncompliance behaviour and its determinants 

in a way that, during political instability, generally people think revenues will be lower by 
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taking advantage of the overall environment in reference to tax payment. This thinking 

extends to tax noncompliance especially in reference to a developing economy such as 

Libya. 

2.7 Other Determinants of Tax Noncompliance Behaviour 

Several studies since 1985 have investigated the role of different factors in taxpayers' tax-

compliance behaviour (Richardson & Sawyer, 2001). According to the comprehensive 

review study of Jackson and Milliron (1986) as cited in Richardson and Sawyer (2001), 

which the most widely cited paper in the tax compliance field, which presented fourteen 

significant determinants for tax compliance. Later, Fischer et al. (1992) characterised these 

variables into four groups which are demographic variables (age, gender and education), 

tax system structure variables (tax rate, penalty, probability of detection, the complexity of 

tax system and tax authority contact), noncompliance opportunity variables (income level, 

income sources and occupation) and attitude and perception (fairness, ethics, and peer 

influence). 

Although the current study has examined a number of the socio-psychological and 

economic determinants, there are other variables considered as key determinants. Some of 

these variables which not included in the current study framework are tax rate, probability 

of detection, the complexity of tax system, tax authority contact, ethics, and peer influence, 

to name a few. Table 2.2 summaries the results of these variables in the tax compliance 

literature, as reported in a review study of Jackson and Milliron (1986) cited in Richardson 

and Sawyer (2001). 
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Table 2. 2 

Other Determinants of Tax Noncompliance in the Literature 
Variables Finding 

Tax rate The relationship between the tax rate and tax compliance is very 

mixed. 

Probability of detection The relationship between the probability of detection and tax 

compliance is positive in most earlier studies. 

Complexity The studies reviewed were failing to find consistent results on the 

relationship between complexity and tax compliance. 

Tax authority contact The relationship between tax authority contact and the behaviour of 

tax compliance is inconclusive, and there is an ambiguous 

understanding between researchers of this relationship. 

Ethics There is a significant relationship between the ethics of taxpayer and 

tax compliance behaviour. 

Peer influence There is a significant relationship between peer influence of taxpayer 

and tax compliance. 

Source: Jackson and Milliron (1986) 

2.8 Summary  

Detailed reviews of the literature in the reference of proposed variables gave a clear 

indication of the impact of these variables on tax noncompliance behaviour among 

taxpayers. The proposed determinants of tax noncompliance behaviour in this study have 

an influence on the behaviour of individuals. 

The proposed variables of this study are political factors (political affiliation and political 

instability), religious factors (Islamic perspective and Islamic religiosity), national pride, 

trust in the government, tax knowledge, tax morale, tax fairness, tax audit and tax penalty. 

Political factors were also suggested to be examined as a moderator between the 

relationship of the suggested variables and tax noncompliance behaviour. 

A summary of the tax noncompliance determinants in various setting from the literature is 

presented in Table 2.3. 
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Table 2. 3 

Tax Noncompliance Determinants in the Literature (Summary) 
No Variables Authors and year Country Result 

1 Islamic 

Perspective 

Al-Ttaffi & Abdul-Jabbar 

(2015a) 

Yamen The Islamic perspective is fundamental factor in the 

phenomenon of tax noncompliance 

Nwidobie (2018) Nigeria The religious beliefs have a positive relationship with tax 

compliance 

Eiya et al. (2016) Nigeria found no significant effect of religious values on tax 

compliance. 

Uadiale et al. (2010) Nigeria found an insignificant relationship between religious factors 

and tax compliance behaviour 

McGee, Aljaaidi and 

Musaibah (2012) 

Yamen The majority of the respondents as Muslims have the point 

of view that, it is unethical to evade taxes. 

Palil et al. (2013) Malaysia The religious values play a significant role in influencing the 

compliance behaviour of taxpayers. 

2 Islamic 

Religiosity 

 

Ali (2013) Malaysia The religiosity is a significant factor impact the voluntary 

tax compliance 

Mohdali and Pope (2014) Malaysia Religiosity has a statistically significant positive influence 

on voluntary tax compliance. 

Mohdali, Benk, Budak, 

MohdIsa and Yussof (2017) 

Malaysia and Turkey religiosity has a significant positive influence on tax 

compliance of taxpayers in Malaysia and Turkey. 

McKerchar et al. (2013) United States There is no empirical evidence that religiosity has influence 

on tax compliance in the United States. 

3 National 

pride 

Gangl et al. (2016) Australia There is no direct relationship between national pride and 

tax compliance. 

Macintyre (2015) Australia There is a positive significant relationship between national 

pride and tax compliance behaviour. 

Dimitrova-Grajzl, Eastwood 

and Grajzl (2016) 

Europe and the former 

Soviet Union 

National pride of individual is a misunderstood phenomenon 

MacGregor and Wilkinson 

(2012) 

United States Although patriotic taxpayers consider tax evasion as 

unpatriotic, they do not pay more taxes in order to support 

the country economically 
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Table 2.3 (continued) 

No Variables Authors and year Country Result 

4 Trust in 

government 

Hunt, Iyer and Jimenez 

(2018) 

United States Trust in government has a significant and positive relationship 

with tax compliance 

Lozza et al. (2013) Italy Trust in government expands voluntary tax compliance 

behaviour. 

Muehlbacher, Kirchler and 

Schwarzenberger (2011) 

Austria, the United 

Kingdom and the Czech 

Republic 

Trust is negatively related to enforced tax compliance 

Strielkowski and Čábelková 

(2015) 

The Czech Republic Trust in government institutions is not associated with tax 

compliance. 

5 Tax 

Knowledge 

Richardson (2006) Hong Kong Tendencies of taxpayers tax noncompliance will decrease with 

increasing the level of tax knowledge 

Tsegaw (2017) Ethiopia The high tax knowledge level will encourage tax compliance 

behaviour. 

Olowookere and Fasina 

(2013) 

Nigeria The knowledge level among taxpayers is a significant 

determining factor of tax noncompliance. 

Damajanti and Karim (2017) Indonesia Tax knowledge of individual taxpayers has an important 

influence on tax compliance behaviour. 

Ibadin and Eiya (2013) Nigeria There is a positive relationship between knowledge level and tax 

noncompliance. 

Sinnasamy and Bidin (2017a) Malaysia Tax knowledge is positively related to tax noncompliance. 

Gupta and McGee (2010) New Zealand There is no crucial relationship between tax knowledge and tax 

noncompliance 

6 Tax morale Brink and Porcano (2016) 45 countries The relationship between tax morale and tax evasion is negative 

Alm and McClellan (2012) 34 countries There is a significant effect of tax morale on tax compliance 

behaviour 

Sá et al. (2015) Portugal Tax morale is motivation to comply with obligations. 

Kamal (2019) Pakistan Tax morale has an important contributor of tax noncompliance 

Belmonte, Dell’Anno and 

Teobaldelli (2018) 

44 countries stated that tax morale is one of a significant issue among the 

determinants of tax noncompliance. 
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Table 2.3 (continued) 

No Variables Authors and year Country Result 

7 Tax 

fairness 

Faizal and Palil (2015) Malaysia Tax fairness was a most important contributor to taxpayer’s tax 

compliance 

Tsegaw (2017) Ethiopia Tax fairness significantly impacts tax noncompliance behaviour 

of individuals 

Verboon and Goslinga 

(2009) 

Netherlands the influence of tax fairness on tax compliance may become 

insignificant in the case the personal norms are high. 

Benk, Çakmak and Budak 

(2011) 

Turkey There is insignificant relationship between tax fairness and tax 

compliance 

8 Tax audit Mazzolini, Pagani and 

Santoro (2017) 

Italy Tax audit have a positive impact on compliance behaviour  

Dubin (2004) United States Tax audit have a positive influence on tax compliance. 

(Mazzolini et al., 2016) Italy When taxpayers are audited more intensively, tax compliance is 

higher 

(Torgler, 2003a) Switzerland There a negative correlation between tax compliance and tax 

audit. 

Mendoza et al. (2017) 50 countries The relationship between tax audit and tax evasion is U-shaped, 

the tax compliance is increasing until a audit level is reached after 

which it will decline 

DeBacker et al. (2018) United States Tax audit decreases the phenomenon of noncompliance of 

taxpayers. 

Ayers, Seidman and Towery 

(2017) 

United States There was not statistically significant influence of audit certainty 

on tax payment behaviour 

9 Tax penalty Modugu and Anyaduba 

(2014) 

Nigeria There is a significant relationship between tax penalty and tax 

compliance behaviour 

Gupta (2008) Greece, Italy, Portugal 

and Spain 

There is a negative and significant relationship between tax 

penalty and tax noncompliance behaviour 

Grasmick and Scott (1982) United States The relationship between penalty and tax noncompliance is a 

negative and significant 

Nwidobie (2018) Nigeria Tax penalty has a positive correlation with tax noncompliance 

and the additional penalties reason of tax noncompliance 
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Table 2.3 (continued) 

No Variables Authors and year Country Result 

  Obaid (2017) Yemen The relationship between level of penalty rate and tax 

noncompliance is a positive 

Gemmell and Ratto (2018) New Zealand The individual taxpayers did not show any response to tax penalty 

10 Political 

affiliation 

Cullen et al. (2018) United States Individuals who have political affiliation show less negative opinion 

about tax payment. 

Torgler (2003c) Switzerland Political affiliation with the government is connected with tax 

compliance 

Hunt et al. (2018) United States The political affiliation of taxpayers can impact their behaviour 

Hanousek and Palda (2004) Czech and Slovak 

Republics 

Individuals who do not have political affiliation with the present 

government are more likely to indulge in tax noncompliance 

Alm, Clark, and Leibel 

(2016) 

United States The political affiliation had a significant negative impact on tax non 

filing compliance. 

Lozza et al. (2013) Italy Political affiliation may directly impact the tax compliance 

behaviour 

McGowan (2000) United States Political affiliation is a key factor impact on the behaviour of 

taxpayers. 

11 Political 

instability 

Amin et al. (2014) Pakistan The increase in political instability caused the declined in tax 

collection 

Elbahnasawy, Ellis and 

Adom (2016) 

121 countries The political environment influences the efficiency of the 

government to collect taxes, and the political instability is linked 

with the informal economy. 

Palil (2010) Malaysia The increase in the price of basic needs due to political instability 

has a negative influence on the purchasing power of taxpayers and 

yet will induce taxpayers to indulge in tax noncompliance. 

Khlif and Amara (2019) 35 countries The relationship between political instability and tax noncompliance 

is positive 

Murshed and Saadat (2018) Bangladesh, India, 

Pakistan, Sri Lanka and 

Nepal 

There is a negative relationship between tax compliance and 

political instability 
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CHAPTER 3 

RESEARCH METHODOLOGY 

3.1 Introduction 

In previous chapters, the background, problem statement, research question and objectives 

of this study were presented along with a related review of literature. In this chapter, the 

study framework is presented, and the study hypotheses are developed. Thus, it is 

indispensable to put forward the process through which the research questions will be 

answered, and objectives will be achieved. It is also important to discuss how the variables 

in this study will be operationalized and hypotheses will be tested (Burns & Bush, 2003). 

Therefore, this chapter discusses the research design, measurements instruments and their 

sources, the proposed analysis techniques, as well as the assessment of the PLS-SEM path 

model. Results of the pilot study, the study questionnaire and its design, and data collection 

procedures are also presented in this chapter. 

3.2 Research Framework 

The research framework of this study is shown in Figure 3.1. The figure shows that the 

independent variables are religious factors, national pride, trust in government, tax 

knowledge, tax morale, tax fairness, tax audit and tax penalty while the dependent variable 

is tax noncompliance behaviour, and the moderating variable comprises of political factors. 

The religious factor has two dimensions: (1) the Islamic perspective, and (2) Islamic 

religiosity. The affiliations of people with certain religions could change their attitudes and 

behaviours, their associations, their choices and their living style. Hence, the necessity 

exists to study the impacts of religion in certain countries to ensure an understanding of its 

impacts on voluntary taxpaying behaviour. 
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Previously, Pope and Mohdali (2010) had identified that prior literature regarding religion 

and its effect on tax compliance has been neglected as religiosity effects individual 

behaviours (Delener, 1994; Gur, Miller, Warner, Wickramaratne, & Weissman, 2005; 

Mokhlis, 2006). Wakhidah and Jayanto (2018) argued that taxpayers with a high level of 

religious commitment, and who are afraid of guiltiness, they will avoid noncompliance. It 

believes that religion is able to control the individual behaviour of the immoral attitudes 

(Hanifah & Yudianto, 2019). Palil, Akir, and Ahmad (2013) posited that a high level of 

religiosity could influence individuals in adopting tax compliance behaviour. This current 

study utilizes the Islamic perspective and religiosity because Islam is the dominant religion 

in Libya. According to this researcher’s best knowledge, no previous study in the context 

of Libya pertaining to the impact of religious factors on tax noncompliance behaviour has 

been conducted.  

This study is also interested in testing the effect of national pride and trust in government 

on tax noncompliance behaviour. Hanifah and Yudianto (2019) argued that national pride 

impacts taxpayers' behaviour to comply with paying tax. The sense of identification of 

groups produced by national pride promotes cooperative behaviour and therefore affects 

the behaviour of citizens in groups, organizations and societies (Tyler, 2000). However, 

Alasfour (2019) argued that, the tax noncompliance level depends on whether the taxpayers 

trust their governments or not. In addition, if the government is not functioning effectively 

then societies become distrustful and intolerant toward their governments (La Porta, 

Lopez-de-Silanes, Shleifer, & Vishny, 1999). Conversely, trust in government could imply 

behaviour compliance in society, and thus, a high level of trust in government and national 

pride can help in reducing tax noncompliance. 
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Other tax related factors such as tax knowledge and tax morale have also been incorporated 

in the framework shown in Figure 3.1. The Tax knowledge of taxpayers shows the 

realization and understanding of the taxpayers in applying the tax regulations and laws, 

particularly on income tax (Newman et al., 2018). Previous studies have studied the impact 

of tax knowledge on the behaviour of tax compliance (Loo et al., 2009; N. Saad, 2014). 

These studies documented that high tax knowledge can lead to a high level of taxpaying 

behaviour. Similarly, with respect to tax morale which also lies within the context of 

voluntary compliance with respect to tax regulations and creating a social norm of 

compliance. The OECD (2001) reported that “the promotion of voluntary compliance 

should be a primary concern of revenue authorities” in the basics of good tax management, 

and has highlighted the significance of tax morale in general (p. 3). In addition, Belmonte 

et al. (2018) stated that tax morale is one of a key issue among the tax noncompliance 

determinants. Also Kamal (2019) stated that tax morale proved a significant contributor of 

tax noncompliance. 

Moreover, among the independent variables assembled along with other variables, is tax 

fairness. Fairness is related to intense personal emotions. Understanding the behaviour of 

people toward tax fairness is fundamental for those desiring to understand and influence 

the noncompliance of taxpayers (Farrar et al., 2018). Etzioni (1986) found that whenever 

tax unfairness exists in society, people tend to avoid taxes. In a later study,  Bradley (1994) 

found the same results. Therefore, it is anticipated that tax fairness can improve voluntary 

tax compliance behaviour in society.  

The last two independent variables included in the study are tax audit and tax penalty. 

Hemberg et al. (2015) argued that tax audits have a deterrent influence on taxpayers. 
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Previous studies reported that the relationship between tax audit and tax compliance is a 

positive (Dubin, 2004; Mazzolini et al., 2017; Shanmugam, 2003). The study of DeBacker 

et al. (2018) indicates that tax audit decreases the phenomenon of noncompliance of 

taxpayers and increases reported taxable income. In addition, Grasmick and Scott (1982) 

claimed that the influence of tax penalty on noncompliance is significant. The general idea 

of imposing the tax penalty for noncompliance is the deterrence (Lederman, 2018). Thus, 

tax audit and tax penalty can help in decreasing tax noncompliance behaviour. 

Political factors have been employed as the moderating variables. Political factors are one 

of the essential impacts on tax compliance (Cullen et al., 2018). Although many studies 

have been done in the area of tax noncompliance, but only a lesser contribution to the 

literature focuses on the role of political factors in shaping the behaviour of individual tax 

noncompliance (Kamal, 2019). These factors can either strengthen or weaken the 

relationship between various determinants of tax noncompliance behaviour as discussed in 

this current study. For example, if an individual or group supports the ruling party, then 

they are more likely to pay tax as they believe that the existing ruling party is trusted, 

efficient and equitable. On the contrary, in the case of supporting the opposition party, an 

individual could avoid taxes because he/she thinks that the government is not capable 

enough to utilize taxes in an efficient way (Anyaduba & Modugu, 2013). Consequently, in 

the context of religion, if an individual is more inclined to his religion, e.g., Islam, he will 

more likely support a government that favours Islamic laws and rulings. Subsequently, 

political factors will strengthen the relationship between religious factors and tax 

compliance or noncompliance behaviour. Likewise, in the case of trust in government or 

national pride, if the person is affiliated with the ruling party and political stability is 
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present in the country then eventually trust in government and national pride will be higher. 

Thus, along with the impact of political factors, the association between national pride and 

trust in government and tax compliance or noncompliance behaviour will be strengthened. 

The same is true with respect to tax fairness, morale, knowledge, audit and penalty. 

Numerous studies have additionally demonstrated that tax compliance is identified with 

political affiliation. The general population that is in favour of political gatherings with 

social vote-based qualities has  a greater tendency to vote in favour of liberal gatherings 

than does the population at large (Wahlund, 1992).  Kinsey, Grasmick and Smith (1991) 

found that self-employed taxpayers prefer small government and minimal government 

intervention and oppose tax expenditures for redistribution programs such as education, 

welfare and health. Their evidence seems to support the point of view that the perceived 

justice of the tax system plays a significant role in the attitudes of taxpayers towards the 

system, and therefore their willingness of paying tax and supporting the system 

Political affiliation of the party of the government in a nation might assume a huge part in 

deciding tax noncompliance conduct. For instance, if an individual supports the party of 

the present government, he/she may be agreeable to pay taxes in light of the fact that he/she 

trusts that the administration that is proficient and fair. Cullen et al. (2018) argued that 

when individual taxpayers are affiliating with the same ruling political party, they show 

fewer negative opinions about tax policies and government spending. Taxpayers, and 

particularly the individuals whose pay high measures of tax, will be sensitive to what the 

government spends its cash on. Thoughts about the relationship between the specifics of 

genuine government spending and tax consistence, especially with respect to tax 

noncompliance, are exceptionally constrained. On the other hand, the economic hardness 
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growing from political instability drives the taxpayers to more tax noncompliance (Umar 

et al., 2018). Moreover, Kamal (2019) stated that political instability is responsible for the 

beginning of tax noncompliance behaviour among individual taxpayers. 

The study framework presented in Figure 3.1 is also underpinned by social learning theory. 

According to Bandura's (1977) social learning theory, learning is a cognitive process that 

can occur only through direct instruction or observation and can take place in a social 

setting despite the presence of direct reinforcement or motor reinforcement. The social 

education process may comprise of development of reinforcement, motoric reproduction 

process, retention and the development of attention. In the context of taxpaying behaviour, 

individuals may pay their taxes in time if they believe, on the basis of experience and 

observation, that it is their religious obligation, there is fairness in the tax system or their 

taxes will substantially contribute to the progression of their country (Kamil, 2015). In 

addition, as national pride, tax knowledge and tax morale can be influenced by social 

groups or peers, social learning theory is also justifiable in this context. 

The social learning theory also explains the effect of peers or friends on human behaviour. 

For instance, if a person’s peers or friends are involved in tax cheats then most likely the 

person will also commit the same. Lefebvre, Pestieau, Riedl, and Villeval (2014) supported 

their results with social learning theory. They purported that some individuals might feel 

more convinced to evade tax when a large proportion of others are evading tax because 

they might think others have a better perception of the right decision under risk. Therefore, 

social learning theory is very important in the context of tax compliance or noncompliance 

behaviour. 
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The framework supporting by the slippery slope framework, which used to explain the 

contribution of the variables (political factors) in the current study. Although the slippery 

slope framework has discussed two dimensions of tax compliance, i.e., power of authorities 

and trust in authorities, the framework of this study is more influenced by the domain of 

trust in authorities. Owing to the fact that the “trust in authorities” concept focuses on 

voluntary compliance; therefore, this study is more interested in supporting that concept to 

resolve the issue of tax noncompliance in the Libyan economy as it is a more efficient 

system as compared to enforcement  (Torgler & Schaltegger, 2005).  

Furthermore, the current study adopts economic deterrence theory to support the tax 

penalty and tax audit variables. Economic deterrence theory has been examined and used 

in previous studies to analyse the noncompliance behaviour of individual taxpayers (Ali, 

Fjeldstad, & Sjursen, 2014; Chalu & Mzee, 2018; Dubin, 2012; Dubin et al., 1987; Gobena 

& Van Dijke, 2016; Slemrod, 2017; Sternburg, 1993). Thus, due to its applicability and 

suitability, the economic deterrence theory is selected to support the tax audit and tax 

penalty determinants included in the research model.  
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Figure 3.1  

The Moderating Role of Political Factors among Various Determinants of Tax 

Noncompliance Behaviour 

Source: Author’s own elaboration. 

3.3 Hypotheses Development 

Normally researchers refer to a hypothesis as a sophistication supposition as it is developed 

through a comprehensive and exhaustive discussion of previous academic literature. 

Results can be vague or ambiguous if researchers do not generate a correct hypothesis. 

Therefore, to test the propositions and objectives of the study statistically, specific 

hypotheses have been developed. This study formulated non-directional hypotheses for 
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indirect relationship, the reasons behind this is in line with Sekaran and Bougie's (2016) 

rule of thumb. They claimed:  

''Nondirectional hypotheses are formulated either because the relationships 

or differences have never been explored, and hence there is no basis for 

indicating the direction, or because there have been conflicting findings in 

previous research studies on the variables. In some studies, a positive 

relationship might have been found, while in others a negative relationship 

might have been traced. Hence, the current researcher might only be able to 

hypothesize that there is a significant relationship, but the direction may not 

be clear. In such cases, the hypotheses can be stated nondirectionally'' 

(Sekaran & Bougie, 2016, p. 84-85). 

3.3.1 Religious Factors 

Prior literature had found that religion is a crucial factor that determines and influences 

individual behaviour (Cornwell et al., 2005; Yew et al., 2015). Religious beliefs which 

promote truth in the income declaration forces taxpayers to fully comply and disclose tax 

obligations (Nwidobie, 2018). Some authors believe that religion also shapes the thoughts 

of a person toward good or services (Fam, Waller, & Erdogan, 2004). Recently Dökmen 

(2018) concluded that the tax revenues of Islamic countries are much lesser than developed 

countries. Owing to the highly personal nature of religion, it could affect compliance 

behaviour. For instance, in the perspective of tax compliance behaviour, religion influences 

the feelings and attitudes of individuals toward tax impositions and obligations.   

Benk, McGee and Yüzbaşi (2015) found that individuals who believe in Allah tend to have 

a stronger opposition to tax cheating, while less religious individuals were less opposed to 

tax cheating. Previous studies also attempted to explore the relationship between deviant 

acts (tax evasion) and religiosity and posited that the characteristics of religious societies 

will determine the effects of the religiosity of individuals on deviant behaviour in the future 

(Tittle & Welch, 1983). Grasmick et al. (1991) also suggested that individuals who possess 
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strong religious beliefs were more likely to avoid prohibited behaviours due to self-induced 

guilt, which might arise from the perspective of tax noncompliance. Religiosity along with 

tax compliance was rarely discussed until the work and emphasis by Stack and Kposowa 

(2006), Torgler (2003c), and Welch et al. (2005).  

In prior studies, there are mixed findings from studies that examined the association 

between religious factors and taxation. For example, Nwidobie (2018) found that religious 

beliefs has a positive relationships with tax compliance. Grasmick et al. (1991) argued that 

religiosity has a negative effect on tax cheating. Similarly, Mohdali et al. (2017) and 

Nazaruddin (2019) posited that religiosity has a significant and positive impact on tax 

compliance behaviour of taxpayers. 

Conversely, Eiya et al. (2016) found no significant effect of religious values on tax 

compliance. Uadiale et al. (2010) also found an insignificant relationship between religious 

factors and tax compliance behaviour. Furthermore, Tittle and Welch (1983) found that an 

individual’s religiosity could affect only some specific deviant behaviours and the impact 

is more moderate for tax noncompliance. In addition, Benk et al. (2016) and Mohdali and 

Pope (2014) found that the relationship between interpersonal religiosity and tax 

compliance is an insignificant statistical impact. And Welch et al. (2005) reported that the 

personal religiosity has little influence on deviant behaviour like tax noncompliance of the 

taxpayers, and unlikely to eliminate the criminogenic effects of individuals. Likewise, 

McKerchar et al. (2013) stated that, there was no empirical evidence that religiosity 

affected the behaviour of tax noncompliance. 
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However, studies also found a higher level of religiosity could lead to an inclination of tax 

evasion (Petee et al., 1994; G. Richardson, 2008), but a lower level of tax fraud 

acceptability (Stack & Kposowa, 2006).  

Torgler and Schneider (2007) found that religiosity play a vital role in influencing 

taxpayers, but the effect may vary from country to country. However, Welch et al. (2005) 

found that tax evasion perceptions within a society have similar impacts on members of 

the society regardless of their religiosity level. In addition, Torgler (2006) revealed a 

positive association between religiosity and tax morale in all religions except Islam.  

Although there is a lack of literature regarding the direct effect of Islamic religiosity and 

perspective on voluntary tax compliance behaviour, however, most of the studies suggested 

that religious factors lead to tax compliance behaviour. 

In other words, the role of moral values is different for that of religiosity in a tax compliance 

research perspective, even though within any tax-paying group there may well be some 

cohesion. Individuals who have specific religious affiliation will adopt tax compliance 

behaviour if they feel that the government is implementing their religious laws )McGee, 

2012). Similarly, in the context of Islam, only if an individual thinks that the government 

is executing Sharia law in the country, will he/she avoid tax noncompliance (Jalili, 2012). 

Moreover, according to Islamic doctrine, compliance with Zakat is necessary, which is 

different from a tax system. Nevertheless, in the case of Libya, it is unknown whether 

religious factors, the Islamic perspective, or Islamic religiosity can influence tax 

noncompliance behaviour. Nonetheless, this study assumed that religious factors, the 
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Islamic perspective and Islamic religiosity has a significant and negative relationship with 

individuals to pay taxes. Thus, the following hypotheses were formulated: 

H1:  Islamic perspective has a significant and negative relationship with tax 

noncompliance behaviour. 

H2:  Islamic religiosity has a significant and negative relationship with tax noncompliance 

behaviour. 

3.3.2 National Pride 

Very little literature can be found in previous studies on the relation between patriotism or 

national pride and tax compliance behaviour. According to Boulding (1992),   

The dynamics which govern the creation, destruction, and distribution of 

various forms of pride and shame in society are very little understood, yet 

nothing perhaps is more crucial to the understanding of the overall dynamics 

of a particular society than the marked differences which exist among 

societies in this regard (p. 93).  

As such, feelings and emotions can be attached to a nation that lead to cooperative 

behaviour and further influence the behaviours of societies, organizations, and groups. 

Therefore, it can be posited that a higher level of national pride could lead to diminishing 

behaviour of tax noncompliance. Torgler and Schcneider (2007) have identified different 

factors by which taxpaying attitudes can be improved. They revealed that national pride 

has a positive impact on the morale of taxpaying. 

National pride, patriotism, and nationalism are interchangeable terms. National pride 

encourages cooperation in a society as it influence behaviours of people (Tyler, 2000). 

Along the same lines, Alm, Martinez-Vazque, and Torgler (2006) said that trust in 

government and national pride have a positive relationship for attitudes toward morale. 

Correspondingly, Huddy and Khatib (2007) claimed that patriotism is also positively 
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associated with many pro-social behaviours including tax compliance. Also Nazaruddin 

(2019) found that high level of patriotism would increase tax compliance of taxpayer. 

The current academic literature is also aligned with previous studies. For instance, Konrad 

and Qari (2012) revealed that patriotism can be utilized as a promotional tool by which 

government facilitates groups in developing tax compliance behaviour. Macintyre (2015) 

also found a positive significant relationship between national pride and tax compliance 

behaviour. Gangl, Hofmann, et al. (2015) also found that patriotism could inspire 

individuals to cooperate with the state and eventually they adopt compliance behaviour. 

Ma's (2017) study in developed countries showed that the more taxpayers feel pride in their 

country, the more willing they are to comply with the tax laws. On the other hand, if there 

are separatist tendencies in a country then it leads to adverse effect on willingness to 

cooperate and eventually gives rise to tax noncompliance behaviour (Torgler & Schneider, 

2007). According to MacGregor and Wilkinson (2012), although patriotic taxpayers 

consider tax evasion as unpatriotic but they do not pay more taxes in order to support the 

country economically. Dimitrova-Grajzl, Eastwood and Grajzl (2016) argued that 

individual’s national pride is a misunderstood phenomenon. For national pride, there are 

certain historical and deep-rooted social conventions which take time to emerge. Therefore, 

national pride could vary from country to country and its effect on tax compliance 

behaviour could also be wide-ranging. However, a majority of the studies found a positive 

association between national pride and tax compliance behaviour. Therefore, this study 

proposed that national pride has a significant and negative association with noncompliance 

behaviour among Libyan citizens. Thus, this study posits the following hypothesis: 
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H3:  National pride has a significant and negative relationship with tax noncompliance 

behaviour.  

3.3.3 Trust in Government 

Trust in government is necessary to successfully monitor a democratic government. If a 

lack of trust exists in the government, then a democratic society cannot emerge (Dahl, 

1973). Smith and Paxton (2008) also revealed that trust among individuals in a society 

leads to better economic growth. Ma (2017) argued that trust in government plays a 

significant role in tax compliance, trust in government may improve the possibility of 

compliance. It is evident that positive actions and plans by the government can lead to 

increased  tax compliance and commitment (Smith, 1990). So, if according to an individual, 

government is trustworthy, then he or she will obey tax laws. In addition, the relationship 

between government and taxpayers is usually emotional and psychological, thus, it is 

necessary to eventually create loyalty in the minds of taxpayers. If a person trusts the ruling 

party, then fair tax laws would not be violated, and the taxpayers will remain honest with 

respect to the government. By controlling for the deterrent effects of tax enforcement, 

Birskyte (2014) argued that a positive effect of trust in government resulted in better tax 

compliance. He also said that trust reduced transaction costs in economic exchange and 

strengthened democracy as trust promoted feelings of goodwill among individuals. 

Additionally, Hunt et al. (2018) reported that the relationship between trust in government 

and tax compliance is significant and positive. 

Prior literature also indicated that a trustworthy government is always supported by 

taxpayers. Some studies found a strong relationship between citizen compliance behaviour 

and trust in government (Levi & Stoker, 2000). Trust in government influences  citizens to 

become contingent consenters, if they believe that the government will work in their best 



Universlti Utara Malaysia 

 

114 
 

interests and if their processes will be fair (Levi, 1998). Thus, it can be postulated that tax 

compliance behaviour depends not only on the intentions, motivations, or behaviours of 

individuals but also trust in government. Moreover, if there is a greater degree of trust in 

the government then there are fewer chances for cheating on the government. Attesting this 

statement, Alm and Torgler (2004) reported a significant and positive relationship between 

trust in parliament/legal system and tax compliance.  

A responsible and trustworthy government protects the interests of those who serve 

(Birskyte, 2014). On a similar note, Richardson (2008) reported that there is a negative 

correlation between trust in government and tax evasion, and much evidence exists that the 

relationship between trust in government and tax compliance behaviour is significant 

(Batrancea & Nichita, 2015; Iyer, 2013). Nonetheless, Siahaan (2013) argued that if the 

government is transparent with the general public then they are most likely to trust the 

government, nonetheless, in the presence of hidden agenda, people do not trust the 

government which leads to tax noncompliance behaviour. Uadiale et al. (2010) found a 

positive association between trust in government and tax noncompliance behaviour. 

According to the public choice approach and standard theory of tax evasion, it is totally 

rational to avoid paying tax despite trusting the government. Studies supporting these 

theories found no association between trust in government and tax noncompliance 

(Strielkowski & Čábelková, 2015; Uslaner, 2004, 2007). However, a majority of previous 

studies are agreeable upon the notion that a high level of trust could leads to tax compliance 

behaviour. Therefore, this current study proposes that a significant relationship is present 

between trust in government and tax noncompliance behaviour in the Libyan context. 

Hence, following hypothesis was formulated: 
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H4: Trust in government has a significant and negative relationship with tax 

noncompliance behaviour.   

3.3.4 Tax knowledge 

Past studies have demonstrated that tax knowledge is fundamental to higher tax compliance 

rates (Kirchler et al., 2008; G. Richardson, 2006). Park and Hyun (2003) recommended 

that tax knowledge is one of the most successful mechanism in preventing taxpayers from 

developing noncompliance behaviour. Moreover, tax information will additionally 

diminish the capability of evasion. A cross-country study by Richardson (2006) involving 

45 countries found a negative relationship between tax knowledge and tax noncompliance. 

This study indicates that taxpayers’ tendencies towards tax noncompliance will decrease 

as level of tax knowledge increases. 

A majority of the literature favours the argument that a high level of tax knowledge could 

lead to a high tax pay rate. For example, Tsegaw (2017) concluded that tax knowledge 

influences the taxpayers' attitudes, and high tax knowledge encourages high tax compliance 

behaviour. Olowookere and Fasina (2013) argued that the level of knowledge among 

taxpayers is a key determining factor of tax noncompliance. Furthermore, Damajanti and 

Karim (2017) found that tax knowledge of individual taxpayers have a significant effect 

on tax compliance. Some studies showed that taxpayers with low levels of knowledge are 

more likely to evade tax because of insufficient awareness of the implications of doing so 

(Devos, 2012; Manaf et al., 2005).  

Nevertheless, some studies also found adverse influence of tax knowledge on behaviour of 

tax compliance as taxpayers can also use tax knowledge to manipulate tax laws. For 

instance, Ibadin and Eiya (2013) examined tax noncompliance and tax avoidance among 
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the self-employed in Nigeria. They found a positive relationship between the level of 

knowledge and tax noncompliance. In addition, Sinnasamy and Bidin (2017a) found that 

tax knowledge is positively related to tax noncompliance. The level of knowledge of the 

taxpayer determines attitudes with respect to tax evasion. On the other hand, Gupta and 

McGee (2010), while conducting a study on tax noncompliance in New Zealand, found a 

non-conclusive relationship between knowledge level and tax noncompliance. A negative 

relationship between knowledge level and compliance has also been found in several 

previous studies (Dubin, 2012; Kastlunger et al., 2013; Mei Tan & Chin-Fatt, 2000; 

Ritsema et al., 2003). Saad (2014) also found that tax knowledge was one of the major 

contributors of tax noncompliance behaviour. On the other hand, Andreas and Savitri 

(2015) found no association of tax awareness and tax knowledge with tax compliance 

behaviour. 

Thus, the results of the relation between tax knowledge and the behaviour of tax 

compliance are inconclusive. Nonetheless, a majority of the literature found a positive 

relationship between tax knowledge and tax noncompliance. Thus, this study proposed that 

tax knowledge has a significant and positive relationship with noncompliance in Libya. 

Consequently, it can be hypothesized that: 

H5:  Tax knowledge has a significant and positive relationship with tax noncompliance 

behaviour.  

3.3.5 Tax Morale 

Tax morale is a factor that influences the decision to comply (or not) with paying tax. Tax 

morale is an important factor in tax compliance (Martinez & Coelho, 2019), especially in 

a society with a high shadow economy in which other factors such as tax rates, fines, 
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penalties, and audit probabilities may be less effective in improving tax compliance. 

Because a shadow economy makes it difficult for the authorities to capture all eligible 

taxpayers, creating tax compliance morale becomes the only solution to improve tax 

compliance.  

Tax morale is the belief and the zeal to comply with tax payment that is supported by the 

understanding that paying taxes is a means through which an individual contributes to 

society (Cummings et al., 2004). When tax compliance morale is created among the 

citizens of a given society, the eligible taxpayers will perceive paying taxes as contributing 

to the development of their society, which they will be proud of both at present and in 

generations to come. 

The positive morale to fulfil tax obligation is what will propel a taxpayer to comply 

especially where the enforcement by the tax authority is low or in a society with a large 

shadow economy. Tax morale can be enhanced through taxpayers’ trust in the government 

and tax authority, fiscal exchange and the perception that the tax system is fair. Tax morale, 

when created among the taxpayers, will influence their tax compliance behaviour 

positively and thereby enable the government to generate more funds. This will be 

beneficial to the public as well because the provision of basic amenities by the government 

will be achievable because funds are available for it. Kołodziej (2011) stated that economic 

education that transfers knowledge on the relationship between taxes paid by a citizen and 

social-economic tasks undertaken by the government will create better tax morale. This 

will translate into voluntary tax compliance. Different prior studies also found a significant 

effect of tax morale on tax compliance behaviour (Alm & McClellan, 2012; Cummings et 

al., 2006; Halla, 2010). Brink and Porcano (2016) found that the relationship between tax 
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morale and tax evasion is negative, which means that the higher the tax morale, the lower 

the tax evasion. Sá et al. (2015) concluded that tax morale is the inherent motivation to 

comply with obligations. Experiments that have analysed the impact of tax morale have 

found mixed insights into changes in tax compliance as a response to different policies. 

Nevertheless, a majority of these studies agree that tax morale could enhance the tax 

compliance behaviour. Therefore, owing to the evidence from the existing academic 

literature, the following hypothesis has been formulated: 

H6:  Tax morale has a significant and negative relationship with tax noncompliance 

behaviour. 

3.3.6 Tax Fairness 

The unfairness of tax administrators or systems also comprises a motive that encourages 

taxpayers to evade paying their taxes despite a tax system that is well-organized. Moreover, 

whenever the tax system lacks effective management and appropriate implementation, 

taxpayers do not care to report their true income; thus, noncompliance behaviour will 

increase simultaneously (Abiola & Asiweh, 2012; Ariyo, 1997). A taxpayer may 

objectively judge the fairness of a tax system if his/her motivation toward that system is 

associated with those beliefs. On the other hand, if the motivations of taxpayers are 

associated with the benefits he/she receives, he/she could believe that the tax system is fair 

if he/she receives similar benefits (Bobek, 1997). 

Within the literature concerning tax compliance, the perception is that tax fairness is a 

crucial determinant of tax compliance behaviour. According to Gilligan and Richardson 

(2005), people may engage themselves in tax evasion or tax noncompliance behaviour if 

they perceive that government is charging unfair taxes which leads to a failed tax system. 
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Faizal and Palil's (2015) study in Malaysia also found that tax fairness was a major 

contributor to individual tax compliance. Furthermore, Tsegaw (2017) found that tax 

fairness significantly and highly affects the tax noncompliance behaviour of individual 

taxpayers. Ma (2017) concluded that there is a positive relationship between fairness and 

tax compliance attitudes in both developed and developing countries. On the other hand, 

Verboon and Goslinga (2009) purported that, although there is a significant impact of tax 

fairness on tax compliance, the impact could become insignificant in the case of high 

personal norms. They also suggested to utilize interventions on the relationship between 

tax fairness and tax compliance. Studies also found no significant relationship between tax 

fairness and tax compliance (Antonides & Robben, 1995; Benk et al., 2011; Porcano, 1988; 

Vogel, 1974). Thus, prior studies have showed mixed results on the relationship between 

tax fairness and tax compliance behaviour. However, this study suggests that tax fairness 

has a significant negative relationship with paying taxes. For that reason, following 

hypothesis has been developed: 

H7:  Tax fairness has a significant negative relationship with tax noncompliance 

behaviour.  

3.3.7 Tax Audit 

Tax audit is discussed in relation with tax compliance. Hemberg et al. (2015) considered 

that auditing takes longer to adapt to the new behaviour of tax noncompliance. Despite the 

application of tax audits to a small number of taxpayers, it has a deterrent impact on all 

taxpayers. Several studies found that tax audit have a positive effect on compliance (Dubin, 

2004; Mazzolini et al., 2017; Park & Hyun, 2003; Shanmugam, 2003). These findings 

suggest that tax auditing may play an important role in encouraging tax compliance. 

Mazzolini et al. (2016) reported that when taxpayers are audited more intensively, the post-
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audit tax compliance is higher. In addition, Witte and Woodbury (1983) found significant 

results for the relationship, and Alm, Deskins and McKee (2009) suggested that a lower 

audit rate leads to increased tax noncompliance. Similarly, Lederman (2018) argued that, 

the evidence proposes that higher audit rate can lead to higher overall tax compliance.  

In contrast, Beron et al. (1988) and Torgler (2007) found that audit probability does not 

have a statistically significant effect. The result of Mendoza et al. (2017) revealed that the 

relationship between tax audit and tax evasion is U-shaped, that is tax compliance will 

increase until a particular audit level is reached after which it will to decrease. Palil (2010) 

stated that, even though tax audit has a low significant influence on tax compliance, yet, it 

is still a key factor to determine tax noncompliance behaviour. Previous literature has 

yielded mixed results on the relationship between tax audit and tax compliance behaviour. 

Accordingly, this study proposed that tax audit has a significant and negative relationship 

with individual’s behaviour of noncompliance. Hence, the following hypothesis was 

developed: 

H8:  Tax audit has a significant and negative relationship with tax noncompliance 

behaviour.  

3.3.8 Tax Penalty 

Tax penalty is one of the independent variables in this study. It is supposed that  tax penalty 

affects tax noncompliance with tax laws usually is due to punishment or penalties which 

are imposed to promote tax compliance (Doran, 2009). Gupta (2008); Grasmick and Scott 

(1982) argued that there is a negative and significant relationship between penalty and tax 

noncompliance. Modugu and Anyaduba (2014) found a significant relationship between 

penalty and tax compliance. However, Obaid (2017) noted that there is a positive 
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relationship between level of penalty rate and tax noncompliance. They pointed out that 

increased penalties might not significantly minimize tax noncompliance. Similarly 

Nwidobie (2018) reported that penalty has a positive relation with tax noncompliance, 

indicating that additional penalties cause tax noncompliance. Moreover, Gemmell and 

Ratto (2018) indicated that taxpayers, whether they received the penalty information or 

not, were no more or less likely to increase their tax compliance. In addition, Bayer and 

Sutter (2009) stated that there is no systematic impact of tax penalty rates on tax 

noncompliance. 

Scenarios of further enforcement will increase tax compliance by increasing the predictable 

costs of falling into the perspective of a compliance lottery, in which taxpayers are thought 

to compare the gains from fraud versus the costs of being caught. For example, the 

perception of higher penalty rates are enforcement scenarios. Kahneman and Tversky 

(1979) argued that perceptions of penalties were more important than actual enforcement, 

otherwise, tax noncompliance will be much higher given the current enforcement level. In 

addition, Modugu and Anyaduba (2014) concluded that tax penalty has an inclination to 

significantly impact tax compliance in Nigeria. Hence, the following hypothesis was 

developed: 

H9:  Tax penalty has a significant and positive relationship with tax noncompliance 

behaviour.  

3.3.9 Political Factors 

Previous literature argued that political factors may play a significant part in determining 

tax noncompliance behaviour (Cullen et al., 2018; Kim, 2008; Palil, 2010). Political 

affiliation to particular political parties and political instability which lead to frequency 
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changes in the government policies will affect the opinion of individual taxpayers to make 

economic decisions in regard to the present government (Katz & Owen, 2009; 

Mullainathan & Washington, 2009).  

Edwards (2007) defined the political affiliation as the citizen's belonging with a particular 

political party of the political system in the country is political affiliation. However, Palil 

(2010) argued that if individual taxpayers favour the present ruling party, they will be more 

involved in tax compliance due they think that their government is trusted, effective and 

fair. In contrast, other taxpayers of the opposition parties may be will be more indulged in 

tax noncompliance because they realize that the current government is not at their side. 

Moreover, Hunt et al. (2018) stated that political affiliation of the taxpayer can influence 

his/her behaviour. Furthermore, McGowan (2000) reported that political affiliation is one 

of the key determinants of the behaviour of taxpayers toward taxation systems. However, 

Hasseldine and Hite (2003b) found that political party affiliation has a significant influence 

on the behaviour of taxpayers. Cullen et al. (2018) argued that when individual has an 

affiliation to particular political party, he/she shows less negative opinions on  paying tax 

to his/her. Alm, Clark and Leibel (2015) claimed that political affiliation might reflect the 

behaviour of individuals towards tax non-filing compliance, and the found political 

affiliation has a significant positive impact on tax filing compliance. Therefore, the 

majority of the prior studies found that political affiliation leads to tax compliance 

behaviour. 

Political instability means the change in the executive power of the state, whether by 

constitutional or unconstitutional changes (Alesina et al., 1996). Political instability leads 

to decrease taxpayers' confidence, and thus creating a negative effect on the economy 
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(Umar et al., 2018). Elbahnasawy et al. (2016) stated that political instability is associated 

with the informal economy, and it influences the efficiency of the government to collect 

taxes. Moreover, Amin et al. (2014) reported that in the situation of political instability 

there is a decrease in the tax collection. In addition, Murshed and Saadat (2018) found a 

positive relationship between tax political instability and noncompliance behaviour. 

Similarly, Khlif and Amara (2019) using data from 35 countries, they documented that 

political instability positively associated with tax noncompliance. Thus, the previous 

studies have evidenced that political instability a significant positive impact on tax 

noncompliance. Nevertheless, in the situation of Libya, it is unknown how political factors 

(political affiliation and political instability) will affect tax noncompliance behaviour 

among Libyan taxpayers. However, this study supposed that political factors, political 

affiliation and political instability have a significant relationship with the behaviour of 

taxpayers. Thus, the following hypotheses were formulated: 

H10:  Political affiliation has a significant and negative relationship with tax 

noncompliance behaviour.  

H11:  Political instability has a significant and positive relationship with tax 

noncompliance behaviour.  

3.3.10 The Moderating Role of Political Factors 

Owing to the inconsistent relationship between behaviour of tax compliance and its 

determinants, Kirchler et al. (2007) suggested to utilize moderating variables in this 

perspective. Thus, based on the review of the literature, this study used political factors as 

the moderating variable. Previous studies have also found an association between political 

factors (political instability and political affiliation) and tax compliance behaviour. 

Generally, people who are in the favour of political parties with social democratic values 
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pay more taxes as compared to the people who support liberal parties (Wahlund, 1992). 

For example, if the government is implementing Islamic laws, then Muslims will more 

likely pay taxes consistently to support the government. 

Likewise, political affiliation could also play a significant role in determining tax 

compliance behaviour. If a person supports the ruling party, then he/she could pay taxes by 

keeping in mind that the current government is equitable, efficient, and trustworthy. 

Therefore, the people who are affiliated with the ruling party adopt tax compliance 

behaviour because they think that the government is making an effort for economic 

development. Nevertheless, if there is political instability in a country, people will be more 

likely to adopt tax noncompliance behaviour. For instance, when the prices of basic needs 

are elevated due to financial crises as a result of political instability, these prices affect the 

purchasing power parity of individuals and lead to tax noncompliance (Palil, 2010). 

3.3.10.1  The Moderating Role of Political Factors Between Religious Factors and Tax 

Noncompliance Behaviour 

Although previous studies have not ensured the moderating role of political factors 

between religious factors and tax noncompliance behaviour, the expectation is that, if the 

ruling party is pursuing religious laws (e.g., Sharia laws) then political factors can 

moderate the relationship between religious factors and tax noncompliance behaviour. 

Therefore, it is hypothesized that: 

H12:  Political affiliation moderates the relationship between the Islamic perspective and 

tax noncompliance behaviour.  

H13:  Political instability moderates the relationship between the Islamic perspective and 

tax noncompliance behaviour.  

H14:  Political affiliation moderates the relationship between Islamic religiosity and tax 

noncompliance behaviour. 
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H15:  Political instability moderates the relationship between Islamic religiosity and tax 

noncompliance behaviour.  

3.3.11.2  The Moderating Role of Political Factors Between National Pride and Tax 

Noncompliance Behaviour 

National pride comprises broader concepts in terms of emotions, beliefs, and emotions with 

national identity. Thus, it is believed that national pride helps in motivating individuals 

towards cooperative behaviour including tax compliance (Konrad & Qari, 2012). 

MacGregor and Wilkinson (2012) purported that patriotic individuals believe in the 

progressivity of the tax system; therefore, they pay tax confidently as compared to non-

patriotic individuals. Patriotic individuals believe that tax noncompliance is cheating the 

country. If the relationship between national pride and tax noncompliance behaviour is 

positive, political affiliation or political instability of taxpayers would most likely change 

this relationship. Thus, it is hypothesized that: 

H16:  Political affiliation moderates the relationship between national pride and tax 

noncompliance behaviour. 

H17:  Political instability moderates the relationship between national pride and tax 

noncompliance behaviour. 

3.3.10.3  Moderating Role of Political Factors Between Trust in Government and 

Tax Noncompliance Behaviour 

Trust in government is also a critical factor that leads individuals to adopt tax compliance 

(Slemrod, 2007).  However, if political stability is absent, then the factor of trust in the 

government cannot shape tax compliance behaviour. The same is true in the case of 

political affiliation. If a person is affiliated with the opposition political party, then his/her 

trust in the government would not compel him/her towards tax noncompliance. 

Consequently, it is supposed that, if a negative relationship exists between trust in 

government and tax noncompliance behaviour, then the political instability or affiliation of 
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individuals with the opposition party would most likely change its relationship. 

Accordingly, the following hypotheses were posited: 

H18:  Political affiliation moderates the relationship between trust in government and tax 

noncompliance behaviour. 

H19:  Political instability moderates the relationship between trust in government and tax 

noncompliance behaviour. 

3.3.10.4  The Moderating Role of Political Factors Between Tax Knowledge and Tax 

Noncompliance Behaviour 

Singh (2003) contended that tax knowledge about tax laws can contribute to tax compliance 

because, if a person understands tax regulations and laws, then he/she will appropriately 

obey the tax system. In addition, appropriate knowledge of tax laws can also develop an 

individual’s ability to minimize tax liabilities ethically and legally. Nevertheless, if a 

person is not content with the current government or there is political instability, then 

he/she could use his/her tax knowledge negatively, and he/she could manipulate tax 

authorities. Consequently, the argument is made that if tax knowledge negatively 

influences tax noncompliance behaviour then there is political instability or political 

affiliation which will result in the opposite. Therefore, this study tests the following 

hypotheses: 

H20:  Political affiliation moderates the relationship between tax knowledge and tax 

noncompliance behaviour. 

H21:  Political instability moderates the relationship between tax knowledge and tax 

noncompliance behaviour. 

 

3.3.10.5  The Moderating Role of Political Factors Between Tax Morale and Tax 

Noncompliance Behaviour 

Luttmer and Singhal (2014) found that higher tax morale leads to a higher level of tax 

compliance behaviour. Nevertheless, taxpayers need to face the tax laws before making 
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any decisions to pay taxes ethically. If complications and complexities in tax laws are of a 

higher level, these will also lead to noncompliance behaviour. In addition, the tax structure 

system also can induce a bias toward taxes in individuals when they observe that there are 

various kinds of taxes, high tax burdens or if the system is very bureaucratic. Similarly, an 

ineffective fiscal policy could produce a low quality of public goods and could waste public 

funds, both of which influence individuals to avoid tax liabilities  (Batrancea, Nichita, & 

Batrancea, 2012).  

A positive morale to fulfil tax obligation is what will propel a taxpayer to comply, 

especially where enforcement by the tax authorities is low or in a society with a large 

shadow economy. Tax morale can be enhanced through taxpayers’ trust in the government, 

political stability, tax authority, fiscal exchange, and the perception that the tax system is 

fair. Nevertheless, if there is no political stability or a person favours the opposition party, 

then this situation will weaken the negative relationship between tax morale and tax 

noncompliance behaviour. Consequently, this study has formulated the following 

hypotheses: 

H22:  Political affiliation moderates the relationship between tax morale and tax 

noncompliance behaviour. 

H23:  Political instability moderates the relationship between tax morale and tax 

noncompliance behaviour. 

 

3.3.10.6  The Moderating Role of Political Factors Between Tax Fairness and Tax 

Noncompliance Behaviour 

Similarly, in the context of tax fairness, the public perception that their system of taxation 

is fair leads to voluntary tax compliance (Gangl, Hofmann, & Kirchler, 2015). However, 

if an individual perceives the taxation system as inequitable and unfair then the chances of 
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tax noncompliance increases. Nevertheless, deconstructing specifically how perceptions of 

tax fairness impact specific levels of tax compliance is a difficult task (Kornhauser, 2006). 

Perceptions regarding an unfair tax system can be worse if there is political instability or if 

an individual is affiliated with an opposition party. It is possible that individuals will most 

likely evade taxes if there is unfairness with respect to taxes but if there is political stability 

and people are in the favour of the ruling party then maybe tax noncompliance would be 

improved. The expectation is that political factors could in one way or another influence 

the relationship between tax fairness and tax noncompliance behaviour. Thus, it is 

hypothesized that: 

H24:  Political affiliation moderates the relationship between tax fairness and tax 

noncompliance behaviour.  

H25:  Political instability moderates the relationship between tax fairness and tax 

noncompliance behaviour. 

3.3.10.7 The Moderating Role of Political Factors Between Tax Audit and Tax 

Noncompliance Behaviour 

There are mixed results found by various researchers on the effect of tax audit on tax 

noncompliance behaviour. Tax audit was showed to have a positive influence on tax 

compliance (Dubin, 2004; Park & Hyun, 2003; Shanmugam, 2003). On the other hand, 

Tittle (1980) found a different result where tax audit showed an insignificant correlation 

with compliance. Political affiliations with the ruling political party can increase the effect 

of such audit as the tax payer wants to support the government by paying taxes as the 

government is made by the votes of the taxpayers. In the same manner political instability 

can directly affect the quality of audit which ultimately affects tax compliance behaviour. 

Consequently, this study has formulated the following hypotheses: 
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H26:  Political affiliation moderates the relationship between tax audit and tax 

noncompliance behaviour. 

H27:  Political instability moderates the relationship between tax audit and tax 

noncompliance behaviour. 

3.3.10.8  The Moderating Role of Political Factors Between Tax Penalty and Tax 

Noncompliance Behaviour 

Tax penalties are tools to penalise individuals who show tax noncompliance behaviour. 

Studies show inconsistent results on the relation of tax penalties and tax noncompliance 

behaviour. Kirchler et al. (2007) noted that several studies found no support for the increase 

of tax compliance from higher penalties. Friedland (1982) also reported that penalty did 

not have any influence on tax compliance, whereas Grasmick and Scott (1982) reported a 

significant effect. Political instability can reduce the effect of such penalties as the 

government cannot implement the penalty policies efficiently to decrease tax 

noncompliance behaviour. On the other hand, political affiliation with the ruling party can 

motivate an individual to avoid such penalties and show tax compliance behaviour to 

support the elected party. Thus, this study posits the following hypotheses: 

H28: Political affiliation moderates the relationship between tax penalty and tax 

noncompliance behaviour. 

H29: Political instability moderates the relationship between tax penalty and tax 

noncompliance behaviour. 

 

3.4 Summary of Hypotheses  

The summary of the hypotheses along with the expected directions is shown in Table 3.1. 
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Table 3. 1  

Summary of Hypotheses 
Variable Hypothesis Statement Direction in 

literature 

Relevant 

Hypothesis 

Islamic Perspective  The Islamic perspective has a 

significant and negative relationship 

with tax noncompliance behaviour. 

  

- H1 

Islamic Religiosity Islamic religiosity has a significant 

and negative relationship with tax 

noncompliance behaviour. 

  

- H2 

National Pride National pride has a significant and 

negative relationship with tax 

noncompliance behaviour. 

  

- H3 

Trust in Govt. Trust in government has a significant 

and negative relationship with tax 

noncompliance behaviour. 

  

- H4 

Tax Knowledge Tax knowledge has a significant and 

positive relationship with tax 

noncompliance behaviour. 

  

+ H5 

Tax Morale Tax morale has a significant and 

negative relationship with tax 

noncompliance behaviour. 

  

- H6 

Tax Fairness Tax fairness has a significant and 

negative relationship with tax 

noncompliance behaviour. 

  

- H7 

Tax Audit  Tax audit has a significant and 

negative relationship with tax 

noncompliance behaviour.  

  

- H8 

Tax Penalty Tax penalty has a significant and 

positive relationship with tax 

noncompliance behaviour. 
  

+ H9 

Political affiliation  Political affiliation has a significant 

and negative relationship with tax 

noncompliance behaviour 

 

- H10 

Political instability Political instability has a significant 

and positive relationship with tax 

noncompliance behaviour. 

+ H11 
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Table 3.1 (continued) 

Variable Hypothesis Statement Direction in 

literature 

Relevant 

Hypothesis 

PA*IP Political affiliation moderates the 

relationship between the Islamic 

perspective and tax noncompliance 

behaviour. 

  

+/- H12 

PI*IP Political instability moderates the 

relationship between the Islamic 

perspective and tax noncompliance 

behaviour. 

  

+/- H13 

PA*IR Political affiliation moderates the 

relationship between Islamic 

religiosity and tax noncompliance 

behaviour. 

  

+/- H14 

PI*IR Political instability moderates the 

relationship between Islamic 

religiosity and tax noncompliance 

behaviour. 

  

+/- H15 

PA*NP Political affiliation moderates the 

relationship between national pride 

and tax noncompliance behaviour. 

  

+/- H16 

PI*NP Political instability moderates the 

relationship between national pride 

and tax noncompliance behaviour. 

  

+/- H17 

PA*TG Political affiliation moderates the 

relationship between trust in 

government and tax noncompliance 

behaviour. 

  

+/- H18 

PI*TG Political instability moderates the 

relationship between trust in 

government and tax noncompliance 

behaviour. 

  

+/- H19 

PA*TK Political affiliation moderates the 

relationship between tax knowledge 

and tax noncompliance behaviour. 

  

+/- H20 

PI*TK Political instability moderates the 

relationship between tax knowledge 

and tax noncompliance behaviour. 

 

 

 

  

+/- H21 
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Table 3.1 (continued) 

Variable Hypothesis Statement Direction in 

literature 

Relevant 

Hypothesis 

PA*TM Political affiliation moderates the 

relationship between tax morale and 

tax noncompliance behaviour. 

  

+/- H22 

PI*TM Political instability moderates the 

relationship between tax morale and 

tax noncompliance behaviour. 

  

+/- H23 

PA*TF Political affiliation moderates the 

relationship between tax fairness and 

tax noncompliance behaviour. 

  

+/- H24 

PI*TF Political instability moderates the 

relationship between tax fairness and 

tax noncompliance behaviour. 

  

+/- H25 

PA*TA Political affiliation moderates the 

relationship between tax audit and tax 

noncompliance behaviour 

 

+/- H26 

PI*TA Political instability moderates the 

relationship between tax audit and tax 

noncompliance behaviour 

 

+/- H27 

PA*TP Political affiliation moderates the 

relationship between tax penalty and 

tax noncompliance behaviour 

 

+/- H28 

PI*TP Political instability moderates the 

relationship between tax penalty and 

tax noncompliance behaviour 

 

+/- H29 

Note: PA= Political Affiliation, PI= Political Instability, IP = Islamic Perspective, IR= Islamic 

Religiosity, NP = National Pride, TG = Trust in Government, TK = Tax Knowledge, TM = Tax 

Morale, TF =Tax Fairness, TA=Tax Audit. TP=Tax Penalty. 

 

3.5 Target Population and Sample 

The target population is the obtainable group of individuals theoretically and the researcher 

intends to generalize the results, whenever the researcher limits this population the smaller 

the group can be generalized in the final analysis (Wood & Ross-Kerr, 2010). The 

population of the study was identified as self-employed taxpayer. However, to consider the 
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whole Libya is difficult due to some determining factors such as the vast area of the country 

and the difficult natural environment (Saad, Shariff, & Gairola, 2011), that will cost money 

and time, in addition, due to the political unrest and insecurity in some cities. This is in line 

with the recommendation of Wood and Ross-Kerr (2010), the study population depends on 

the researcher resources, time and money to conduct the research. Thus, this study selected 

the capital city of Libya, that is, Tripoli, located in north-western Libya on the North 

African coast of the Mediterranean Sea as the geographical area of the study. Tripoli being 

the central meeting point for Libyans, has representatives from every city, tribe and social 

status making it a suitable location for a survey. Tripoli is the highest populated city in 

Libya, with an estimated population of nearly two million persons out of six million of the 

whole Libya (Zidan, 2015). 

 Furthermore, Tripoli has always been a commercial centre connecting Africa with the 

Mediterranean (Zidan, 2015). It is the largest commercial and industrial establishments 

centre in Libya (Elbendak, 2008). In fact, 79% of Libya’s industrial labour force is 

concentrated in Tripoli (Attwairi, 2015). Tripoli city has the largest number of taxpayers 

compared to other cities across Libya. According to the Libyan Tax Authority the 

individual taxpayers in Tripoli, almost 16,543 are self-employed taxpayers, including 

informal sole traders and small retail premises (Al Haj, 2016; Masoud, 2015). The study 

sought to obtain information from the owners and managers of these self-employed 

businesses.  

Numerous prior studies have stated that self-employed taxpayers have the greater 

opportunity of tax noncompliance (Benk et al., 2016; Raitano & Fantozzi, 2015; Tsegaw, 

2017). The behaviour of self-employed taxpayers might lead to tax noncompliance because 
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government employees are less chances to involve in tax noncompliance (Ferede, 2013; 

Kogler et al., 2015; Muehlbacher et al., 2017). Alstadsæter et al. (2017) stated that random 

audits proved high tax evasion rates among the self-employed taxpayers. Consequently, 

the self-employed sector is significant for research in order to increase tax compliance 

(Kleven et al., 2011; Kogler et al., 2015; Slemrod, 2007).  

To gain valid statistical inferences from the obtained results, the statistical tests must have 

sufficient power, that is, the probability of finding a difference if in fact the difference 

exists. Small samples lead to the unacceptably low power of statistical tests, which 

inevitably leads to the inability to reject a false null hypothesis (Sedlmeier & Gigerenzer, 

1989). To evaluate an appropriate sample size, this study utilized the rule of thumb of 

Krejcie and Morgan's (1970), with reference to the table for determining sample size as 

cited in Sekaran and Bougie (2016, p. 263). According to the table, if the population of the 

study is greater than 15,000 and less than 20,000, a sample size of 375 would be adequate. 

Many previous studies have used formula of Yamane (1967) to determine the sample size 

(Arisi-Nwugballa, 2016; Jingjitt & Teaukul, 2018; Monyi, 2017). Nevertheless, to further 

justify the sample size for the study, Yamane (1967) formula (as shown below) was also 

employed to calculate the sample size, 𝑛 

𝑛 =
𝑁

1 + 𝑁(𝑒)2
 

where:  

n =  Sample size  

N =  Total population 

𝑒  =  Level of precision (0.05) 
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According to Yamane (1967) formula, the sample size for the study is 390.6 respondents. 

However, this study decided to adopt both Krejcie and Morgan (1970), and Yamane 

(1967), and obtained an average of 382.8, which was rounded up to a sample size of 383 

respondents. However, to compensate for the possibility of non-response, the sample size 

was increased by 30 percent as suggested by Israel (1992). As a result, the sample size was 

increased to 498 respondents. In addition, the study utilized a simple random technique to 

identify respondents. To the best knowledge of the author, the empirical or survey-based 

study is considered scarce on the study of Libyans who are self-employed. Therefore, a 

comparison of any previous studies in terms of sample size to this study cannot be made. 

However, this empirical study is one of the first attempts to evaluate self-employed 

individuals of Libya. 

3.6 Research Design 

Zikmund (2003) stated that the objectives, the information availability, the costs of 

procedure of research are fundamental factors influence the choice of a research design. 

While examining the behaviour, opinions, attitudes, and perceptions of individual 

taxpayers, previous studies have recommended using the taxpayer opinion survey method 

(Jackson & Milliron, 1986; Torgler, 2007). The main advantage of utilizing this method is 

the ease of acquiring information regarding attitudinal, demographics and socio-economic 

variables of the taxpaying individuals (Torgler, 2007).  Taking this into consideration, this 

study selected to utilize the taxpayer opinion survey method. In both developed and 

developing countries, researchers have utilized this method to justify their research design 

(Kasipillai & Abdul-Jabbar, 2006; Song & Yarbrough, 1978; Verboon & van Dijke, 2011). 
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The quantitative research method approach was utilized to study the variables empirically 

along with the survey research method. Researchers have said that quantitative research 

method is an adequate approach with a complex model that includes many variables. A 

structured questionnaire was used as the survey instrument and eventually its validity and 

reliability were tested in Arabic language. Structured questions are incorporated in the 

questionnaire. These questionnaires were distributed to self-employed individuals in 

Tripoli. The respondents were individuals who should pay tax under the Libyan Income 

Tax Law (7) of 2010.  

Although no specific information is available regarding specific self-employed taxpayers 

in Libya according to the Libyan Tax Authority, the total number of self-employed 

taxpayers in Tripoli are about 16,543, which is the total population of this study. The 

sample size criteria of Krejcie and Morgan (1970) and Yamane )1967) have been utilized 

to estimate the final sample size. By considering the criteria of both studies, a final sample 

size was decided at 498 respondents. 

3.7 Measurement of the Variables 

3.7.1 Tax Noncompliance  

Hasseldine and Hite (2003a) studied the taxpayer's failure to meet his/her tax obligations 

and whether the action was committed intentionally or unintentionally. The scale of tax 

noncompliance behaviour will assess the views, behaviours and attitudes of citizens toward 

paying taxes. Former examination of powerful interchanges in tax compliance has 

concentrated on the impacts of conveying data about formal lawful assents or moral appeals 

to a taxpayer’s inner voice. This study has adapted Roberts' (1994) scale to measure tax 

noncompliance behaviour that drew on early economic models and the zones of good 
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advancement and criminology. He found a Cronbach’s alpha of 0.93 for these items. 

Previously, Hasseldine (1999),  Hasseldine and Hite (2003a) and Kasipillai and Abdul-

Jabbar (2006), in their studies on the ethnicity and gender differences in tax compliance, 

also adopted this scale. Kasipillai and Abdul-Jabbar (2006) found very good reliability for 

their noncompliance scale (α = .93). Table 3.2 shows the items that were used in the study 

for this scale. 

Table 3. 2  

Measurement for Tax Noncompliance 

Variable  No Item References 

Tax Noncompliance 1 I trade goods or services with a friend 

and do not report them on my tax form.  

Roberts (1994) 

2 Being paid in cash for a job, I do not 

report it on my tax form.   

3 Because a lot of rich people pay no 

taxes at all, if someone like me 

underpays a little, it is not a big deal.  

4 When I’m not really sure whether or 

not I’m allowed to claim a tax 

deduction, it makes sense to take a 

chance and take the deduction 

anyway.  

5 With what things cost these days, it is 

okay to cut a few corners on my tax 

form just to help make ends meet.  

6 It is not so wrong to underreport 

certain income because it does not 

really hurt anyone. 

3.7.2 Religious Factors 

3.7.2.1 Islamic Perspective 

Islamic perspective of tax compliance is not very clear because some Muslims believe that 

the tax system should be replaced by Zakat. For Muslims, Zakat is a moral responsibility, 

a legitimate function of the government and a means of helping the poor. Owing to different 

schools of thoughts in the Muslim communities, some consider paying tax as a voluntary 
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activity, but some want it to be replaced by Zakat. Therefore, tax compliance is dependent 

upon the religious affiliation or school of thought to which the Muslim belong (Al-Ttaffi 

& Abdul-Jabbar, 2015b). Nonetheless, as Libya’s dominant religion is comprised of Maliki 

school of Sunni Muslims so it can be assumed that their perspective of tax system would 

be affirmative. Al-Ttaffi and Abdul-Jabbar (2015b) defined Islamic perspective as 

understanding the Islamic religious point of view in Islamic countries of paying taxes in 

terms of Halal (totally permissible) or Haram (totally forbidden). The measurement of 

Islamic perspective will assess the perspective of Libyan regarding tax compliance. 

This study has considered the scales of previous studies to measure factors with respect to 

religious factors. However, they were modified according to the context of the study. A 

majority of the researchers who studied the impact of religious beliefs and perspectives on 

different variables were carried out in Christian community. According to McFarland 

)1984), “Scales specific to Christianity are useless in studying psychological aspects of 

Islam, for example…. To develop a measurement of religion with universal application 

that clearly must move beyond our excessive focus on American Christianity” (p. 321). 

Therefore, to measure religious factors, this study has adapted the scales that are more 

suitable to Islamic society. According to McGee, Aljaaidi and Musaibah (2012) there are 

three main Islamic perspectives towards paying tax by Muslims: (i) A tax system is 

completely forbidden (Haram) so Muslims should not pay tax, (ii) Muslims accepts paying 

tax under specific conditions, and (iii) Under Islamic government, Muslims must obey 

rules and regulation and they should pay tax. 

McGee et al. (2012) studied the ethics of tax evasion among undergraduates at a Yemeni 

university. Respondents of the study perceived that Muslims should obey an Islamic 
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government and that it is unethical to evade tax. Because the study by McGee et al. (2012) 

was conducted specifically in an Islamic context, the current study has adapted questions 

from the study and refined it accordingly. McGee et al. (2012)  measured their scale on a 

7-point Likert-type scale. However, the 5- and 7-point scales produced the same mean 

score as each other (Dawes, 2008). And to make this scale consistent with other scales, this 

study will measure these based on a 5-point Likert-type scale, that ranges from 1 = strongly 

disagree to 5 = strongly agree. Moreover, only the most relevant items from the scale has 

been included in the current study. Because Cronbach’s alpha for this scale is unavailable, 

this study tested the reliability of the scale through pilot testing. Table 3.3 shows the 

questions that measured Islamic perspective. 

Table 3. 3  

Measurements for the Islamic Perspective 

Variable  No Item References 

Islamic perspective 1 Tax noncompliance is ethical in Islam 

if the government discriminates 

between citizens.  

  (McGee et al., 2012) 

2 Tax noncompliance is ethical in Islam 

if the tax system is unfair.  

3 Tax noncompliance is ethical in Islam 

if a large portion of the money 

collected is wasted.  

4 Tax noncompliance is ethical in Islam 

even if most of the money collected is 

spent wisely.  

5 Tax noncompliance is ethical in Islam 

even if a large portion of the money 

collected is spent on worthy projects. 

6 Tax noncompliance is ethical in Islam 

even if a large portion of the money 

collected is spent on projects that do 

benefit me. 

7 Tax noncompliance is ethical in Islam 

even if tax rates are reasonable. 
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3.7.2.2 Islamic Religiosity 

Worthington et al., )2003, p. 85) defined religiosity as “the degree to which a person 

adheres to his/her religious values, beliefs and practices, and uses them in daily living”. 

The measurement of Islamic religiosity will assess the intensity of one’s religious 

commitments. As discussed above, the scales developed for the Christian community to 

measure religiosity cannot be applied on Muslim communities. Therefore, a scale 

developed specifically with the enlightenment of Quran should be employed to measure 

Islamic religiosity. Although many researchers have attempted to develop a scale in the 

Islamic context (Ghorbani, Watson, Ghramaleki, Morris, & Hood Jr, 2002; Wilde & 

Joseph, 1997), these attempts have fallen short because the researchers just extended 

Western concepts, not specifically in the context of Quran, were political in nature and 

most of them failed to present the psychometric properties.  

Therefore, as the Religiosity of Islam Scale is not widely used in various studies, this 

current study adapted the items of religiosity from Worthington et al. (2003). The 

Cronbach’s alpha of this scale lies between 0.79 to 0.95. Mohdali and Pope (2014) and Ali 

(2013) also employed the Worthington et al.'s (2003) scale to measure religiosity in the 

Malaysian community to find its impact on tax paying behaviour. As this scale was found 

reliable in a Malaysian community that is largely made up of Muslims, so it is supposed 

that this scale will also be useful in the Libyan context. Table 3.4 comprises the items that 

measured Islamic religiosity.  
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Table 3. 4  

Measurements for Islamic Religiosity  

Variable  No Item References 

Islamic religiosity  1 I rarely try to live all my life 

according to my religious beliefs.  

 
2 Religion is very important to me 

because it answers many 

questions about the meaning of 

life. 

  

 

3 I spend time trying to enhance 

my understanding of my faith. 

 

Worthington et al.  (2003) 

 

4 Religious beliefs do not influence 

most of my dealings in life. 

 

 

 

5 I rarely join the activities of my 

religious organization. 

 

 

 
6 I make financial contributions to 

my religious organization.  

 

3.7.3 National pride  

National pride is defined by Smith and Jarkko (1998, p.1) as “the positive effect that the 

public feels towards their country as a result of their national identity’’. The measurement 

of national pride will assess the intensity of attachment to one’s homeland .National pride 

has been measured from patriotism scale of Meier-Pesti and Kirchler (2003) in examining 

the impact of patriotism on cooperation within states in Australia and found Cronbach’s 

alpha of 0.91. It has 5 items and can be measured on a Likert-type scale. In addition Gangl 

et al. (2016) employed this scale for their study. Therefore, the scale was included in the 

main analysis of the study after ensuring its reliability during pilot testing. Table 3.5 shows 

the questions relevant for the measurement of national pride adapted from Meier-Pesti and 

Kirchler (2003). 
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Table 3. 5  

Measurement for National Pride 

Variable  No Item References 

National pride 1 I feel proud to be Libyan. 

 

Meier-Pesti and 

Kirchler (2003) 

2 I feel connected to other Libyans. 

3 I like being Libyan. 

4 I feel attached to Libya. 

5 Libya is very important to me.  

 

3.7.4 Trust in government 

Trust in government is the belief of citizens that government and its institutions would 

work on their citizen’s best interest (Hardin, 1999). The measurement of trust in 

government will assess the level of confidence and trust of citizens toward government .

To measure trust in government, Teo, Srivastava and Jiang (2008) scale was adapted. It 

has 4 items measured on a 7-point Likert-type scale. As Dawes (2008) has noted that the 

5- and 7-point scales produced the same mean score, and, to make this scale consistent with 

other scales, this study measured these based on a 5-point Likert-type scale. In addition, a 

study of Chen, Jubilado, Capistrano and Yen (2015) utilized this scale, and found  

Cronbach’s alpha of 0.94. Table 3.6 shows the items for trust in government. 

Table 3. 6  

Measurement for Trust in Government  

Variable  No Item References 

Trust in Government 1 I believe that government acts in citizen’s 

best interest.  

Teo et al. (2008) 

2 I feel fine interacting with the government 

since government generally fulfil its duties 

efficiently. 

 
3 I am confident that the government doing 

their part for the nation. 

 
4 I am comfortable relying on the 

government to meet their obligations. 
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3.7.5 Tax Knowledge 

Saad (2011) identified tax knowledge of taxpayers through three aspects, namely: (i) an 

overview of the income tax system, (ii) knowledge about the regulatory aspects of the 

income tax system, and (iii) the ability to fill out and submit tax return forms by themselves. 

The measurement of tax knowledge will assess the level of citizen’s general understanding 

of essential tax policy concepts. Learning about tax regulation is thought to be of 

significance for inclinations and dispositions towards taxation. This study has employed 

Saad's (2011) scale, where she divided tax knowledge into general knowledge, legal 

knowledge and technical knowledge. 

Other than this specific study, little research has unequivocally considered how states of 

mind towards taxation are impacted by particular information of tax regulations and their 

financial impact. Therefore, this study has adapted these questions to measure tax 

knowledge among self-employed Libyans. However, the scale was adapted based on 

Libyan tax Income law No. (7) of 2010. 

Saad (2011) evaluated the reliability of tax knowledge in New Zealand and Malaysia at 

0.78 and 0.83 respectively. Because the reliability of these items has not been further tested, 

this current study tested its reliability after pilot testing. Table 3.7 below shows the items 

selected to measure tax knowledge. 
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Table 3. 7  

Measurement for Tax Knowledge  

Variable  No Item Reference 

Tax Knowledge 1 To my knowledge, the business person is 

subject to a single flat rate of income tax under 

the current tax system.  

 

 

 

 

 

 

 

 

 

Saad (2011) 

2 As far as I am aware, non-compliant taxpayers 

can be punished by a fine of up to 10,000 

Libyan dinars, if found guilty of evading tax. 
 

3 I believe that taxpayers can be punished by a 

fine equal to the amount of tax payable, if they 

failed to submit the tax return within ninety 

days following the end of the tax year.  

4 As far as I am aware, everyone who earns 

income sourced in this country is taxable, 

regardless of whether that person is a resident 

or not.  

5 I am sure that I am not required to file a tax 

return on interest income that I earn from 

money deposited in a bank account in Libya as 

it will be subject to income tax at the source.  

6 To my knowledge, I cannot deduct all personal 

expenses in calculating my tax liability.  

 

3.7.6 Tax Morale 

Tax morale is defined as the intrinsic motivation of citizens about paying tax (Frey, 2002). 

The tax morale measurement will assess the level of intrinsic motivation and willingness 

of citizens about paying taxes  . To measure tax morale in self-employed individuals in 

Libya, this study has adapted questions from Braithwaite and Ahmed (2005) who examined 

tax morale  of Australian graduates. While testing the reliability of their scale, Braithwaite 

and Ahmed (2005) found a Cronbach’s alpha of 0.86. Additionally, Braithwaite and 

Ahmed's (2005) scale has also been adopted by Leder, Mannetti, Hölzl, and Kirchler (2010) 

with the validation of regulatory fit impacts on perceived financial exchange and tax 
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compliance in Italy. They also found very good reliability of this scale with a Cronbach’s 

alpha of 0.83. Accordingly, Table 3.8 shows the items which measured tax morale in the 

current study. 

Table 3. 8  

Measurement for Tax Morale 

Variable   No Item References 

Tax morale   1 Paying tax is the right thing to do. 

Braithwaite and Ahmed 

(2005) 

 2 Paying tax is a responsibility that should 

be willingly accepted by all Libyans.  

 3 Citizenship carries with it a duty to pay 

tax.  

 4 Citizenship carries with it a shared 

responsibility between a government 

and its citizens.  

 5 I believe paying tax is good for our 

society, and therefore it is good for each 

of us.   

 6 It’s disappointing that some people do 

not pay their tax.  

 7 It makes it difficult to govern the country 

when people don’t pay their tax.  

 8 The harm to the community through 

people not paying tax is regretful. 

 

3.7.7 Tax Fairness 

Tax fairness is multidimensional, and a lack of fairness might be perceived as justification 

for a cause of noncompliance (Azmi & Perumal, 2008). Tax fairness measurement will 

assess if citizens consider the tax system to be fair or not. Azmi and Perumal (2008) 

developed tax fairness dimensions in an Asian context based on Gerbing's (1988) study. 

Azmi and Perumal (2008) developed the survey tool designed to provide operational 

definitions of tax fairness and developed by identifying the different dimensions of tax 
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fairness. This scale can be measured on a Likert-type scale where 1 = “Strongly disagree”, 

2 = “Disagree”, 3 = “Undecided”, 4 = “Agree”, and 5 = “Strongly agree”. They found the 

reliability of scale within an acceptable range (α = .72). Although not many studies have 

opted to use Azmi and Perumal's (2008) scale, Thomas (2012) adopted this scale while 

assessing dimensions of tax fairness in a small developing economy. He found the 

reliability of this scale satisfactory. For this study, its reliability was ensured after pilot 

testing. Table 3.9 shows the questions that have been selected to measure tax fairness. 

Table 3. 9  

Measurement for Tax Fairness 

Variable  No Item References 

Tax Fairness 1 For the average taxpayer, I think that 

the income tax system is fair.   

Azmi and Perumal 

(2008). 

2 Generally, I believe that the manner in 

which the income tax burden is 

distributed across taxpayers is fair.   

3 The income taxes that I have to pay are 

unreasonable high considering the 

benefits provided by the government.   

4 The benefits I receive from the 

government in exchange for my 

income-tax payments are reasonable 

 

3.7.8 Tax Audit 

Kircher (2008) cited in Badara (2012) defined tax audit as the checking of the tax report of 

an individual or organization by relevant tax authorities to ensure compliance with the 

applicable tax regulations and laws of the state. He further stated that tax audit is a 

procedure in which the internal revenue service attempts to confirm the figures on tax 

return forms. Ola (2001) cited in Ebimobowei and Peter (2013) reported that the tax audit 

process includes tax returns which are selected for auditing by using some chosen criteria. 
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After which the implicit books and records of the taxpayers are checked critically to link 

them to the tax return. The tax audit is significant because it helps the government to collect 

appropriate tax revenues for the budget, maintain the economic and financial system and 

stability, to guarantee satisfactory returns by taxpayers, to regulate the degree of tax 

evasion and tax avoidance, to ensure tough compliance with tax legislation by taxpayers, 

to promote the degree of voluntary compliance by taxpayers and to ensure that the amount 

due is collected and transferred to the government. The current study adapts four items 

from Faridy, Copp, Freudenberg and Sarker (2014) due to their suitability and applicability 

in the context of the current study. These items were measured on a 5-point Likert scale 

where 1 = “Strongly disagree”, 2 = “Disagree”, 3 = “Undecided”, 4 = “Agree”, and 5 = 

“Strongly agree”. Table 3.10 shows the adapted items. 

Table 3. 10  

Measurement for Tax Audit 

Variable  No Item References 

Tax Audit 1 The likelihood of audits encourages me to 

comply with the income tax law.   

  

Faridy et al. 

(2014) 

2 Taxpayers paid the correct amount of income 

tax when there were greater enforcement and 

monitoring by the tax authority. 

3 Businesses registered for income tax are often 

subject to tax authority’s audits and objections.  

4 The strength of the tax audit performance is the 

reason for the reduction in tax noncompliance 

among taxpayers. 

 

3.7.9 Tax Penalty  

Tax penalty is the coercive action most widely applied to control noncompliance (Akhand, 

2012). The relationship between the attitudes of taxpayers towards penalties and their 

subsequent attitude toward noncompliant behaviour has been subject to considerable 
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research in the past (Grasmick & Scott, 1982; Kinsey & Grasmick, 1993). The study of 

sanctions is important as it is also one of the factors that fall under the tax authorities’ 

control. The focus of the study was on the impact of penalties on taxpayers’ emotions as a 

deterrent measure and suitable use of penalties by revenue authorities. The current study 

adapts six items from Devos (2014) due to their suitability and applicability in the context 

of the current study. These items were measured on a 5-point Likert scale where 1 = 

“Strongly disagree”, 2 = “Disagree”, 3 = “Undecided”, 4 = “Agree”, and 5 = “Strongly 

agree”. Table 3.11 shows the adapted items. 

Table 3. 11  

Measurement for Tax Penalty 

Variable  No Item References 

Tax Penalty 1 Monetary fine is the appropriate penalty 

to control tax noncompliance.  

 2 Appropriate penalty for the tax 

noncompliance is a prison sentence.  

 3 The prospect of tough penalties would 

deter people from tax noncompliance.  

Devos (2014) 

4 I comply with tax legislation because of 

my fear of the tax penalty. 

5 The phenomenon of tax noncompliance 

can be reduced by increasing both civil 

and criminal penalties. 

 

6 The phenomenon of tax noncompliance 

can be reduced by exposing tax evaders 

(e.g., publishing names in the annual 

report of tax authority). 

 

3.7.10 Political Factor 

3.7.10.1 Political Affiliation 

Political affiliation is defined as the identification of a citizen with a particular political 

party in the political system (Edwards, 2007). The political affiliation measurement will 
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assess the intensity of one’s association with a political group. Scales on political affiliation 

are almost non-existent, the author of this current study developed items that could 

specifically measure the political affiliation in the Libyan context, and its reliability 

ensured after pilot testing. Table 3.12 shows the items for political affiliation. 

Table 3. 12  

Measurement for Political Affiliation 

Variable  No Item References 

Political affiliation 1 My affiliation with the ruling political 

party encourages me to pay taxes. 

Developed by 

author 

2 The multiplicity of parties after the 

February Revolution in Libya and the 

conflict for power discourages me to pay 

taxes.  
3 Paying taxes is a national duty which 

does not relate to my political affiliation.  

4 Compliance to pay tax is higher if one of 

political leaders who I had elected is in 

power.  
5 My political affiliation does not impact 

on paying tax. 

 

3.7.10.2 Political Instability 

Alesina et al. (1996) defined political instability as “the propensity of a change in the 

executive, either by ‘constitutional’ or ‘unconstitutional’ means” (p. 3). The measurement 

of political instability will assess one’s perception on uncertain governance in the country. 

Scales on political stability are almost non-existent. A majority of previous studies have 

examined the impact of political stability through various indexes. However, Grootel 

(2010) attempted to develop some items to measure political attitudes and found a 

Cronbach’s alpha of 0.83 for these items. However, not enough studies are available that 

have developed scales for measuring political attitudes or political instability. 
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Consequently, the author was unable to find any study that had further tested the reliability 

of Grootel (2010). In addition, in this current study, two items were adapted which were 

relevant, and the author of this current study developed four more items that are consistent 

with Grootel's (2010) scale that could specifically measure political instability in the 

Libyan context. The items are stated in Table 3.13. 

Table 3. 13  

Measurement for Political Instability  

Variable  No Item References 

Political instability 1 Political instability encourages people 

to tax noncompliance. 

Grootel (2010) 

2 Parliamentarians and successive 

governments do not care to encourage 

the self-employed sector to pay tax. 

  
3 People like me are not influenced by 

political volatility. 

4 The instability of the political regime, 

during the past six years in Libya, had 

a negative impact on my behaviour 

for paying tax. 

  

Developed by 

author 

5 Governments changes in quick 

succession make me do not care for 

paying taxes.  

6 Political volatility in my country, 

either by constitutional or 

unconstitutional means has had a 

negative impact on paying taxes 

 

3.8 Data Analysis 

Statisticians have divided data analysis into two types, i.e. descriptive statistics and 

inferential statistics. In most of the tax compliance studies, researchers have utilized both 

types of data analysis. Descriptive statistics is the type of analysis in which data is 

summarized, presented and described in a meaningful way. However, descriptive statistics 

do not allow us to go beyond the conclusions of the data that was analysed or to reach 
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conclusions with regard to the hypotheses that were developed. This study utilized SPSS 

to show descriptive statistics including number of observations, mean, standard deviation, 

skewness, kurtosis, minimum and maximum value. In addition, demographic variables 

were also summarized and presented in tables. On the other hand, inferential statistics 

makes inferences about populations using data drawn from the population (Bordens & 

Abbott, 2002). 

Previous studies have used various methods for data analysis for the type of data relevant 

in the context of this study. The partial least squares structural equation modelling (PLS-

SEM) technique was employed to analyse data. According to the rules of Hair, Ringle and 

Sarstedt (2011), in the present study, the justification for the use of PLS-SEM is that this 

study is exploratory intended to predict the influence of determinants of tax 

noncompliance, therefore, a model is suggested for this objective. Also, the structure of the 

model of this study is rather complex as it examined both the direct and indirect impact of 

the variables under study. In addition, since most of the measures are new, a nonparametric 

analysis was needed to meet certain presumptions via heterogeneity-based SEM. 

Consequently, this study uses PLS analysis to fulfil the objectives of the study. However, 

according to Nitzl and Hirsch (2014), PLS analysis a sophisticated method of analysis and 

its use is a growing trend in business research. PLS-SEM is divided into two models: (1) 

measurement, and (2) structural models. 

3.8.1 Independent sample T-test for Non-Response Bias 

The objective of conducting the test of non-response bias is to compare the early from the 

late response of the questionnaires received from respondents. Thus, the respondents were 

divided into two groups, namely early versus late respondents to perform the test of 
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response bias (Armstrong & Overton, 1977). The test provides information about the 

difference between these responses. The mean value calculates and compares the early and 

late responses to examine whether there is any variance between the two groups. 

3.8.2 Data Screening 

The current study conducted data screening prior to the final hypotheses testing as it is a 

mandatory step in the multivariate analysis. Data screening ensures that the basic 

assumptions of multivariate analysis are fulfilled. Missing values and outliers were 

detected in the data. Furthermore, the normality of data was also ensured by employing 

various tests such as skewness, kurtosis and represented on a histogram. 

3.8.3 Descriptive statistics 

Descriptive statistics are important to provide information about the basic features of the 

data in this study. It provides summaries about the study variables and the measures 

(Tabachnick, Fidell, & Osterlind, 2001). The current study provides summaries of the 

computed minimum, maximum, means and standard deviation for all latent construct to 

provide central tendencies by using SPSS. 

3.9 Assessment of PLS-SEM Path Model 

This study employed a two-step method that Henseler, Ringle, and Sinkovics (2009) 

established, rather than simple PLS path modelling. The two-step model further divided 

the model into two parts: 1) a measurement model assessment and 2) a structural model 

assessment. Figure 3.2 below further illustrates the process (Hair et al., 2013; Henseler et 

al., 2009).   
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Figure 3. 2  

A Two-Step Process of PLS Path Model Assessment Source. 

Source: Henseler et al. (2009) 

3.9.1 Assessment of Measurement Model (Outer Model) 

An assessment of the measurement model includes determining the reliability of the 

individual item, internal consistency reliability, content validity, convergent validity and 

discriminant validity (Hair, Hult, Ringle, & Sarstedt, 2017; Hair et al., 2013; Henseler et 

al., 2009). 

3.9.1.1 Individual Item Reliability 

Outer loading of each measure of construct is evaluated to determine the reliability of 

individual items. This reliability technique has been suggested by many researchers and 

statisticians (Hair, Sarstedt, Ringle, & Mena, 2012; Hair et al., 2013; Hulland & Business, 

1999). The threshold value suggested by researchers (Hair et al., 2017)  regarding loading 

is that it should be above the common threshold of 0.708. 

 

Assessment of
measurement                                                             

modele

• Examining individual item reliability

• Ascertaining internal consistency reliability

• Ascertaining convergent validity

• Ascertaining discriminant validity

Assessment of
structural

model

• Assessing the significance of path coefficients

• Evaluating the level of R-squared values

• Determining the effect size

• Ascertaining the predictive relevance

• Goodness of Fit Index
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3.9.1.2 Internal Consistency Reliability 

Internal consistency is a measure of reliability is also a significant analysis to obtain 

unbiased results. It means that the same construct should be measured by all the items on 

a specific subscale. Composite reliability and Cronbach’s alpha are the most suitable and 

widely used measures to estimate internal consistency (McCrae, Kurtz, & Yamagata, 

2011). However, many researchers have said that the composite reliability coefficient is 

more reliable as compared to Cronbach’s alpha because composite reliability represents 

individual contributions of loading rather than assuming the contribution all items on its 

specific construct (Götz, Liehr-Gobbers, & Krafft, 2010). However, this study relies on 

both the Cronbach’s alpha and the composite reliability coefficient to determine the 

reliability. Therefore, in the case of Cronbach’s alpha and composite reliability, the 

benchmark to measure reliability for both is at least .70 or more as (Hair et al., 2017; Hair 

et al., 2011) suggested. 

3.9.1.3 Convergent Validity 

Convergent validity is also a crucial metric to measure before moving to a structural model 

of PLS. It refers to the measure of items and shows that they are related. It tests the validity 

of constructs. Moreover, it also shows  to what extent other measures are related or 

correlated in the similar constructs (Hair, Black, Babin, Anderson, & Tatham, 2006). 

Fornell and Larcker (1981) who introduced this technique, which is named it average 

variance extracted (AVE). For the validity of a construct, Chin (1998) suggested that the 

value of AVE should be equal to or more than 0.5. 
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3.9.1.4 Discriminant Validity 

Like convergent validity, discriminant validity is also considered to be a measure of 

construct validity. According to Messick (1989), discriminant validity is an indication that 

a measure is not disproportionately related to other comparable, yet different, constructs. 

Correlation coefficients between measures and construct of thoughtfully distinctive 

develop are generally given as confirmation of discriminant validity. If the correlation 

coefficients are high, this demonstrates an absence of discriminant or divergent validity, 

contingent upon the hypothetical relationship and the extent of the coefficient. It can also 

be validated through AVE value, but the square root should be determined first. However, 

if the square root of AVE has a higher value as compared to other correlations on the 

construct, then its discriminant validity can be assured. Fornell and Larcker (1981) 

suggested that diagonal value of square root should be more than the its correlation value 

with other constructs. 

The other criteria to ensure discriminant validity of the latent construct is cross loading 

recommended by Henseler et al. (2014). According to the cross loadings criterion, items 

factor loadings should load higher on its respective latent construct than other latent 

constructs in the model (Henseler et al., 2014). The current study employed both criteria to 

determine or ensure the discriminant validity of the latent constructs through Smart-PLS 

3.2.7. 

3.9.2 Assessment of Structural Model (Inner Model) 

After determining the validity and reliability of the outer model, the inner model 

assessment may be carried out. However, prior to the inner model assessment, the current 

study has ensured that there is no multicollinearity problem in the model as suggested by 
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(Hair et al., 2017). Multicollinearity problem occur when latent constructs are highly 

correlated with each other. The variance inflation factor (VIF) technique was employed to 

examine for multicollinearity problems in the model. The VIF value of each latent 

construct should not be more than 10 (Hair, Anderson, Tatham, & Black, 1995).  

Structural model evaluation is also an important element. Five assessments are important 

to determine structural model evaluation, namely: (1) determining the significance of path 

coefficients, (2) R2 value, (3) effect size of each latent construct, (4) predictive relevance 

or Q2, and (5) goodness of fit. 

3.9.2.1 Assessment of Significance of the Structural Model of PLS 

After the reliability and validity of the measurement model was completed, the next step 

was a structural model that has been evaluated through standard bootstrapping. According 

to suggested the t-value of Hair et al. (2013), the significance of the relationship among 

latent construct can be examined in two tailed test on three level of significance such as 10 

percent (t-value=1.65), 5 percent (t-value=1.96) and 1 percent (t-value=2.57). Partial least 

square analysis is a type of statistical technique, which is a combination of multiple 

regression and principal component analysis (Abdi, 2007). The technique takes into 

consideration the loading factor of each element when the value of constructs variable 

structures is entered into the model. The major benefit of using PLS regression is its 

usefulness for small sample sizes. PLS has also the ability to model latent constructs under 

different conditions like a small sample size or non-normality (Chin, 1998). For a more 

understandable model, a more complex equation model can be utilized by using PLS. To 

apply partial least squares regression, Smart PLS software version (3.2.7) was utilized.  
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Furthermore, PLS is also popular for different regression concerns such as multicollinearity 

(Martens, 2001; Wold, 2001). Multicollinearity refers to different linear dependencies in 

the data. This issue occurs when the values of two or more independent variables are highly 

associated with each other making interpretations of regression coefficients difficult (Paul, 

2006). The issue of multicollinearity can be resolved through Smart-PLS software. 

Moreover, other assumptions like the elimination of outliers and the validation of data 

normality will also be fulfilled before applying partial least squares regression.  

3.9.2.2 Coefficient of Determination 

After determining the path coefficients of the latent variables, next step was to examine the 

value of R-squared which is predictive ability of the latent independent variables to explain 

the variations in the latent dependent variable (N. Saad, 2011). According to Hair et al. 

(2017) R2 values of 0.75, 0.50, or 0.25 for endogenous latent variables can, as a rule of 

thumb, be respectively described as substantial, moderate, or weak, respectively. 

3.9.2.3 Effect Size of Latent Variables 

Besides, the evaluation of R2, another measure to evaluate the inner model is effect size 

denoted as the f2. The effect size indicated a change in total variance or change in R2 due 

to the exclusion of any exogenous variable. In simple words, effect size alludes the 

contribution of each independent variable in the R2. Rules for assessing f2 are that values 

of 0.02, 0.15 and 0.35, respectively, represent small, medium, and large effects (Cohen, 

1977) of the exogenous latent variable. Contrarily, Kenny (2015) suggested that 0.005, 

0.01 and 0.025 considered more factual standards for small, medium, and large effect sizes, 

respectively. The current study employed criteria that mentioned by Kenny (2015) to 

determine effect size. 



Universlti Utara Malaysia 

 

158 
 

3.9.2.4 Predictive Relevance  

The model’s predictive relevance ability is also an estimation of structural model. Stone–

Geisser criterion is used to estimate the predictive relevance (Geisser, 1975; Stone, 1974). 

It assumes that an inner model must be able to give evidence of prediction of the 

endogenous latent construct’s indicators (Henseler et al., 2009). Subsequently, predictive 

relevance Q2 assessment can be carried out using Stone-Geisser’s Q2 test that can be 

estimated through blindfolding processes (Hair et al., 2013; Henseler et al., 2009). 

Blindfolding procedure produces general cross-validating metrics Q2. As recommended by 

Hair et al. (2017), the cross-validated redundancy measure most reliable indicator of the 

Q2 of the examined model. Q2 value must be greater than zero. 

3.9.2.5 Goodness of Fit Index 

Another evaluation criterion is the global Goodness-of-Fit (GoF) Index. However, there 

are many arguments on the usefulness of this criterion on the validating model (Hair et al., 

2013; Henseler & Sarstedt, 2013). On one hand, Tenenhaus, Amato and Esposito Vinzi 

(2004) propose that GoF can be applied to PLS-SEM to compare performances produced 

by models. As proposed by Tenenhaus et al. (2004), GoF is the geometric mean of the 

average communalities (outer measurement model) and the average R2
 of endogenous 

latent variables. However, others argue that no such global measure of GoF is available for 

PLS-SEM (Hair et al., 2017; Hair et al., 2013; Henseler & Sarstedt, 2013). Additionally, 

Henseler and Sarstedt (2013) challenged the applicability of GoF in PLS-SEM as their 

simulation results indicated that it is not useful for model validation but facilitated in the 

assessment of model regarding the different sets of data. The current study has employed 
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the standardized root mean square residual (SRMR) as the goodness of fit index 

recommended by Hair et al. (2017). 

3.10 Pilot Testing 

The study recreated the measures that different analysts have utilized as a part of their 

studies. Subsequently, a pilot study was crucial and was undertaken to test the 

understanding of the questionnaire items by the self-employed of Libya. All the more 

important, the pilot test was necessary to guarantee that the wording and the order of the 

questions are justifiable and clear. Feedback of the pilot test helped in the determination of 

the quality of the scales and the need to clarify scales and to either add or eliminate 

statements and questions. In addition, remarks or proposals from respondents in the pilot 

study allowed for further changes to the substance of the questionnaire.  

This study has adopted the three phases of pilot study as suggested by Forza (2002). Firstly, 

the questionnaire was distributed to academics who are experts in the area of tax-related 

studies. These experts read the instrument, provided suggestions and validated its contents. 

Secondly, following the suggestions of the experts, a revised questionnaire was distributed 

to 50 self-employed individual taxpayers in Tripoli to ensure the reliability of the scale 

prior to the distribution of final and refined questionnaire (Plaza-Úbeda, de Burgos-

Jiménez, & Carmona-Moreno, 2010; Van Teijlingen & Hundley, 2002). A total of 44 

questionnaires were returned of which 40 were properly completed and thus, considered 

usable for the pilot study. Lastly, the instrument was refined as necessary according to the 

suggestions of respondents in the pilot group.  
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Table 3.14 Shows the results of the pilot study. It shows that all reflective constructs met 

the threshold value of 0.7 of composite reliability (Hair et al., 2017) to ensure the reliability 

of all latent constructs. However, a few items of latent constructs did not meet the threshold 

value (0.7) of factor loadings (Hair et al., 2017). Those items, IP6, NP3, TM4, TM7, TM8, 

TP2 and PI3 were thus, deleted from the final model. Therefore, the final questionnaire (as 

attached in Appendix A) was deemed to be internally consistent or reliable before the final 

data collection. 

Table 3. 14  

Reliability Analysis of the Pilot Study 

Variable   Composite Reliability 

Islamic perspective (IP) 0.893 

Islamic Religiosity (IR) 0.924 

National pride (NP) 0.832 

Trust in government (TG) 0.740 

Tax Knowledge (TK) 0.927 

Tax Morale (TM) 0.927 

Tax Fairness (TF) 0.950 

Tax Audit (TA) 0.915 

Tax Penalty (TP) 0.852 

Political affiliation (PA) 0.935 

Political instability (PI) 0.777 

Tax Noncompliance (TNC) 0.950 
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3.11 The Questionnaire Design  

The questionnaire or research instrument is an integral part in primary studies where data 

has to be collected by distributing questionnaires to respondents. Therefore, this study 

developed a questionnaire to collect data from respondents in Libya. The questionnaire was 

divided into various sections, accompanied by a cover letter. The cover letter explained the 

objectives of the study ensuring the respondents of the confidentiality of their responses 

and their identity. For Section A, respondents were asked about their demographic 

information including age, gender, education, and source of income. Section B through 

Section M listed questions about Islamic Perspective, Islamic Religiosity, National Pride, 

Trust in Government, Tax Knowledge, Tax Morale, Tax Fairness, Tax Audit, Tax Penalty, 

Political Affiliation, Political Instability and Tax Noncompliance, respectively. However, 

sections B to M explains how the current study attempts to answer research objectives 1 

and 2, as mentioned in chapter 1.  Respondents were asked to provide responses to the 

items in all sections based on a 5-point Likert scale ranging from 1 to 5 where 1 indicates 

“Strongly disagree” and 5 indicates “Strongly agree”. 

The questionnaire was originally written in the English Language then translated into 

Arabic with the help of colleagues who are fluent in both languages. The researcher 

discussed the translated draft (in Arabic) with other doctoral students in the field of 

accounting whose native language is Arabic. Furthermore, the English and Arabic versions 

were then sent to language experts of both languages to seek their expert opinion. They 

were satisfied with the contents of the cover letter, the questionnaire items and highlighted 

several grammatical errors which were rectified before the questionnaires were finally 

distributed. Thus, the final questionnaire in Arabic Language as attached in Appendix B. 
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3.12 Data Collection Procedures 

The questionnaires were distributed and retrieved from the respondents using personally 

administered questionnaires method, where it is recommended by Sekaran and Bougie 

(2016) to use this method when the questionnaire is limited to a local area, it also has the 

advantage that the researcher or a member of the research assistants can collect the 

completed questionnaires in a shorter period of time and managing the questionnaires for 

large numbers of individuals at the same time is less expensive and less time consuming 

and does not require much skill to manage the questionnaire. Several of prior studies in the 

same area used this method, for example, Abdul-Jabbar (2009), Saad (2011), Alabede 

(2012) and Mas’ud (2016). In addition, this method is more appropriate because Libya is 

suffering from weak Internet and telecommunications services, as well as the lack of postal 

services. 

The data collection process started after receiving permission to collect data from UUM on 

March 13th, 2017 (see Appendix C). Also, a letter of introduction of the researcher was 

obtained from the Embassy of Libya/Academic Affairs in Malaysia (in Arabic from see 

Appendix D). The researcher travelled to Libya to conduct a pilot study from April 25th - 

June 28th, 2017. The full survey was conducted from August 2nd - December 14th, 2017. 

On arrival in Libya, the researcher obtained recommendation letter written in Arabic from 

the Ministry of Education Scholarship Administration on April 24th, 2017, this letter is a 

definition and recommendation of the researcher (see Appendix E). The author consulted 

with the staff of General Administration of Taxation in Tripoli (in whose jurisdiction the 

study was conducted) and obtained a list of a registration number of each individual 

taxpayer from their records. After this, the author utilized a simple random technique to 
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identify respondents, and 498 registration numbers were chosen. According to Sekaran and 

Bougie (2016), the random sampling technique is less bias and provides the most 

generability power. It is normally applied when all elements in the study population have 

a known and equal chance of being chosen in the sample. Further, Sekaran and Bougie 

(2016) suggested the use of computer technologies to generate random numbers from the 

study population. For the purpose of this study, the random sampling technique was applied 

using Excel4 spreadsheet and the sampling frame of registration numbers of self-employed. 

Then the researcher was able to obtain a list of individual taxpayers with some details on 

April 25th, 2017, in order to ensure the anonymity of the respondents, these lists cannot be 

attached. A researcher nominated some assistants in the process of distributing and 

retrieving the questionnaire among respondents. After achieved the pilot study, the final 

questionnaire was sent by the research assistants on August 2nd, 2017, to the respondents 

taken from the list provided by the General Administration of Taxation in Tripoli. 

The research assistants distributed 498 questionnaires to respondents and each 

questionnaire has a cover letter declaring the objective of the study and the anonymity of 

the respondents would be preserved. And they made personal visits, telephone calls, SMS, 

consultation and gifts were used as tools to enhance the motivation of respondents as 

recommended by Smith and Albaum (2010). A time frame has been set to retrieve 

completed questionnaires from respondents by assistants, which was six weeks until 

                                                           
4 The next steps were used to identify respondents: A new column was added within the spreadsheet and 

name it Random_number. In the first cell underneath the heading row, typed “= RAND()”. Press “Enter,” 

and a random number appear in the cell. Copy and paste the first cell into the other cells in this column. Each 

row contains a random number, sort the records by Random_number column. Choose the first 498 

registration numbers. Those will be the random 498 out of 16,543 registration numbers of self-employed 

taxpayers. 
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September 13th, 2017. At the end of this period, only 78 questionnaires (75 valid responses) 

were retrieved from the respondents, and since the number of returns was small, an 

additional period was given to follow up the delayed respondents until December 14th, 

2017. At the end of data collection time, the research assistants collected 245 

questionnaires (237 valid responses) from the respondents. So, the total number of 

questionnaires were retrieved from the respondents was 323 questionnaires, and 11 

questionnaires were unusable, thus 312 were valid questionnaires. 

However, the sample size of the current study was increased by 30% as recommended by 

Israel (1992). Thus, the final sample size was increased to 489 from 383 to avoid the 

possibility of non-response rate. A total number of 498 questionnaires were distributed to 

the Libyan self-employed taxpayers in the city of Tripoli. However, 323 questionnaires 

were returned (response rate 65.9%), and 312 were useable questionnaires (response rate 

62.7%).  

According to the suggestion of Nulty (2008) response rate of 50% is accepted. 

Furthermore, Babbie (2007) and Groves (2006) suggested that in the review of social 

researches suggested that the response rate of 50% is sufficient for analysis and reporting, 

and the response rate of 60% is good and 70% is very good. Consequence, the response 

rate of 62.7% of the current study was good for analysis and reporting.
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CHAPTER 4 

DATA ANALYSIS 

4.1 Introduction 

This chapter provides a discussion of the procedure of statistical analysis that was applied 

to achieve the objectives of the study. The statistical analysis starts with the data cleaning 

process to assure the authenticity of data for final analysis. The data cleaning process 

includes the identification of missing values and outliers. Moreover, normality and 

multicollinearity of data were also assured in this chapter before the evaluation of the inner 

and outer model. Following this, the reliability and validity of measurement model using 

the prescribed criteria were established. Finally, hypotheses testing, and the overall model 

evaluation was assessed under the structural model. 

4.2 Partial Least Squares Structural Equation Modelling (PLS-SEM) 

Partial Least Square (PLS) is under two types of Structural Equation Modelling (SEM). 

According to Hair 2017 SEM is a robust statistical method which can identify the 

relationships in social-science researches, and it is a technique under which there are two 

popular approaches CB-SEM and PLS-SEM. There are several rationales for using one of 

the two types of SEM in research (Hair et al., 2017). Table 4.1 shows the rule of thumb for 

using CB-SEM and PLS-SEM. 
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Table 4. 1  

Rule of Thumb for Using CB-SEM and PLS-SEM 

Issue CB-SEM PLS-SEM 

Research Aim Theories testing, comparison 

and confirmation 

Predicting key target construct, 

exploratory research, and 

extension of an existing structural 

theory 

Measurement Model 

Specification 

Mostly reflective measures Both formative and reflective 

measures 

Structural Model Non-recursive model Complex model 

Assumptions Parametric with sample size 

and data distribution 

assumptions 

Nonparametric, it does not 

require assumptions to be 

fulfilled 

Sample Size Large Large and Small 

Model Specification If research requires goodness- 

of-fit criterion 

If research will use latent 

variable scores in subsequent 

analyses 

Source: Mas’ud (2016) which adapted from (Hair et al., 2011)  

Consequence, based on the rules of thumb of Hair et al. (2017), the current study utilized 

PLS-SEM for some justifications: The present study is an exploratory study aimed to 

predict the impact of determinants of tax noncompliance. In addition, the study did not test 

or compare theories. Also, this study has a complex structure model as it examined both 

the direct and indirect effect of the study variables. Additionally, since there are new 

measures, the nonparametric analysis was necessary to meet certain presumptions via 

covariance-based SEM. Hair et al. (2017) and Rigdon (2016) argued that the use of PLS-

SEM analysis is especially promising when violating the CB-SEM premises in terms of 

distribution assumptions, the supposed cause and impact relations are not adequately 

explored, and when the model very complex models. However, PLS-SEM is a prediction 

approach to SEM because it focuses on the explanation of variances (Ali, Rasoolimanesh, 
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Sarstedt, Ringle, & Ryu, 2018). Thus, the current study utilizes PLS-SEM analysis to fulfil 

the study objectives. 

4.3 Response Rate and Final Sample 

A total of 498 questionnaires were distributed to self-employed taxpayers in the city of 

Tripoli. Table 4.2 shows that of the 498 questionnaires, 323 questionnaires were returned 

for a response rate of 65.9 percent. However, of the returned questionnaires, 312 were 

received in useable form for the final data analysis hence, the valid response rate was 62.7 

percent. The response rate was acceptable in a paper survey as it was significantly higher 

than the suggested response rate on previous studies of 50 percent as suggested by scholars 

(Nulty, 2008). In addition, Babbie (2007) and Groves (2006) stated that, in the social 

researches suggested that, the response rate of 50% is enough for analysis and reporting, 

the response rate of 60% is good and 70% is very good. Consequence, the response rate of 

62.7% of the present study is good for analysis and reporting. 

Table 4. 2  

Final Sample 

 Frequency Percentage (%) 

Questionnaires Distributed  498 100% 

Questionnaires Returned after Response 323 65.86% 

Questionnaires with Valid Responses 312 62.65% 

 

4.4 Response Biases 

The issue of response bias was tackled by increasing 30% sample size as suggested by 

Israel (1992). Additionally, in an attempt to enhance the motivation of respondents, the 

researcher made personal visits, telephone calls, SMS, consultation and gifts were used as 

tool (Smith & Albaum, 2010) resulting in a good response rate. Data was collected over a 
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period of five months, which was longer than expected. Due to the longer length of time for 

data collection, there may be a difference in opinions of respondents who responded early 

versus those who responded later (Armstrong & Overton, 1977). The possible differences 

between early and late respondents were compared by using the length of time taken to 

receive the questionnaires. Thus, the study categorized the responses into two groups on 

the basis of time frame. A total of 75 questionnaires (24 percent) which were received 

within the first six weeks after distribution were categorized as “early” while another 237 

questionnaires (76 percent) which were received in the remaining 12 weeks were 

considered “late”. In addition, independent sample t-test for all study variables including 

independent, moderating and independent variables were carried out to examine the bias 

among groups. In order to account for the difference between the variance of “early” and 

“late” respondents, Levene's (1961) test for equality of variance was employed. By 

following Levine’s test and to identify the exact p-value related to the hypotheses using 

95% level of confidence interval, a two tailed equality of means t-test was conducted. It 

guides the decision about significant differences between the two groups. If the value of 

each variable in Levene’s test is insignificant at 95% level of confidence (more than 0.05) 

then the variance between the two groups (“early” and “late” respondents) are considered 

as equal (Pallant, 2007) as in the case of current study. Table 4.3 reports the frequency of 

the “early” and “late” respondents and Appendix F showed the results of Levene’s test. 

Table 4. 3  

Frequencies of Early and Late Respondents 

Responses Frequency Percent Valid Percent 

“Early” 75 24.0 24.0 

“Late” 237 76.0 76.0 

Total 312 100.0 100.0 
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Results from Table 4.3 indicated that the total number of “early” and “late” respondents 

was 75 (24 percent) and 237 (76 percent), respectively. In line with the recommendations 

of  Pallant (2007) and studies in the same area such as Alabede (2012) and Mas’ud (2016), 

this study also used Levene’s test to examine the difference between “early” and “late” 

respondents. 

Pallant (2007) suggested that if the result under the Levene's test for equality of variance 

indicated a value greater than 0.05, the data does not violate the presumption of equal 

variation, and therefore a non-response bias could be assumed. A table of the results of the 

Independent Sample t-test which employing Levene’s test is attached (see Appendix F). 

The table shows the following values: Islamic Perspective (0.137), Islamic Religiosity 

(0.869), National Pride (0.439), Trust in Government (0.077), Tax Knowledge (0.105), Tax 

morale (0.583), Tax Fairness (0.421), Tax Audit (0.293) Tax Penalty (0.654), Political 

affiliation (0.554), Political Instability (0.715) and Tax Noncompliance (0.646). Results 

showed that there is insignificant difference between the “early” and “late” respondents as 

all values were greater than 0.05. Generally, no significant differences between “early” and 

“late” respondents was shown by the two-tailed t-test based upon the variables in the study. 

Results of the independent sample t-test showed that the difference between “early” and 

“late” respondents is insignificant. Thus, the problem of non-response bias is not present. 

4.5 Data Screening 

Data screening is a crucial process to ensure the authenticity of the data for multivariate 

analysis. It also ensures that data is in accordance with the basic assumptions of 
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multivariate analysis. Generally, in the screening process, data is checked for missing 

values and outliers as outliers are potential values to influence the dependent variable 

significantly. 

4.5.1 Missing Data Analysis 

Problems caused by missing values were closely handled by the researcher as smart PLS 

does not accept a file with missing values. According to Hair, Hult, Ringle and Sarstedt 

(2013), missing values can be interchanged by the mean value of that specific item if the 

missing values are less than 5% per item. In order to ensure that data there were no missing 

values, this study used SPSS 25 and identified that none of the questionnaires qualified in 

the final sample had missing values. Thus, there was no need to use the mean replacement 

method to overcome missing value issues. 

 4.5.2 Outliers 

Outliers are values that have the potential to challenge the authenticity of data. these values 

have a greater load on the dependent variable as compared to other values. Hence, to 

confirm the credibility of the data, this study also accounts for any potential influential 

points in the data using Cook’s distance test. Cook’s distance (Di) is a statistical technique 

generally applied to identify any outlier in the data.  Cook’s distance interpretation is to 

investigate any point over 4/n, where n stands for the number of observations, consensus 

seems to be that a Di value of more than 1 indicates an influential value (Hair, Black, Babin, 

& Anderson, 2010). However, in this study, the results of Di indicate that none of the items 

as well as variables have Di value greater than 1 which confirms that there were no outliers 

in the data. 
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4.6 Demographic Analysis 

Table 4.4 shows an analysis of the respondents’ demographics. The table shows that 259 

(83.01%) of the respondents are male while 53 (16.99%) are female. The questionnaire 

categorized age into six groups. The highest number of respondents were in the 41 - 40 age 

group for a total of 114 (36.54%) respondents, followed by respondents in the 31 - 40 age 

group with 107 (34.30%) respondents. Interestingly, there were nine (2.88%) respondents 

below the age of 20 and another 25 (8.01%) respondents between the ages of 20 - 30 years 

old. Furthermore, there were 41 (13.14%) respondents over 50 years old, and 16 (5.13%) 

respondents who were older than 60 years old. 

Table 4.4 also shows that the largest number of respondents of 124 (39.734%) who are 

self-employed have a Bachelor’s degree or equivalent while 86 respondents (27.57%) have 

a High School education or equivalent. Additionally, 67 (21.47%) of the respondents have 

a University Master’s degree or PhD and only 35 (11.22%) of the respondents have Primary 

School education. 

The source of income for the largest number of 96 (30.77%) self-employed respondents 

was Crafts5 while 87 (27.89%) respondents earned income from Professions6 such as 

medical, legal, accounting, engineering, authorship and writing, and technical. Another 86 

                                                           
5 Income resulting from the exercise of craft work: such as blacksmithing, carpentry, repair workshops of 

cars, watches and machinery, and the like. 
6 Income subject to the tax of free professions: such as medical profession, legal profession, the accounting 

profession, profession engineering, the profession of authorship and writing, and technical professions. 
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(27.56%) of the self-employed earned income from Industry7 and for the remaining 43 

(13.78%) respondents, their source of income was in Trade8.  

Table 4. 4  

Respondents’ Demographics 
Variable Category Frequency Percentage 

Gender Male 259 83.01 

Female 53 16.99 

Age Below 20 years 9 2.88 

20 – 30 years 25 8.01 

31 – 40 years 107 34.30 

41 – 50 years 114 36.54 

51 – 60 years 41 13.14 

Above 60 years 16 5.13 

Education Primary school education 35 11.22 

High School education or Equivalent 86 27.57 

Bachelor’s degree or Equivalent 124 39.74 

University Master’s degree/ PhD 67 21.47 

Source of Income Trade 43 13.78 

Industry 86 27.56 

Crafts 96 30.77 

Professions 87 27.89 

 

4.6.1 Descriptive Statistics of Latent Variables 

Descriptive statistics of the latent variables were calculated for means, standard deviations 

and minimum to maximum scores. All the latent variables were estimated by using a 5-

point Likert scale ranging from 1 = “Strongly disagree”, 2 = “Disagree”, 3 = “Undecided”, 

4 = “Agree”, and 5 = “Strongly agree”. The 5-point Likert scale was classified into three 

categories for the purpose of easy interpretation. These categories were low, moderate and 

high. According to Mas’ud (2016) scores of less than 2.33 (4/3+ lowest value 1) were 

                                                           
7 Income resulting from the exercise of industrial work: such as the activities of factories and laboratories 

and other agro-industries and traditional. Also doing business services such as restaurants, cafes, hotels, 

laundry, cleaning and shaving shops. 
8 Income resulting from the conduct of trade: such as land division and sale, management of fixed and 

movable property and services, and their management by third parties, conduct any business activity 

including normal business and brokering, the use of agricultural land by its owners (such as rental income of 

the land), doing contracting works, activities of ranching cattle, poultry, bees and other animals, the activities 

of transporting goods, income arising from any other source which no other tax is applicable unless the 

income is not excluded by law, incidental income that is not related to the principal activity of the taxpayer. 
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considered as low, scores of more than 3.67 (highest value 5- 4/2) were assumed as high 

while values in between these two categories were taken as moderate.  

The Table 4.5 shows the descriptive statistics of the latent variables. Values reported in 

Table 4.5 shows that the mean scores of all the latent variables were in the moderate 

category with mean scores ranging between 2.9912 to 3.4920. While the high value of 

standard deviation shows that data is highly scattered in terms of differences of opinion 

among the respondents. According to Larson-Hall (2010) a smaller standard deviation is 

closer to the mean and larger ones are more spread out. The numerical summary shows that 

standard deviations are quite small (between 1.06 to 1.23) indicating low variations in data. 

In particular, the mean value of Islamic Perspective is 3.28 and the standard deviation is 

1.23, indicating similarity of respondents’ opinion towards Islamic Perspective. In 

addition, Religiosity showed a mean value 2.99 and standard deviation of 1.18 which also 

revealed a moderate agreement on Religiosity.  

National Pride showed a mean value of 3.49 and standard deviation of 1.18 which also 

indicate a moderate agreement on National Pride. Moreover, Trust in Government showed 

a mean value of 3.37 and standard deviation of 1.12 showing moderate agreement on Trust 

in Government.  

Tax Knowledge showed a mean value of 3.33 and standard deviation of 1.08 while Tax 

Morale showed a mean value of 3.38 and standard deviation of 1.06 indicating their 

moderate agreement on Tax Knowledge, and Tax Morale, respectively. Similarly, a mean 

value for Tax Fairness of 3.39 and standard deviation of 1.19 showed the respondents’ 

moderate view about Tax Fairness. In addition, Tax Audit also showed a moderate view of 
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respondents where the mean value was 3.32 and standard deviation was 1.15. Tax Penalty 

showed a mean value of 3.32 and standard deviation of 1.17 which showed a moderate 

agreement among respondents about Tax Penalty.  

Moreover, Political Affiliation had a moderating agreement among respondents where the 

mean value was 3.32 and standard deviation was 1.07. Political Instability showed a mean 

value of 3.21 and standard deviation of 1.11 also pointing out the respondents’ moderate 

view. Lastly, Tax Noncompliance showed a mean value of 3.28 and standard deviation of 

1.17 showing moderate agreement among respondents.  

Table 4. 5  

Descriptive Statistics of Latent Variables 

 n Minimum Maximum Mean Std. Deviation 

Islamic Perspective 312 1.00 5.00 3.2782 1.22809 

Islamic Religiosity 312 1.00 5.00 2.9912 1.18272 

National Pride 312 1.00 5.00 3.4920 1.16553 

Trust in Government 312 1.00 5.00 3.3686 1.11766 

Tax Knowledge 312 1.00 5.00 3.3256 1.07977 

Tax Morale 312 1.00 5.00 3.3833 1.06338 

Tax Fairness 312 1.00 5.00 3.3878 1.19225 

Tax Audit 312 1.00 5.00 3.3248 1.15281 

Tax Penalty 312 1.00 5.00 3.3157 1.12720 

Political Affiliation 312 1.00 5.00 3.3224 1.07471 

Political Instability 312 1.00 5.00 3.2131 1.10567 

Tax Noncompliance 312 1.00 5.00 3.2783 1.17384 
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4.7 Diagnostic Analysis 

Diagnostic tests are as important as the data cleaning process and is essential for the 

authenticity of data. Diagnostics test are also known as assumptions of regression analysis. 

The following sections illustrate the diagnostic tests applied in this study. 

4.7.1 Normality 

The test of normality describes whether the drawn sample is normally distributed or 

otherwise. Among the numerous approaches available, the most widely used in research 

are the Kolmogorov-Smirnov test and Shapiro-Wilks. However, these tests only 

emphasized on the acceptance or rejection of normality assumptions but does not consider 

the severity of non-normal data or described in these tests. Although the PLS-SEM deals 

effectively with non-normal data, the recent stream of studies are suggested to account for 

the normality of data and check the degree of normality or nonnormality of data using 

skewness and kurtoses (Hair, Hult, Ringle, & Sarstedt, 2016). For this, absolute skewness 

and kurtosis values of greater than 3 and 10, respectively are suggestive of non-normal data 

(Kline, 2015).  

Table 4.6 shows the results of normality tests for the selected variables. Moreover, the 

normality of data was also drawn and proven through a histogram as shown in Figure 4.1 

shows a low-peaked bell. The results showed that the assumption of normality is 

confirmed. 
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Table 4. 6  

Normality Test 
  Skewness Kurtosis 

N Statistic Standard Error Statistic Standard Error 

Islamic Perspective 312 -.436 .138 -1.302 .275 

Islamic Religiosity 312 -.109 .138 -1.030 .275 

National Pride 312 -.466 .138 -1.068 .275 

Trust in Government 312 -.265 .138 -1.117 .275 

Tax Knowledge 312 -.295 .138 -1.146 .275 

Tax Morale 312 -.803 .138 -0.645 .275 

Tax Fairness 312 -.403 .138 -1.149 .275 

Tax Audit 312 -.334 .138 -1.161 .275 

Tax Penalty 312 -.359 .138 -1.227 .275 

Political Affiliation 312 -.318 .138 -1.212 .275 

Political Instability 312 -.189 .138 -1.301 .275 

Tax Noncompliance 312 -.315 .138 -1.335 .275 

Note: N = Number of observations 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4. 1  

Normality Histogram 
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4.8 Content Validity 

For validity testing, content validity test was conducted. Content validity means how the 

indicators capture the construct's domain content (Hair et al., 2017). Researchers should 

pay greater concern to the content validity of the measurements, by representing the 

indicators to determine the domain or at least the main aspects of the concept inherent in 

research (Hair et al., 2017). Content validity was implemented with the assistance of 

colleagues who are fluent in both languages English and Arabic. Then the researcher 

discussed the questionnaire draft in the Arabic Language with other PhD students in the 

same field of accounting and taxation, and whose mother tongue language is Arabic, their 

recommendations were taken into consideration when formulating the final questionnaire 

used in the current study.   

Moreover, the English and Arabic drafts were thereafter sent to whose experts in both 

languages to obtain their opinion. The experts were satisfied with the cover letter and the 

questionnaire items, however, they highlighted various grammatical mistakes which were 

amended before the final draft of the questionnaire was distributed. Finally, the pilot study 

as a mean of justifying the content validity was also conducted. Thus, the evaluation and 

recommendations of the experts, also the feedback which was received from the pilot study, 

confirmed useful in formulating the final questionnaire. 

4.9 Assessment of Outer Model 

The evaluation of measurement model is an initial step in the PLS-SEM as it clarifies the 

relationship between constructs and its respective items or indicators. Moreover, the 

evaluation of inner or structural model cannot be possible without assessing the outer 

model. The measurement model of the study has been evaluated using a reflective 
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measurement model criterion. In the reflective measurement model, reliability and validity 

can be assessed using internal consistency (composite reliability), convergent validity 

(average variance extracted) and discriminant validity (Hair, Sarstedt, Ringle, & Gudergan, 

2017). The following section described the assessment of measurement model in detail. 

4.9.1 Internal Consistency Reliability 

According to Hair et al. (2017) the internal consistency reliability is the initial criterion 

should be evaluated. And the first step involved in establishing the measurement model is 

to confirm the internal consistency reliability. Generally, internal consistency reliability 

refers to how well items of a construct represent that construct, and it can be measured 

through two approaches Cronbach’s alpha or composite reliability (CR) (Peterson & Kim, 

2013). The most common and traditional measure to establish internal consistency 

reliability is Cronbach’s alpha, which supplies an evaluation of the reliability based on 

intercorrelations between sets of variables. However, Cronbach’s alpha is its assumption 

that all indicators are reliable. The number of items also affect the value of Cronbach’s 

alpha, and as a result, the value of Cronbach’s alpha undermines its reliability. In general, 

the threshold of Cronbach’s alpha is should greater than 0.7 considered acceptable (Hair et 

al., 2011). 

On the other hand, the PLS-SEM deals with individual items reliability. Taking into 

consideration the limitations of Cronbach’s alpha this research applied another more 

measure of internal consistency as suggested by previous researchers  (Hair et al., 2017). 

This measure is known as composite reliability (CR) and is based on individual items 

loadings. Hair et al. (2017) suggested that the value of CR should be greater than 0.7 while 

a CR value below 0.6 refers to lack of reliability. 
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Results in Table 4.8 confirmed the internal consistency reliability and indicate that the 

values for all constructs of Cronbach’s alpha were greater than 0.7. And the results also 

confirmed the composite reliability (CR) for all constructs were greater than 0.7. 

4.9.2 Convergent Validity 

Convergent validity is a phenomenon in which theoretically related indicators of a 

construct are in fact correlated. In other words, items of a construct are positively correlated 

with other measures of the same constructs. Moreover, most common measures used to 

establish convergent validity are outer loadings of a reflective measurement model and 

average variance extracted (AVE). Outer loadings of items also known as the indicators 

reliability, higher outer loading refers that items of a construct have much in common. 

Generally, a rule of thumb for outer loadings is that it should be greater than 0.708 and any 

item (which is statistically significant) with outer loading below this threshold should be 

considered for removal (Hair et al., 2017; Hair et al., 2013; Hulland, 1999). However, the 

removal of an item must be made carefully where the researcher must examine the effect 

of deletion of the item on the CR. If deletion affects the CR in a way that violates the critical 

value of CR, then the item must be retained (Henseler et al., 2009). The prescribed criteria 

of outer loadings had been met for a majority of the items, however, items with low outer 

loadings, namely, Islamic Perspective item #6, IP6 (0.644), Tax Knowledge item #5, TK5 

(0.587), and Tax Penalty item #1, TP1 (0.660) had been deleted (refer to Table 4.7).  

As discussed earlier, another measure to establish convergent validity is average variance 

extracted (AVE) where AVE will assess the value of the explained variance of a construct 

by its indicators. The value of AVE should be greater than 0.5 and a value of AVE less 

than the threshold level indicates that more variance remains in the error term. Table 4.7 
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shows the indicators’ outer loadings before items deletion, where no items are under the 

recommended threshold level. However, AVE of each construct met the threshold level 

recommended by Hair et al. (2017). Results obtained from the PLS algorithm are reported 

in Table 4.7 before deleting the items. Results revealed that a few items showed low factor 

loadings. 

Table 4. 7  

Convergent Validity (Before Deletion of items) 

Variables 
Items Factor Loadings 

Cronbach's 

Alpha 

CR AVE 

Islamic 

Perspective 
IP1 0.895    

IP2 0.899    

IP3 0.901 0.915 0.935 0.709 

IP4 0.806    

IP5 0.877    

IP6 0.644*    

Islamic 

Religiosity 
IR1 0.823    

IR2 0.812    

IR3 0.852 0.894 0.918 0.651 

IR4 0.821    

IR5 0.761    

IR6 0.767    

National Pride NP1 0.867    

NP2 0.909 0.914 0.940 0.796 

NP3 0.888    

NP4 0.904    

Trust in Govt. TG1 0.882    

TG2 0.913 0.920 0.943 0.806 

TG3 0.901    

TG4 0.895    

Tax Knowledge TK1 0.870    

TK2 0.867    

TK3 0.839 0.887 0.916 0.647 

TK4 0.842    

TK5 0.587*    

TK6 0.784    
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Table 4.7 (Continued) 

Variables 
Items Factor Loadings 

Cronbach's 

Alpha 

CR AVE 

Tax Morale TM1 0.922    

TM2 0.945    

TM3 0.930 0.944 0.957 0.818 

TM4 0.879    

TM5 0.842    

Tax Fairness TF1 0.946    

TF2 0.902 0.927 0.948 0.822 

TF3 0.931    

TF4 0.844    

Tax Audit TA1 0.894    

TA2 0.926 0.921 0.944 0.808 

TA3 0.872    

TA4 0.903    

Tax Penalty TP1 0.660* 0.880 0.914 0.681 

TP2 0.844    

TP3 0.863    

TP4 0.878    

TP5 0.862    

Tax 

Noncompliance 
TN1 0.887    

TN2 0.902    

TN3 0.904 0.947 0.958 0.791 

TN4 0.899    

TN5 0.917    

TN6 0.827    

Political Affiliation PA1 0.701 0.910 0.933 0.737 

PA2 0.885    

PA3 0.912    

PA4 0.894    

PA5 0.883    

Political Instability PI1 0.700    

PI2 0.862    

PI3 0.867 0.878 0.910 0.672 

PI4 0.886    

PI5 0.768    

Note: *These items will be deleted for failing to meet outer loading criteria.  

Table 4.8 shows the results of PLS algorithm after deleting the items that could not meet 

the threshold value. Islamic Perspective has a value for Cronbach's Alpha of 0.932, CR of 
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0.949 and an AVE of 0.788; Islamic Religiosity has Cronbach's Alpha of 0.922, CR of 

0.945 and an AVE value of 0.811; National Pride has Cronbach's Alpha of 0.914, CR of 

0.940 and a value of AVE of 0.796; Trust in Government has Cronbach's Alpha of 0.920, 

CR value of 0.943 and AVE value of 0.806 whereas Tax Knowledge showed Cronbach's 

Alpha of 0.905, CR of 0.930 and an AVE value of 0.725. Cronbach's Alpha values were 

0.944, 0.927, 0.901, 0.897, CR values were 0.957, 0.948, 0.938, 0.928 and AVE value of 

Tax Morale, Tax Fairness, Tax Audit and Tax Penalty were 0.818, 0.822, 0.836, 0.756, 

respectively. Finally, Cronbach's Alpha values were 0.947,0.910,0.877, CR values were 

0.958, 0.933, 0.914 and AVE values of Tax Noncompliance, Political Affiliation and 

Political Instability were 0.791, 0.737, 0.728, respectively. Consequently, the instruments 

used in the current study were valid and of the high level of reliability. 

Table 4. 8  

Convergent Validity (After Items Deletion) 

Variables Items Factor Loadings Cronbach's 

Alpha 

CR AVE 

Islamic Perspective IP1 0.903 0.932 0.949 0.788 

IP2 0.914   

IP3 0.915   

IP4 0.805   

IP5 0.897   

Islamic Religiosity IR1 0.903 0.922 0.945 0.811 

IR2 0.898   

IR3 0.896   

IR4 0.904   

National Pride NP1 0.867 0.914 0.940 0.796 

NP2 0.909   

NP3 0.888   

NP4 0.904   

Trust in Govt. TG1 0.882 0.920 0.943 0.806 

TG2 0.913   

TG3 0.901   

TG4 0.895    
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Table 4.8 (Continued) 

Variables 
Items Factor Loadings 

Cronbach's 

Alpha 

CR AVE 

Tax Knowledge TK1 0.874 0.905 0.930 0.725 

TK2 0.884   

TK3 0.858   

TK4 0.855   

TK6 0.782   

Tax Morale TM1 0.922 0.944 0.957 0.818 

TM2 0.945   

TM3 0.930   

TM4 0.879   

TM5 0.842   

Tax Fairness TF1 0.946 0.927 0.948 0.822 

TF2 0.902   

TF3 0.931   

TF4 0.844   

Tax Audit TA2 0.933 0.901 0.938 0.836 

TA3 0.886   

TA4 0.923   

Tax Penalty TP2 0.835     0.897 0.928 0.756 

TP3 0.889   

TP4 0.892   

TP5 0.881   

Tax Noncompliance TN1 0.887     0.947 0.958 0.791 

TN2 0.902   

TN3 0.904   

TN4 0.899   

TN5 0.917   

TN6 0.827   

Political Affiliation PA1 0.701     0.910 0.933 0.737 

PA2 0.885   

PA3 0.912   

PA4 0.894   

PA5 0.883   

Political Instability PI2 0.868    0.877 0.914 0.728 

PI3 0.866   

PI4 0.882   

PI5 0.794   
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Appendix G shows the convergent validity of the outer model. It includes factor loadings 

of individual items. It depicts the outer structure of the latent variables included in the 

proposed model. 

4.9.3 Discriminant Validity 

Assessment of discriminant validity is necessary to confirm that a construct is significantly 

different from other constructs empirically. In simple words, a construct should measure a 

unique issue or phenomenon (Hair et al., 2013; Henseler et al., 2009). Additionally, there 

are two most common methods to evaluate the discriminant validity. The most conservative 

method is cross-loadings while the second is Fornell and Larcker's (1981) criteria of 

discriminant validity. 

Specifically, in cross-loadings, a construct’s items must significantly and highly load on 

its construct than all other loadings. Moving through the matrix's rows and down the 

matrix's columns detects that each indicator is loaded higher on its corresponding variable 

than any other variable, thus, this provides the support that the latent variable scores expect 

for each item in its place better than the items in the other places (Chin, 1998). Cross-

loadings of the model (before deletion) have been reported in Table 4.9. It was observed 

that a few items load higher on other constructs than their respective constructs, which 

were Islamic Perspective item #6 (IP6), Islamic Religiosity item #5 (IR5), and item #6 (IR6), 

Tax Penalty item #1 (TP1), and Political Instability item #1 (PI1). Hence Table 4.10 shows 

the cross-loadings of items after deleting for the problematic items.  

Similarly, Fornell and Larcker (1981) is the second approach to assess the discriminant 

validity of the reflective model. It compares the square root of the AVE values with the 
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latent variable correlations. Fornell and Larcker's (1981) criterion is to determine whether 

the AVE is larger than the squared correlation with any other construct. Results of the 

algorithm are in Table 4.11 before items deletion. The higher diagonal value indicates that 

the Fornell and Larcker (1981) criteria of discriminant validity had been met after deleting 

the items. Table 4.12 shows that the criterion for discriminant validity had been fulfilled in 

this research. Overall, a few items found problematic to determine discriminant validity 

were Islamic Religiosity items #5 (IR5) and #6 (IR6), Tax Audit item #1 (TA1), and Political 

Instability item #1 (PI1) and were thus, deleted. 
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Table 4. 9  

Cross Loading (Before Deletion) 
  Perspective Religiosity Pride Govt. Knowledge Morale Fairness Audit Penalty TNC Affiliation Instability 

IP1 0.895 0.698 0.714 0.771 0.768 0.589 0.713 0.766 0.674 0.584 0.655 0.575 

IP2 0.899 0.696 0.741 0.754 0.806 0.653 0.702 0.746 0.671 0.619 0.674 0.581 

IP3 0.901 0.675 0.743 0.737 0.756 0.633 0.671 0.725 0.608 0.590 0.622 0.525 

IP4 0.806 0.535 0.595 0.565 0.658 0.506 0.537 0.577 0.584 0.588 0.507 0.568 

IP5 0.877 0.623 0.672 0.665 0.739 0.645 0.670 0.687 0.583 0.553 0.613 0.539 

IP6 0.644 0.806* 0.478 0.424 0.513 0.438 0.515 0.533 0.539 0.530 0.556 0.628 

IR1 0.545 0.823 0.478 0.464 0.518 0.461 0.496 0.501 0.490 0.448 0.515 0.594 

IR2 0.533 0.812 0.475 0.417 0.485 0.438 0.450 0.448 0.474 0.428 0.524 0.604 

IR3 0.588 0.852 0.511 0.457 0.523 0.460 0.502 0.516 0.451 0.458 0.545 0.502 

IR4 0.534 0.821 0.450 0.431 0.483 0.422 0.462 0.465 0.481 0.454 0.553 0.581 

IR5 0.787* 0.761 0.753 0.737 0.713 0.572 0.659 0.692 0.611 0.588 0.583 0.488 

IR6 0.770* 0.767 0.762 0.717 0.741 0.625 0.684 0.702 0.610 0.572 0.642 0.555 

NP1 0.730 0.672 0.867 0.733 0.699 0.608 0.677 0.701 0.667 0.588 0.632 0.595 

NP2 0.686 0.614 0.909 0.677 0.728 0.650 0.651 0.671 0.710 0.656 0.620 0.582 

NP3 0.668 0.661 0.888 0.747 0.711 0.675 0.673 0.676 0.735 0.654 0.641 0.604 

NP4 0.727 0.674 0.904 0.733 0.720 0.731 0.665 0.703 0.661 0.619 0.616 0.558 

TG1 0.661 0.594 0.773 0.882 0.714 0.653 0.651 0.658 0.672 0.604 0.582 0.556 

TG2 0.671 0.599 0.752 0.913 0.715 0.610 0.644 0.660 0.664 0.602 0.541 0.527 

TG3 0.715 0.634 0.678 0.901 0.744 0.579 0.680 0.669 0.642 0.558 0.560 0.530 

TG4 0.763 0.657 0.698 0.895 0.797 0.628 0.695 0.708 0.654 0.581 0.653 0.603 

TK1 0.748 0.627 0.658 0.743 0.870 0.582 0.627 0.625 0.560 0.536 0.633 0.500 

TK2 0.737 0.602 0.660 0.737 0.867 0.550 0.656 0.651 0.637 0.604 0.630 0.576 

TK3 0.680 0.583 0.694 0.709 0.839 0.596 0.678 0.655 0.646 0.640 0.600 0.576 

TK4 0.663 0.612 0.658 0.698 0.842 0.569 0.693 0.650 0.660 0.602 0.557 0.553 

TK5 0.527 0.492 0.426 0.367 0.587 0.410 0.418 0.410 0.465 0.491 0.399 0.493 

TK6 0.708 0.626 0.733 0.685 0.784 0.661 0.731 0.688 0.645 0.570 0.527 0.530 

TM1 0.633 0.551 0.676 0.635 0.630 0.922 0.617 0.635 0.643 0.514 0.575 0.519 

TM2 0.648 0.598 0.682 0.618 0.646 0.945 0.622 0.617 0.648 0.507 0.624 0.557 

TM3 0.680 0.630 0.715 0.659 0.667 0.930 0.690 0.673 0.676 0.576 0.631 0.608 

TM4 0.547 0.528 0.624 0.567 0.569 0.879 0.559 0.563 0.521 0.366 0.552 0.398 

TM5 0.585 0.527 0.666 0.617 0.646 0.842 0.579 0.568 0.673 0.508 0.593 0.525 
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Table 4.9 (Continued) 
  Perspective Religiosity Pride Govt. Knowledge Morale Fairness Audit Penalty TNC Affiliation Instability 

TF1 0.714 0.683 0.719 0.714 0.761 0.655 0.946 0.861 0.754 0.645 0.631 0.672 

TF2 0.697 0.613 0.662 0.693 0.753 0.575 0.902 0.809 0.650 0.590 0.553 0.561 

TF3 0.688 0.626 0.672 0.667 0.737 0.617 0.931 0.832 0.712 0.582 0.592 0.633 

TF4 0.646 0.575 0.649 0.617 0.633 0.624 0.844 0.767 0.700 0.617 0.513 0.581 

TA1 0.714 0.652 0.725 0.692 0.714 0.685 0.882 0.894 0.739 0.633 0.621 0.629 

TA2 0.713 0.647 0.716 0.674 0.692 0.654 0.811 0.926 0.764 0.632 0.588 0.660 

TA3 0.780 0.633 0.691 0.695 0.721 0.539 0.762 0.872 0.665 0.598 0.626 0.573 

TA4 0.682 0.607 0.633 0.636 0.639 0.559 0.786 0.903 0.680 0.589 0.549 0.566 

TP1 0.643 0.616 0.577 0.601 0.653 0.537 0.749* 0.793* 0.660 0.547 0.498 0.544 

TP2 0.647 0.566 0.679 0.715 0.656 0.647 0.685 0.678 0.844 0.675 0.587 0.637 

TP3 0.557 0.540 0.639 0.565 0.597 0.572 0.603 0.588 0.863 0.709 0.538 0.653 

TP4 0.588 0.517 0.668 0.559 0.620 0.564 0.609 0.638 0.878 0.705 0.551 0.616 

TP5 0.592 0.502 0.647 0.602 0.612 0.599 0.604 0.622 0.862 0.692 0.587 0.669 

TN1 0.557 0.497 0.548 0.502 0.609 0.451 0.560 0.567 0.677 0.887 0.468 0.703 

TN2 0.631 0.580 0.616 0.594 0.641 0.493 0.634 0.622 0.731 0.902 0.519 0.713 

TN3 0.629 0.556 0.709 0.608 0.664 0.575 0.626 0.629 0.759 0.904 0.514 0.679 

TN4 0.608 0.565 0.644 0.572 0.621 0.518 0.608 0.621 0.709 0.899 0.494 0.697 

TN5 0.631 0.569 0.624 0.605 0.668 0.499 0.614 0.621 0.730 0.917 0.474 0.667 

TN6 0.617 0.552 0.625 0.605 0.630 0.427 0.547 0.582 0.711 0.827 0.513 0.647 

PA1 0.602 0.569 0.576 0.565 0.584 0.506 0.552 0.564 0.656 0.594 0.870 0.627 

PA2 0.642 0.628 0.631 0.575 0.644 0.611 0.588 0.604 0.528 0.418 0.885 0.623 

PA3 0.621 0.604 0.616 0.560 0.604 0.598 0.540 0.569 0.575 0.455 0.912 0.666 

PA4 0.627 0.608 0.609 0.554 0.581 0.597 0.501 0.545 0.535 0.429 0.894 0.661 

PA5 0.551 0.573 0.541 0.483 0.540 0.494 0.482 0.518 0.491 0.415 0.883 0.656 

PI1 0.592 0.598 0.551 0.533 0.575 0.525 0.524 0.541 0.502 0.435 0.701* 0.700 

PI2 0.517 0.541 0.496 0.415 0.493 0.409 0.477 0.500 0.604 0.570 0.600 0.862 

PI3 0.532 0.564 0.564 0.523 0.551 0.523 0.563 0.571 0.643 0.573 0.645 0.867 

PI4 0.658 0.631 0.585 0.574 0.609 0.548 0.615 0.633 0.635 0.610 0.663 0.886 

PI5 0.498 0.503 0.503 0.489 0.532 0.424 0.570 0.528 0.664 0.828 0.474 0.768 

Note: *These items will be deleted for failing to meet discriminant validity criteria 
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Table 4. 10  

Cross-Loadings (After deletion of items) 

  Perspective Religiosity Pride Govt. Knowledge Morale Fairness Audit Penalty TNC Affiliation Instability 

IP1 0.903 0.493 0.714 0.771 0.774 0.589 0.713 0.763 0.622 0.584 0.655 0.538 

IP2 0.914 0.481 0.741 0.754 0.804 0.653 0.702 0.732 0.634 0.619 0.674 0.545 

IP3 0.915 0.454 0.743 0.737 0.755 0.633 0.671 0.713 0.571 0.590 0.622 0.487 

IP4 0.805 0.397 0.595 0.565 0.619 0.506 0.537 0.575 0.551 0.588 0.507 0.569 

IP5 0.897 0.424 0.672 0.665 0.737 0.645 0.670 0.679 0.548 0.553 0.613 0.508 

IR1 0.459 0.903 0.478 0.464 0.489 0.461 0.496 0.495 0.449 0.448 0.515 0.581 

IR2 0.440 0.898 0.475 0.417 0.453 0.438 0.450 0.439 0.436 0.428 0.524 0.590 

IR3 0.497 0.896 0.511 0.457 0.501 0.460 0.502 0.496 0.401 0.458 0.545 0.470 

IR4 0.433 0.904 0.450 0.431 0.456 0.422 0.462 0.459 0.449 0.454 0.553 0.559 

NP1 0.731 0.475 0.867 0.733 0.710 0.608 0.677 0.685 0.632 0.588 0.632 0.569 

NP2 0.687 0.433 0.909 0.677 0.722 0.650 0.651 0.647 0.693 0.656 0.620 0.558 

NP3 0.655 0.507 0.888 0.747 0.710 0.675 0.673 0.645 0.716 0.654 0.641 0.591 

NP4 0.724 0.483 0.904 0.733 0.712 0.731 0.665 0.685 0.640 0.619 0.616 0.532 

TG1 0.666 0.406 0.773 0.882 0.725 0.653 0.651 0.640 0.650 0.604 0.582 0.535 

TG2 0.679 0.422 0.752 0.913 0.730 0.610 0.644 0.644 0.639 0.602 0.541 0.509 

TG3 0.718 0.461 0.678 0.901 0.760 0.579 0.680 0.650 0.600 0.558 0.560 0.510 

TG4 0.772 0.479 0.698 0.895 0.799 0.628 0.695 0.693 0.610 0.581 0.653 0.567 

TK1 0.753 0.457 0.658 0.743 0.874 0.582 0.627 0.607 0.514 0.536 0.633 0.458 

TK2 0.738 0.459 0.660 0.737 0.884 0.550 0.656 0.645 0.592 0.604 0.630 0.550 

TK3 0.689 0.416 0.694 0.709 0.858 0.596 0.678 0.640 0.608 0.640 0.600 0.544 

TK4 0.658 0.472 0.658 0.698 0.855 0.569 0.693 0.636 0.624 0.602 0.557 0.537 

TK6 0.712 0.444 0.733 0.685 0.782 0.661 0.731 0.653 0.615 0.570 0.527 0.517 

TM1 0.627 0.419 0.676 0.635 0.618 0.922 0.617 0.594 0.613 0.514 0.575 0.495 

TM2 0.636 0.493 0.682 0.618 0.634 0.945 0.622 0.584 0.623 0.507 0.624 0.528 

TM3 0.667 0.502 0.715 0.659 0.651 0.930 0.690 0.635 0.643 0.576 0.631 0.589 

TM4 0.552 0.387 0.624 0.567 0.575 0.879 0.559 0.522 0.499 0.366 0.552 0.359 

TM5 0.582 0.414 0.666 0.617 0.647 0.842 0.579 0.540 0.666 0.508 0.593 0.501 
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Table 4.10 (Continued) 

  Perspective Religiosity Pride Govt. Knowledge Morale Fairness Audit Penalty TNC Affiliation Instability 

TF1 0.695 0.537 0.719 0.714 0.756 0.655 0.946 0.812 0.696 0.645 0.631 0.654 

TF2 0.691 0.461 0.662 0.693 0.756 0.575 0.902 0.780 0.575 0.590 0.553 0.542 

TF3 0.673 0.497 0.672 0.667 0.740 0.617 0.931 0.790 0.652 0.582 0.592 0.613 

TF4 0.633 0.425 0.649 0.617 0.632 0.624 0.844 0.736 0.660 0.617 0.513 0.576 

TA2 0.693 0.525 0.716 0.674 0.684 0.654 0.811 0.933 0.701 0.632 0.588 0.650 

TA3 0.780 0.450 0.691 0.695 0.726 0.539 0.762 0.886 0.609 0.598 0.626 0.545 

TA4 0.671 0.462 0.633 0.636 0.640 0.559 0.786 0.923 0.599 0.589 0.549 0.549 

TP2 0.638 0.439 0.679 0.715 0.665 0.647 0.685 0.647 0.835 0.675 0.587 0.626 

TP3 0.532 0.429 0.639 0.565 0.571 0.572 0.603 0.567 0.889 0.709 0.538 0.660 

TP4 0.567 0.409 0.668 0.559 0.594 0.564 0.609 0.617 0.892 0.705 0.551 0.620 

TP5 0.578 0.409 0.647 0.602 0.606 0.599 0.604 0.611 0.881 0.691 0.587 0.667 

TN1 0.526 0.417 0.548 0.502 0.582 0.451 0.560 0.548 0.668 0.887 0.468 0.720 

TN2 0.601 0.475 0.616 0.594 0.623 0.493 0.634 0.600 0.721 0.902 0.519 0.726 

TN3 0.616 0.412 0.709 0.608 0.643 0.575 0.626 0.605 0.748 0.904 0.514 0.687 

TN4 0.586 0.443 0.644 0.572 0.594 0.518 0.608 0.599 0.692 0.899 0.494 0.708 

TN5 0.607 0.457 0.624 0.605 0.649 0.499 0.614 0.610 0.717 0.917 0.474 0.682 

TN6 0.598 0.444 0.625 0.605 0.621 0.427 0.547 0.579 0.694 0.827 0.513 0.653 

PA1 0.582 0.453 0.576 0.565 0.580 0.506 0.552 0.552 0.642 0.594 0.701 0.614 

PA2 0.622 0.519 0.631 0.575 0.637 0.611 0.588 0.581 0.497 0.418 0.885 0.547 

PA3 0.593 0.517 0.616 0.560 0.598 0.598 0.540 0.548 0.559 0.455 0.912 0.589 

PA4 0.603 0.526 0.609 0.554 0.572 0.597 0.501 0.526 0.519 0.429 0.894 0.578 

PA5 0.525 0.509 0.541 0.483 0.537 0.494 0.482 0.504 0.470 0.415 0.883 0.571 

PI2 0.463 0.533 0.496 0.415 0.455 0.409 0.477 0.499 0.590 0.570 0.600 0.868 

PI3 0.499 0.512 0.564 0.523 0.528 0.523 0.563 0.556 0.619 0.573 0.645 0.866 

PI4 0.617 0.583 0.585 0.574 0.586 0.548 0.615 0.612 0.601 0.610 0.663 0.882 

PI5 0.459 0.459 0.503 0.489 0.512 0.424 0.570 0.503 0.665 0.828 0.474 0.794 
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Table 4. 11  

Fornell and Larcker Criterion (Before Deletion of Items) 
Latent variable 1 2 3 4 5 6 7 8 9 10 11 12 

1 Islamic Perspective 0.842*            

2 Islamic Religiosity 0.798 0.807           

3 National Pride 0.786 0.733 0.892          

4 Trust in Government 0.782 0.691 0.809 0.898         

5 Tax Knowledge 0.846* 0.736 0.801 0.826* 0.804*        

6 Tax Morale 0.690 0.630 0.747 0.688 0.702 0.904       

7 Tax Fairness 0.758 0.690 0.747 0.743 0.796 0.683 0.906      

8 Tax Audit 0.804 0.707 0.770 0.750 0.770 0.680 0.903* 0.899*     

9 Tax Penalty 0.728 0.658 0.669 0.733 0.755 0.706 0.778 0.793 0.825    

10 Tax Noncompliance 0.689 0.623 0.559 0.654 0.718 0.556 0.673 0.683 0.809 0.890   

11 Political Affiliation 0.721 0.704 0.703 0.650 0.699 0.661 0.633 0.663 0.669 0.559 0.859  

12 Political Instability 0.677 0.686 0.656 0.617 0.672 0.586 0.676 0.677 0.757 0.770 0.764 0.820 

Note: * These values cause failure to meet discriminant validity criteria 

Table 4. 12  

Fornell and Larcker Criterion (After Deletion of Items) 
Latent variable 1 2    3    4 5 6 7 8 9 10 11 12 

1 Islamic Perspective 0.887                       

2 Islamic Religiosity 0.508 0.900                     

3 National Pride 0.782 0.532 0.892                   

4 Trust in Government 0.789 0.492 0.809 0.898                 

5 Tax Knowledge 0.833 0.528 0.800 0.839 0.852               

6 Tax Morale 0.682 0.494 0.747 0.688 0.694 0.904             

7 Tax Fairness 0.743 0.531 0.747 0.743 0.796 0.683 0.906           

8 Tax Audit 0.781 0.525 0.745 0.731 0.748 0.64 0.861 0.914         

9 Tax Penalty 0.661 0.482 0.753 0.696 0.696 0.68 0.714 0.698 0.874       

10 Tax Noncompliance 0.663 0.496 0.706 0.654 0.696 0.556 0.673 0.664 0.795 0.890     

11 Political Affiliation 0.693 0.593 0.703 0.650 0.692 0.661 0.633 0.643 0.646 0.559 0.859   

12 Political Instability 0.597 0.610 0.631 0.591 0.614 0.557 0.66 0.637 0.736 0.782 0.690 0.853 
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4.10 Assessment of Inner Model 

In PLS-SEM the evaluation of inner model is only possible when reliability and validity of 

the outer model are confirmed. This section provides a discussion of the evaluation of the 

measurement model for the reliability and validity of the structural model. It investigates 

the relationship between construct and also observe the predictive capabilities of the model 

(Hair et al., 2017). 

4.10.1 Multicollinearity 

The calculation of path coefficients in structural model is based from ordinary least squares 

regression of every endogenous latent variable on its parallel predecessor constructs. Just 

as in a regular multiple regression, the path coefficients might be biased if the estimation 

involves critical levels of collinearity among the predictor constructs. Table 4.13 depicted 

the collinearity of constructs. The most generally accepted criteria for variance inflation 

factor (VIF) is that the value of VIF should be greater than 1 and less than 10 (Hair et al., 

1995) and, hence, values reported in Table 4.13 met the threshold level. 

Table 4. 13  

Multicollinearity 

 Constructs VIF 

Islamic Perspective 4.493 

Islamic Religiosity 1.827 

National Pride 4.619 

Trust in Government 4.342 

Tax Knowledge 5.493 

Tax Morale 2.759 

Tax Fairness 5.276 

Tax Audit 4.908 

Tax Penalty 3.472 

Political Affiliation 2.904 

Political Instability 3.033 



Universlti Utara Malaysia 

 

192 
 

4.10.2 Significance of Path Coefficient and Hypothesis Testing 

The estimations are gained by running the PLS-SEM bootstrapping for the relationships of 

structural model, that is, the path coefficients, that shows the supposed relations of 

constructs. Standardized values are used for the path coefficients approximately between –

1 and +1 (values can be smaller/larger but usually fall in between these bounds). The strong 

relationships are represented by the values that are near to +1 and the values near to -1 

show strong negative relationships. These values are usually statistically significant (that 

is different from zero). The values near zero represent the weaker relationships. Generally, 

values very close to zero are not considered significantly different from zero. Very low 

values close to zero are usually insignificantly different from zero. 

This section also elaborates on the evaluation of hypothesized statements and decisions 

built on the significance of path coefficients. This research applied three levels of 

significance for accepting or rejecting a direct hypothesis based on t-value and p-value as 

stated by Hair et al. (2017), the critical values of one-tailed tests are 1.28 (significance level 

= 10%), 1.65 (significance level = 5%) and 2.33 (significance level = 1%).  

The path coefficients are further elaborated in Figure 4.2. The figure depicts the structural 

model of the study along with coefficients of each path. In addition, Table 4.14 shows the 

hypothesis, their hypothesized relationship, the path coefficients, their significance and 

decisions.  
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Figure 4. 2  

Path Coefficients 
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Table 4. 14 

Structural Model Evaluation – Direct Effect 

 
Hypothesized 

Relationship 

Path 

Coefficients 

Standard 

Deviation 

T 

Statistics 

P 

Values 

Decision 

H1 Perspective→ TNC 0.115* 0.073 1.575 0.115 Rejected 

H2 Religiosity→ TNC -0.002 0.065 0.053 0.958 Rejected 

H3 Pride→ TNC 0.171*** 0.061 2.826 0.005 Rejected 

H4 Govt. → TNC -0.042 0.067 0.621 0.534 Rejected 

H5 Knowledge→ TNC 0.212*** 0.071 2.996 0.003 Accepted 

H6 Morale→ TNC -0.107** 0.048 2.221 0.026 Accepted 

H7 Fairness→ TNC -0.051 0.074 0.695 0.487 Rejected 

H8 Audit→ TNC 0.027 0.067 0.398 0.691 Rejected 

H9 Penalty→ TNC 0.373*** 0.060 6.264 0.000 Accepted 

H10 Affiliation→ TNC -0.237*** 0.052 4.536 0.000 Accepted 

H11 Instability→TNC 0.467*** 0.051 9.092 0.000 Accepted 

   Note: P > 0.1 *, P >0.05**, P>0.01*** 

Results in Table 4.14 shows that Islamic Perspective (H1) has a significant and positive 

association with tax noncompliance behaviour (β= 0.115, t-value= 1.575, p-value= 0.115) 

therefore, it is rejected. In addition, the relationship between Islamic Religiosity (H2) and 

tax noncompliance behaviour is insignificant (β= -0.002, t-value= 0.053, p-value= 0.958) 

hence, rejected. National Pride (H3) showed a positive and significant relationship with tax 

noncompliance behaviour (β= 0.171, t-value= 2.8296, p-value= 0.005) thus, rejected. The 

relationship between Trust in Government and tax noncompliance behaviour (H4) is not 

significant in this study (β= -0.042, t-value= 0.621, p-value= 0.534) for this reason it was 

rejected.  

Meanwhile, the relationship between Tax Knowledge and tax noncompliance behaviour 

(H5) is positive and significant (β = 0.212, t-value = 2.996, p-value = 0.003) therefore it 

was accepted. Tax Morale is significantly and negatively associated with tax 

noncompliance behaviour (β = -0.107, t-value = 2.221, p-value = 0.026) thus, H6 is also 

accepted. However, the relationship between Tax Fairness, and Tax Audit and tax 
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noncompliance behaviour (H7, H8), respectively, are both not significant in this study thus, 

both were rejected. Whereas, H9 reveals the significant and positive relationship between 

Tax Penalty and tax noncompliance behaviour (β = 0.373, t-value = 6.264, p-value = 0.000) 

thus accepted. Furthermore, Political Affiliation has a significant and negative with tax 

noncompliance behaviour (β= -0.237, t-value= 4.536, p-value= 0.000) thus H10 accepted. 

The relationship between Political Instability (H11) and tax noncompliance behaviour is 

significant and positive (β= 0.467, t-value= 9.092, p-value= 0.000) hence, accepted.  

In conclusion, pertinent to the direct hypotheses of this study, H5, H6, H9, H10 and H11 were 

accepted based on their path coefficient values that were significant while H1, H2, H3, H4, 

H7 and H8 are rejected. 

4.10.3 Coefficient of Determination 

The coefficient of determination, denoted R2 shows the predictive power of the model. It 

represents the proportion of the variance for the dependent variable that is explained by the 

independent variables (Hair et al., 2017; Rigdon, 2012).  “R2 values of 0.75, 0.50, or 0.25 

for endogenous latent variables can, as a rule of thumb, be respectively described as 

substantial, moderate, or weak” (Hair et al., 2017, p. 209). In this research the R2 value is 

0.830 which means an 83% of the variance is explained by all of the independent and 

interaction variables collectively. 

4.10.4 Effect Size 

Kenny (2015) suggested that 0.005, 0.01 and 0.025 are better considered as standards for 

small, medium, and large effect sizes, respectively. Table 4.15 shows the values of effect 

size which shows large effect size for National Pride (0.028), Tax Knowledge (0.036), Tax 

Penalty (0.174), Political Affiliation (0.084) and Political Instability (0.312). Islamic 
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Perspective, and Tax Morale had medium effect size which were 0.013 and 0.018, 

respectively. Furthermore, Islamic Religiosity, Trust in Government, Tax Fairness and Tax 

Audit were found to be less than the prescribed value of small effect size by showing 0.000, 

0.002, 0.002 and 0.001, respectively thereby considered as no effect size.  

Table 4. 15  

Effect Size 
Constructs f2 Effect Size 

Islamic Perspective 0.013 Medium 

Islamic Religiosity 0.000 None 

National Pride 0.028 Large 

Trust in Government 0.002 None 

Tax Knowledge 0.036 Large 

Tax Morale 0.018 Medium 

Tax Fairness 0.002 None 

Tax Audit 0.001 None 

Tax Penalty 0.174 Large 

Political Affiliation 0.084 Large 

Political Instability 0.312 Large 

 

4.10.4.1 Effect Size of Interaction or Moderation 

Henseler and Fassott (2010) stated that the effect size of a moderator variable is estimated 

by comparing the R-squared value of the main effect with the R-squared value of the overall 

model that incorporates both direct and moderation effects. Thus, the effect size (f2) of the 

moderating variables, Political Affiliation and Political Instability was calculated using the 

following equation. 

    Effect size of moderation, 𝑓2 =
𝑅2 model with moderation – 𝑅2 model without moderation

  1 – 𝑅2 model with moderation
 

Following the result of the moderation effect of political affiliation and political instability 

are presented in Table 4.16 both have large effect size according to suggestion of Kenny 

(2015). 



Universlti Utara Malaysia 

 

197 
 

Table 4.16  

Effect Size of Moderation Variables 

Moderating variables R- Squared   

Included Excluded f2 Effect Size 

Political Affiliation 0.830 0.778 0.306 Large 

Political Instability 0.830 0.736 0.553 Large 

 

Kenny (2015) has suggested the values of 0.005, 0.01 and 0.025 established more accurate 

standards for small, medium, and large effect sizes, respectively. Table 4.17 shows the 

large effect size for moderation namely afila*persp, afila*pride, afila*govt, inst*govt, 

afila*kno, afila*morale, inst*morale, afila*fair, inst*fair, afila*penalty and inst*penalty by 

revealing value of 0.27, 0.27, 0.029, 0.060, 0.039, 0.055, 0.029, 0.027, 0.048, 0.087 and 

0.111, respectively. It also shows the medium effect size of moderation/interaction terms 

for inst*persp, inst*kno and afila*audit with values of 0.024, 0.022 and 0.012, respectively. 

In addition, inst*pride was found to have a small moderation/interaction term effect of 

0.008. Furthermore, results also indicate that few moderation/interaction term effect have 

no effect size for inst*religi and inst*audit with values of 0.003 and 0.004, respectively. 

Table 4. 17  

Moderation Effect Size for Each Variable 

 Constructs f2 Effect Size  

afila*persp 0.027 Large  

inst*persp 0.024 Medium  

afila*religi 0.005 Small  

inst*religi 0.003 None  

afila*pride 0.027 Large  

inst*pride 0.008 Small  

afila*govt 0.029 Large  

inst*govt 0.060 Large  

afila*kno 0.039 Large  

inst*kno 0.022 Medium  

afila*morale 0.055 Large  
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Table 4.17 (Continued) 

 Constructs f2 Effect Size  

inst*morale 0.029 Large  

afila*fair 0.027 Large  

inst*fair 0.048 Large  

afila*audit 0.012 Medium  

inst*audit 0.004 None  

afila*penalty 0.087 Large  

inst*penalty 0.111 Large  

 

4.10.5 Predictive Relevance of Model 

To ensure the predictive relevance (Q2) of the model, Hair et al. (2017) noted that the cross-

validated redundancy and communality measures are reliable indicators of the Q2 . The 

examined model should have a value greater than zero. Table 4.18 shows that the model 

has a value of more than zero with the values for cross validated redundancy and cross 

validated communality of 0.604 and 0.666, respectively.  

Table 4.18  

Predictive Relevance Q2 

Endogenous 

Construct 

Cross-Validated 

Redundancy 

Cross-Validated 

Communality 

Tax Noncompliance 0.604 0.666 

 

4.11 Testing the Moderation Effect 

Hair et al. (2017) argued that “moderation describes a situation in which the relationship 

between two constructs is not constant but depends on the values of a third variable, 

referred to as a moderator variable. The moderator variable (or construct) changes the 

strength or even the direction of a relationship between two constructs in the model” (p. 

246). Hair discussed three main approaches to examine the moderation or interaction effect 
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in the PLS-SEM namely: product indicator approach, two stage approach and orthogonal 

approach. This study employed a two-stage approach to examine the 

moderation/interaction effect due to strong recommendations of Hair et al. (2017). They 

argued that two stage approach is superior than the product indicator approach and 

orthogonal approach owing to its universal applicability and high statistical power. The 

current research applied three levels of significance to accept or reject indirect hypothesises 

based on t-value and p-value as detailed by Hair et al. (2017, p. 206) “Commonly used 

critical values for two-tailed tests are 1.65 (significance level = 10%), 1.96 (significance 

level = 5%), and 2.57 (significance level = 1%)”. 

Table 4.19 shows the results of the moderating effect of political factors on the relationship 

between Tax Noncompliance and its determinants. The moderation role of Political 

Affiliation between Islamic Perspective and Tax Noncompliance behaviour is positive and 

significant (β= 0.192, t-value= 2.290, p-value= 0.024) therefore, H12 was accepted. 

Hypothesis H13 was also accepted as it shows that Political Instability negatively and 

significantly moderates the relationship between Islamic Perspective and Tax 

Noncompliance behaviour (β= -0.184, t-value= 2.428, p-value= 0.017). The moderating 

role of Political Affiliation, and Political Instability between Islamic Religiosity and Tax 

Noncompliance is not significant and, thus H14 was rejected. In addition, Political 

Instability as a moderator shows insignificant effect on Islamic Religiosity and Tax 

Noncompliance (β = -0.058, t-value = 0.947, p-value = 0.344) and thus, H15 was rejected. 

Moreover, results showed that Political Affiliation negatively and significantly moderates 

the relationship between National Pride and Tax Noncompliance behaviour (β = -0.199, t-

value = 2.606, p-value = 0.011) hence, H16 was accepted. The moderating role of Political 
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Instability between National Pride and Tax Noncompliance behaviour (β = -0.106, t-value 

= 1.383, p-value = 0.167) is not significant and thus, H17 was rejected. Additionally, the 

relationship between Trust in Government and Tax Noncompliance behaviour is negative 

and significantly moderated by Political Affiliation (β = -0.226, t-value = 2.216, p-value = 

0.028), for this reason H18 was accepted. On the other hand, Political Instability positively 

and significantly moderates the relationship between Tax Government and Tax 

Noncompliance behaviour (β = 0.326, t-value = 3.426, p-value = 0.001) thereby, H17 was 

accepted. 

Additionally, the moderating role of Political Affiliation between Tax Knowledge, and Tax 

Noncompliance behaviour is found to be positive and significant (β = 0.261, t-value = 

2.232, p-value = 0.029) hence, H20 was accepted. Meanwhile, Political Instability 

negatively moderates the relationship between Tax Knowledge and Tax Noncompliance 

behaviour (β = -0.186, t-value = 1.800, p-value = 0.076) therefore, H21 was accepted. The 

moderating role of Political Affiliation between Tax Morale and Tax Noncompliance 

behaviour is negative and significant (β = -0.270, t-value = 3.351, p-value = 0.001) thus, 

H22 was accepted. Politically Instability is found to positively and significantly moderates 

the relationship between Tax Morale and Tax Noncompliance behaviour (β = 0.201, t-value 

= 2.357, p-value = 0.025) thereby, H23 was accepted. Results also showed that Political 

Affiliation negatively moderates the relationship of Tax Fairness and Tax Noncompliance 

behaviour (β = -0.232, t-value = 2.151, p-value = 0.032) thereby, H24 was accepted. The 

relationship between Tax Fairness and Tax Noncompliance behaviour is positively and 

significantly moderated by Political Instability at (β = 0.304, t-value = 3.321, p-value = 

0.001) hence, H25 was accepted. However, Political Affiliation does not moderate the 
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relationship of Tax Audit and Tax Noncompliance behaviour (H26) (β = 0.150, t-value = 

1.851, p-value = 0.138) for this reason, H26 was rejected. However, the moderating role of 

Political Instability between Tax Audit and Tax Noncompliance behaviour is not proven 

in this research (β = -0.080, t-value = 0.941, p-value = 0.347) thereby, H27 was rejected. 

The relationship between Tax Penalty and Tax Noncompliance is positively and 

significantly moderated by Political Affiliation (β = 0.319, t-value = 4.021, p-value = 

0.000) therefore, H28 was accepted. Results also shows that Political Instability negatively 

and significantly moderated the relationship of Tax Penalty and Tax Noncompliance 

behaviour (β = -0.335, t-value = 4.822, p-value = 0.000) thereby, H29 was accepted 

As a conclusion, the proposed hypotheses H12, H13, H16, H18, H19, H20, H21, H22, H23, H24, 

H25, H28 and H29 had been accepted while H14, H15, H17, H26 and H27 were rejected as their 

path coefficients were not significant.  

Table 4. 19  

Structural Model Evaluation – Indirect Effect 

 
Hypothesized 

Relationship 
Path 

Coefficients 
Standard 

Deviation 
T 

Statistics 
P 

Values 
Decision 

H12 afila*persp→ TNC 0.192** 0.085 2.252 0.024 Accepted 

H13 inst*persp→ TNC -0.184** 0.077 2.385 0.017 Accepted 

H14 afila*religi→ TNC 0.071 0.060 1.181 0.238 Rejected 

H15 inst*religi→ TNC -0.058 0.061 0.947 0.344 Rejected 

H16 afila*pride→ TNC -0.199*** 0.078 2.559 0.011 Accepted 

H17 inst*pride→ TNC -0.106 0.076 1.383 0.167 Rejected 

H18 afila*govt→ TNC -0.226** 0.103 2.196 0.028 Accepted 

H19 inst*govt→ TNC 0.326*** 0.098 3.330 0.001 Accepted 

H20 afila*kno→ TNC 0.261** 0.120 2.178 0.029 Accepted 

H21 inst*kno→ TNC -0.186* 0.105 1.772 0.076 Accepted 

H22 afila*morale→ TNC -0.270*** 0.084 3.196 0.001 Accepted 

H23 inst*morale→ TNC 0.201** 0.090 2.247 0.025 Accepted 

H24 afila*fair→ TNC -0.232** 0.108 2.145 0.032 Accepted 
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Table 4.19 (Continued) 

 
Hypothesized 

Relationship 
Path 

Coefficients 
Standard 

Deviation 
T 

Statistics 
P 

Values 
Decision 

H25 inst*fair→ TNC  0.304*** 0.092 3.293 0.001 Accepted 

H26 afila*audit→ TNC 0.150 0.101 1.485 0.138 Rejected 

H27 inst*audit→ TNC -0.080 0.085 0.941 0.347 Rejected 

H28 afila*penalty→ TNC 0.319*** 0.080 4.000 0.000 Accepted 

H29 inst*penalty→ TNC -0.335*** 0.070 4.790 0.000 Accepted 

Note: P > 0.1 *, P >0.05**, P>0.01*** 

Figure 4.3 depicts the structural model path along with its beta values. 
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Figure 4. 3  

Structural path of Indirect Effects 
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4.12 Assessment of Goodness of Fit Index 

PLS-SEM faces a problem in determining the overall model’s goodness of fit (GoF). 

Therefore, Hair et al. (2017, p. 44) stated that “PLS-SEM does not have an established 

global goodness-of-fit measure, its use for theory testing and confirmation is generally 

limited”. Nevertheless, recent studies have begun to develop the GoF within a PLS-SEM 

framework, therefore extending the applicability of method (Bentler & Huang, 2014). For 

example, Henseler et al. (2014) introduced the standardized root mean square residual 

(SRMR), which measures the squared discrepancy between the observed correlations and 

the model-implied correlations, as a means to validate a model which is further 

recommended by Hair et al. (2017). The SRMR is an absolute measure of fit and 0 

represents a good fit. The SRMR has no penalty for the complexity model. A value of less 

than 0.08 is generally considered an appropriate fit (Hu & Bentler, 1998). 

Thus, the current study used SRMR to determine the overall goodness of fit of the model. 

Accordingly, the value of SRMR for the current model is 0.059 which is lower than the 

recommended threshold value (0.08) by various authors (Hair et al., 2017; Hu & Bentler, 

1998). Therefore, it is ensuring the overall GoF of the model as SRMR value lower than 

0.08, that indicates the GoF of the model (Hair et al., 2017).  

4.13 Hypotheses Summary 

Table 4.20 shows a summary of the hypotheses proposed in this research and also the 

decisions made based on empirical analysis. 
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Table 4.20  

Summary of Hypotheses 

Relevant 

Hypothesis 

Variable Hypothesis Statement Decision 

H1 Islamic 

Perspective  

Islamic perspective has a significant and 

negative relationship with tax 

noncompliance behaviour. 

  

Rejected 

H2 Islamic 

Religiosity 

Islamic religiosity has a significant and 

negative relationship with tax 

noncompliance behaviour. 

  

Rejected 

H3 National 

Pride 

National pride has a significant and 

negative relationship with tax 

noncompliance behaviour.  

Rejected 

H4 Trust in 

Government 

Trust in government has a significant and 

negative relationship with tax 

noncompliance behaviour. 

  

Rejected 

H5 Tax 

Knowledge 

Tax knowledge has a significant and 

positive relationship with tax 

noncompliance behaviour. 

  

Accepted 

 

H6 Tax Morale Tax morale has a significant and negative 

relationship with tax noncompliance 

behaviour. 

  

Accepted 

 

H7 Tax Fairness Tax fairness has a significant negative 

relationship with tax noncompliance 

behaviour. 

  

Rejected 

H8 Tax Audit  Tax audit has a significant and negative 

relationship with tax noncompliance 

behaviour.  

  

Rejected 

H9 Tax Penalty Tax penalty has a significant and positive 

relationship with tax noncompliance 

behaviour.  

  

   Accepted 

 

H10 Political 

Affiliation 

Political affiliation has a significant and 

negative relationship with tax 

noncompliance behaviour. 

 

Accepted 
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Table 4.20 (Continued)  

Relevant 

Hypothesis 

Variable Hypothesis Statement Decision 

H11 Political 

Instability 

Political instability has a significant and 

positive relationship with tax 

noncompliance behaviour. 

 

Accepted 

 

H12 PA*IP Political affiliation moderates the 

relationship between the Islamic 

perspective and tax noncompliance 

behaviour. 

 

Accepted 

 

H13 PI*IP Political instability moderates the 

relationship between the Islamic 

perspective and tax noncompliance 

behaviour. 

 

Accepted 

 

H14 PA*IR Political affiliation moderates the 

relationship between Islamic religiosity 

and tax noncompliance behaviour. 

 

Rejected 

 

H15 PI*IR Political instability moderates the 

relationship between Islamic religiosity 

and tax noncompliance behaviour. 

 

Rejected 

 

H16 PA*NP Political affiliation moderates the 

relationship between national pride and 

tax noncompliance behaviour. 

 

Accepted 

 

H17 PI*NP Political instability moderates the 

relationship between national pride and 

tax noncompliance behaviour. 

 

Rejected 

H18 PA*TG Political affiliation moderates the 

relationship between trust in government 

and tax noncompliance behaviour. 

 

Accepted 

 

H19 PI*TG Political instability moderates the 

relationship between trust in government 

and tax noncompliance behaviour. 

 

Accepted 

 

H20 PA*TK Political affiliation moderates the 

relationship between tax knowledge and 

tax noncompliance behaviour. 

 

Accepted 
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Table 4.20 (Continued)  

Hypothesis Variable Hypothesis Statement Decision 

H21 PI*TK Political instability moderates the 

relationship between tax knowledge and 

tax noncompliance behaviour. 

 

Accepted 

 

H22 PA*TM Political affiliation moderates the 

relationship between tax morale and tax 

noncompliance behaviour. 

 

Accepted 

 

H23 PI*TM Political instability moderates the 

relationship between tax morale and tax 

noncompliance behaviour. 

 

Accepted 

 

H24 PA*TF Political affiliation moderates the 

relationship between tax fairness and tax 

noncompliance behaviour. 

 

Accepted 

 

H25 PI*TF Political instability moderates the 

relationship between tax fairness and tax 

noncompliance behaviour 

 

Accepted 

 

H26 PA*TA Political affiliation moderates the 

relationship between tax audit and tax 

noncompliance behaviour 

 

Rejected 

H27 PI*TA Political instability moderates the 

relationship between tax audit and tax 

noncompliance behaviour 

 

Rejected 

H28 PA*TP Political affiliation moderates the 

relationship between tax penalty and tax 

noncompliance behaviour 

 

Accepted 

 

H29 PI*TP Political instability moderates the 

relationship between tax penalty and tax 

noncompliance behaviour 

Accepted 

 

 

4.14 Chapter Summary 

Chapter 4 provided a discussion of the procedures of data analysis conducted using SPSS 

25 and Smart-PLS version (3.2.7). The chapter starts with a data screening test in order to 
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have valid data for further analyses. Results of the data screening process indicated that the 

valid number of responses for analysis were 312 which were further subjected to regression 

diagnostics. The regression diagnostics which included normality, multicollinearity and 

heteroscedasticity showed that all assumptions were fulfilled before the evaluation of 

measurement and structural model. Moreover, in the evaluation process of measurement 

model, the reliability and validity were confirmed using the recommended criteria of 

previous studies. After confirming the reliability and validity of the outer model, the 

evaluation of inner model was performed. The analysis of path coefficient, hypothesis 

testing, model predictive power and effect size or contribution of all exogenous variables 

and interaction variables were also elaborated in the chapter. 
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CHAPTER 5 

DISCUSSIONS, IMPLICATIONS AND CONCLUSIONS 

5.1 Introduction 

This study was designed to examine tax noncompliance behaviour in Libyan as it has 

become a crucial issue due to the serious tax evasion practices among taxpayers. It is 

important in term of tax noncompliance to highlight the difference between two terms, 

namely, tax avoidance and tax evasion. Tax avoidance refers to the behaviour of taxpayers 

in which they use legal means to reduce tax payment while tax evasion is a criminal 

activity. Libya suffers from the severe political turmoil, therefore, political factors tend to 

play an important role in influencing people in the problem of tax noncompliance. These 

has caused a major decline in financial revenues of the country in terms of tax collection. 

Therefore, this research is designed to examine the determinants of tax noncompliance 

behaviour among the self-employed in Libya. Specifically, this study includes political 

factors as moderator variable in order to scrutinize how the taxpayers’ behaviours are 

affected when political affiliation and political instability create an interaction. 

 Hence, considering the complex nature of tax noncompliance the model of this study is 

based on five theories due to the social, behavioural, economic and political factors 

involved in the proposed model. The theoretical grounds of the study were developed on 

social learning theory, slippery slope framework, social identity theory, equity theory and 

economic deterrence theory. These theories provide theoretical support for the model of 

the study since it included various determinants from the aforementioned theories such as 

Islamic Perspective, Islamic Religiosity, National Pride, Tax Morale, Trust in Government, 

Tax Knowledge, Tax Fairness, Tax Audit, Tax Penalty, Political Instability and Political 
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Affiliation as independent variables, Political Instability and Political Affiliation as 

moderator variable while the dependent variable of the study is Tax Noncompliance.  

Therefore, based on the objectives of the study, the following sections discuss each 

research question and its results in detail. Furthermore, it also draws the important 

implications of this study, and provide a discussion on the theoretical and practical 

implications of the study. Every research has limitations like this study, thus, these 

limitations are also discussed in this chapter. Based on the limitations, this study provides 

recommendations and suggestions for future research.  

5.2 Discussion 

This study primarily examines the effect of various determinants, namely, Islamic 

Perspective, Islamic Religiosity, National Pride, Tax Morale, Trust in Government, Tax 

Knowledge, Tax Fairness, Tax Audit, Tax Penalty, Political Instability and Political 

Affiliation on tax noncompliance behaviour among the self-employed taxpayers in Libya. 

Moreover, it also examined the moderating effects of political factors on the relationship 

between Islamic Perspective, Islamic Religiosity, National Pride, Trust in Government, 

Tax Knowledge, Tax Morale, Tax Fairness, Tax Audit and Tax Penalty and Tax 

Noncompliance. Based on the underlying objectives, this study suggests answers to the 

research questions raised in Chapter One. Results of the PLS-SEM analyses and the 

research findings are discussed in detail in this chapter. 
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5.2.1 Research Question 1: How do religious factors, national pride, trust in 

government, tax knowledge, tax morale, tax fairness, tax audit, tax penalty and 

political factors effect tax noncompliance among self-employed in Libya?  

To answer Research Question 1 and test hypotheses H1 – H11, the PLS-SEM approach 

was employed through a bootstrapping technique. Hair et al. (2017) suggested that when 

using bootstrapping in PLS-SEM, the minimum number of bootstrap samples should be 

larger than the number of valid observations in the original dataset, thus, 5,000 bootstrap 

samples are recommended. In addition, “the bootstrap routine provides the standard error 

of an estimated coefficient, which serves as the basis for determining the empirical t-value 

and its corresponding p-value”(Hair et al., 2017, p. 176). The following sections provide a 

discussion of each hypothesis in detail. 

5.2.1.1   H1: Islamic perspective has a significant and negative relationship with tax 

noncompliance behaviour. 

This study hypothesized that Islamic perspective has a significant and negative relationship 

with tax noncompliance behaviour. However, results of this study do not support the above 

hypothesis and found that Islamic perspective and tax noncompliance have positive and 

significant relationship. This result is in the line with some previous arguments, for 

example, Jalili (2012) claimed that, in Muslim societies, tax noncompliance may consider 

as ethical, if the government does not follow strictly the regulations of the Islamic religion. 

And McGee (2012) argued that, if the state or the government support sinful and erroneous 

activities such as corruption, it is moral for taxpayers to indulge in tax noncompliance, and 

Muslims can engage in tax noncompliance, as long the noncompliance is not against Islam. 
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In line with social learning theory, which suggests that a person's behaviour is determined 

by the social environment and his personal observation of this environment. This behaviour 

is learned and may be changed through the people's interactions with each other, social 

interactions have great value in determining the behaviour of a person and determine the 

orientations (Bandura, 1977). Thus, people can think about their behaviour and learn new 

behaviours or are influenced by others (Ngatikoh, 2018). McCullough and Willoughby 

(2009) claimed that religion works as an accountant in the life of the person because it 

combines the social groups and divides and unites them. Thus, people build their behaviour 

on its basis (Essoo & Dibb, 2004). 

A possible reason for the above results may be due to the varying opinions and fatwas of 

religious scholars regarding the implementation of taxes that create confusion among the 

taxpayers in Libya. For instance, Sadiq Abdulrahman Ali Al-Ghariani (The Grand Mufti 

of Libya) detailed fatwa provide four conditions under which tax imposed by the 

government is Halal (Al-Ghariani, 2013). Firstly, under this condition, the government may 

impose tax if they lack money and there is no other option left for the state to generate 

finance. However, in this case tax imposition is Halal if the situation is real and not a 

hypothetical one. Secondly, tax may be imposed if the government is unable to meet the 

expenditures and is facing problem in running the government. However, in this case it 

must be ensured that tax is eliminated immediately after the government recover from such 

situation. Thirdly, the tax may be imposed by the government in case there is a dire need 

to execute a mega project that favour the general public. However, it must be ensured that 

public money is not wasted by personnel working on the project and in the government for 

their personal benefits. Under the last condition, tax may be imposed to fulfil the basic 
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necessities of the community. Furthermore, Al-Ghariani (2013) specified that tax imposed 

by the government is justified if the projects for which the tax is being charged, for example 

road tax, helps to fulfil the basic needs of the people.  

Another possible reason for the insignificant result between Islamic perspective and tax 

noncompliance may be due to the strong viewpoints of different Islamic schools of 

thoughts about tax levy. Al-Ttaffi and Abdul-Jabbar (2015) quoted the views of the four 

different Islamic schools (Madhhab) regarding payment and levying of tax. These schools 

of thought include Hanafis, Maalikis, Shaafa’is and Hanbalis. According to the Hanafis, 

the government may impose tax on the public if they are in a need of funds. Similarly, 

Maalikis support tax imposition only in special circumstances. Furthermore, Shaafa’is 

support that tax may be imposed by the government on the rich only if the funds are used 

for the welfare of the society and uplifting the poor. Moreover, the Hanbalis support the 

imposition of tax by the government in case the money collected from the tax is used for 

jihad. Furthermore, the Fatwa Centre (2012) also quoted several studies which support that 

tax should be paid if funds are used fairly for development. However, they further quoted 

that noncompliance is legal if the tax generated by the government is not used fairly. 

Additionally, Kamil (2015) argued that taxpayers will be more responsible for paying tax 

if they believe, based on their observation and experience, that tax payments will contribute 

significantly to the development of their country. So, in the case of Libya people think that 

it did not happen because of the corruption, according to the Corruption Perceptions Index 

(2017), the government of Libya ranked 171 out of 180 countries, which consider one of a 

higher ranking of corruption, thus this can be considered a valid reason, why people do not 

comply pay taxes, maybe they think it is Haram and contribute to corruption.  
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5.2.1.2  H2: Islamic religiosity has a significant and negative relationship with tax 

noncompliance behaviour 

Empirical results for H2 revealed that Islamic perspective had insignificant effect on tax 

noncompliance among self-employed in Libyan. The result of Islamic religiosity 

corroborates with previous studies, for example, McKerchar et al. (2013) found no 

empirical evidence that religiosity influenced tax noncompliance behaviour. In addition, 

Welch et al. (2005) stated that the impact of personal religiosity was insignificant on the 

behaviour of tax noncompliance of taxpayers and was unlikely to eliminate the criminal 

effects of individuals. In the same line, Benk et al. (2016) and Mohdali and Pope (2014) 

reported that the relation between interpersonal religiosity and tax compliance is statically 

insignificant. 

Results from this study showed that Islamic religiosity had insignificant impact on the tax 

noncompliance behaviour among the self-employed respondents which may be due to 

Libya being a Muslims-majority country, and its people practice the teachings of Islam, 

one of these teachings is to pay zakat, which is an  integral part of the Qur'an and the 

Sunnah of the Prophet Muhammad, peace be upon him, while the tax system has emerged 

after many centuries of Islam and the tax did not exist in the time of the Prophet, peace be 

upon him (Al-Ttaffi & Abdul-Jabbar, 2015). Thus, people firmly adhere to these teachings, 

making it difficult to intervene and change or any effect on religiosity among Muslims. 

McGee (1997) contend that Muslims have a religious obligation of paying zakat to support 

the poor and for the legitimate function of the government. Muslims find it immoral if they 

do not fulfil their religious responsibility of paying zakat. Thus, they may not consider 

taxes mandatory in terms of Islamic legitimacy because they have a duty to pay zakat. And 

they may realize that paying taxes is incompatible with the practices of Islam. Social 
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learning theory interprets that the behaviours of people are determined by the social 

environment and their subjective observation (Bandura, 1977). Thus, the paying tax is 

ineffective among the taxpayers in Libya. On the other hand, this tax noncompliance 

behaviour among Libyans may also due to the conditions mentioned in the fatwa given by 

their Mufti (Al-Ghariani, 2013). In light of the conditions of the fatwa, it may be difficult 

for people to apply these conditions, and this leads to a situation of misunderstanding 

among people of paying taxes. Consequence, Islamic religiosity does not influence tax 

noncompliance among the self-employed taxpayers in Libya. 

5.2.1.3  H3: National pride has a significant and negative relationship with tax 

noncompliance behaviour 

National pride was found to be a significant and positive predictor of tax noncompliance 

behaviour among the self-employed respondents which meant that a higher national pride 

lead to an increase in tax noncompliance behaviour, thus this hypothesis was rejected. The 

empirical result is similar to previous studies. For instance, Lavoie (2011) found that 

national pride may be a reason for the weaker tax compliance situation in the United States 

than it is elsewhere. However, MacGregor and Wilkinson (2012) reported that there is no 

evidence that paying more taxes mean that you are more patriotic.  

Social identity theory develops a theoretically grounded measure of national identity with 

clear implications for intergroup behaviour (Tajfel & Turner, 1979;  Tajfel, 1981). Social 

identity is usually defined as an awareness of the group's substantive membership and a 

sense of collective commitment (Tajfel, 1981). In line with this definition, national identity 

is a subjective or internal sense of belonging to the nation (Huddy, 2001, 2003). The theory 

of Social identity generates many predictions about the consequence of national identity 
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which represents a pervasive sense of subjective attachment to a nation. An individual 

having a psychological attachment to the nation will have positive intentions toward its 

development which can affect the tax compliance/noncompliance behaviour of the 

individual. 

5.2.1.4 H4: Trust in government has a significant and negative relationship with 

tax noncompliance behaviour 

The relationship between trust in government and tax noncompliance behaviour was 

hypothesized in H4. Results showed a lack of strong support for the relationship as trust in 

government showed an insignificant effect on tax noncompliance behaviour among the 

self-employed respondents. The result is similar with a few previous studies such as 

(Strielkowski & Čábelková, 2015; Uslaner, 2004, 2007) who also found an insignificant 

relationship between trust in government and tax noncompliance. Similarly Gangl, 

Hofmann, Groot, et al. (2015) found that voluntary motivations of self-employed 

taxpayers(which includes trust in tax authorities) do not have a relationship with tax 

compliance. This may imply that under certain conditions, the government’s actions do not 

influence tax compliance behaviour among its citizens. In the slippery slope framework 

Kirchler et al. (2008) argued that trust in tax authorities is the broader belief of people and 

social groups, that tax authorities are working for the benefit of everyone. 

The possible reason for the above findings may be due to the existence of more than one 

government at the same time in Libya. This creates a confusion among the taxpayers 

because of the duplication and divergence of decisions between the two governments 

regarding the implementation of taxes. Furthermore, the implementation of various policies 
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was unable to increase the welfare of the people. In this situation, trust in government does 

not affect tax compliance among the self-employed taxpayers. 

5.2.1.5  H5: Tax knowledge has a significant and positive relationship with tax 

noncompliance behaviour 

This study examined the relationship between tax knowledge and tax noncompliance 

behaviour as in H5. The study showed a significant and positive effect of tax knowledge 

on tax noncompliance among the self-employed respondents which meant that a higher 

knowledge of tax lead to an increase in tax noncompliance behaviour. Results of this study 

are in line with the previous studies such as Ibadin and Eiya (2013) and Sinnasamy and 

Bidin (2017a) who also found that tax knowledge significantly impact tax noncompliance 

among the self-employed. On the other hand, taxpayers may take advantage of their tax 

knowledge to commit a tax noncompliance if the cost of tax evasion is lower than paying 

taxes (Sinnasamy & Bidin, 2017a). Social learning theory suggests that an individual's 

behaviour is determined by the social environment and his/her personal observation of the 

environment (Bandura, 1977). Thus, people can think of their behaviour and learn new 

knowledge which leads to new behaviours (Ngatikoh, 2018) and use this knowledge to do 

the tax noncompliance. 

This result may be justified in the context of Libya where its taxpayers used their tax 

knowledge about tax regulations to find loopholes in the system to avoid compliance. 

Taxpayers’ knowledge of the tax system may lead them to produce erroneous financial 

reports. This can happen either by increasing expenses or reducing profits, or both, such 

that they generate less profit which leads to a lesser tax liability. 
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5.2.1.6  H6: Tax morale has a significant and negative relationship with tax 

noncompliance behaviour 

H6 was developed to examine the effect of tax morale on tax noncompliance behaviour. 

The empirical results showed a significant and negative relationship between tax morale 

on tax noncompliance behaviour which meant that a higher tax morale lead to a decrease 

in tax noncompliance behaviour. The findings are consistent with previous studies that 

found similar results. For example, Brink and Porcano (2016) found that when there is a 

lower level of tax morale in a country, the level of tax evasion is higher. This meant that a 

lower tax morale may lead to an increase in tax noncompliance behaviour.  

In addition, Hite as cited by Devos (2013) found that the impact of messages of moral 

appeal on tax compliance produced a similar result. He found that respondents who 

received a moral appeal were more likely to report their income than those who were not 

exposed to ethical appeals. Moreover, Wenzel (2005) also provided the same evidence that 

the personal ethics of individuals affected the perceived normative beliefs of the social 

group, and that the perceived rules negatively affected tax compliance. 

Frey (1997) stated that intrinsic motivation is pertinent to interpret tax compliance 

behaviour and tax morale is a type of intrinsic motivation. However, from the perspective 

of social learning theory, the intrinsic motivation of a people's behaviour is determined by 

the social environment and their personal observation (Bandura, 1977). Furthermore, tax 

morale is the motivation to comply with the payment of taxes and the meaning of tax 

payment is an individual contributes to the community (Cummings et al., 2004). 

The result implies that, in Libya, self-employed taxpayers have a strong perception about 

the association between tax morale and noncompliance behaviour although they believe 
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that the main causes for engaging in unscrupulous activities are related to issues such as an 

unfair tax system, injustice in the actions of the government, and those who are actually 

suffering from real financial difficulties. In spite of this opinion, Libyans believe that the 

larger number of taxpayers feel responsible in paying taxes. The moral commitment to “do 

the right thing” is the greatest influence on their behaviour of compliance. The self-

employed taxpayers felt that the tax payment was predictable and accepted, although they 

were fully aware of others who worked outside the system.  

5.2.1.7  H7: Tax fairness has a significant and negative relationship with tax 

noncompliance behaviour 

The relationship between tax fairness and tax noncompliance behaviour among self-

employed taxpayers was examined in H7. Results showed an insignificant effect of tax 

fairness on tax noncompliance behaviour among the self-employed respondents . The result 

is supported by previous studies such as Antonides and Robben (1995), Porcano (1988), 

Vogel (1974), Abdul-Jabbar (2009), Benk et al. (2011) and Gangl, Hofmann,  Groot, et al. 

(2015) found there was an insignificant relationship between tax fairness and tax 

compliance. In addition, the study by Azmi, Zainuddin, Mustapha and Nawi (2016) found 

that tax fairness does not directly influence tax compliance. 

The results in the context of the respondents revolves around the concept of tax fairness to 

individuals in relation to the tax system. When the relationship between tax fairness and 

tax compliance was assessed, it was clear that the underlying cause of adverse responses 

against tax was the fact that the tax system was unfairly considered by taxpayers (Benk et 

al., 2011; Torgler, 2004). In addition, taxpayers prefer not to pay taxes when there is more 

attention to tax fairness in compliance and when money wasted on public expenditure is 
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large (Solano‐Garcia, 2017). Therefore, the result seems logical as the people, by and large, 

feel that the overall tax policies are unfair. The government, too, failed to deliver them and 

fulfil the people’s basic needs as they were involved in corruption. According to the 

Corruption Perceptions Index9 (2017), the Libyan government is ranked higher in 

corruption (171 out of 180 countries) which means that the people’s money is looted by 

the ruling class. This situation developed distrust among the people who questioned the 

overall tax system developed by the government. Moreover, people may feel that their 

hard-earned money is not being spent wisely by the government. Additionally, the 

government was unable to develop a welfare system in the society. Equity theory also 

highlights that if the rules are equitable and fair then individuals will be more likely to 

comply with regulations and laws (Thibaut et al., 1974). The theory assumes that the 

individual derives satisfaction and motivation by comparing the inputs to outputs with 

other individuals in the same environment (Adams, 1965). 

5.2.1.8  H8: Tax audit has a significant and negative relationship with tax 

noncompliance behaviour 

Previous studies showed that tax audit is one of the determinants of tax noncompliance 

behaviour. Therefore, this study developed H8 to examine the relationship between tax 

audit and tax noncompliance behaviour. However, results showed an insignificant impact 

of tax audit on tax noncompliance behaviour among the self-employed respondents. The 

results are in line with the  study by  Torgler (2007) who found that audit probability had 

                                                           
9 Transparency International ranks 180 countries and territories by their perceived levels of public sector 

corruption by a Corruption Perceptions Index (CPI). The index uses a scale of 0 to 100, where 0 is highly 

corrupt and 100 is very clean. In 2017, the index found that more than two-thirds of countries score below 

50, with an average score of 43. Libya had a score of 17 far below average.  
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an insignificant influence on tax noncompliance. Furthermore, Ayers et al. (2017) 

concluded that audit has an insignificant impact on tax payment behaviour. 

This study suggests that the perception of tax audits to curtail tax noncompliance among 

the self-employed is not satisfactory. Some taxpayers believe that their tax returns are being 

closely examined. As such, for these individuals, the audit will have no influence, maybe 

because it is already deterrent for them to do so (because of the close examination) or 

maybe because it has been, perhaps erroneously concluded, that such examination will not 

able to detect the noncompliance (Slemrod et al., 2001). Additionally, other taxpayers 

might think that tax audits cannot be carried out extensively by the authority because it is 

costly (Pántya, Kovács, Kogler, & Kirchler, 2016), or even if they think that it can, they 

might have thought that the tax audits would not reveal their noncompliance. Allingham 

and Sandmo (1972) applied the economic deterrence theory in tax compliance behaviour 

of taxpayers, and they claimed that an individual's decision to comply with taxes or not is 

a rational option in the face of risks and uncertainties, the decision is made by analysing 

the expected costs and the benefits of noncompliance. Thus, tax audits will not have any 

influence on tax noncompliance behaviour. 

5.2.1.9  H9: Tax penalty has a significant and positive relationship with tax 

noncompliance behaviour 

This study developed H9 examine the relationship between tax penalty and tax 

noncompliance behaviour. Results showed a significant and positive effect of tax penalty 

on tax noncompliance among the self-employed respondents which meant that a higher tax 

penalty lead to an increase in tax noncompliance. These results are supported by Masoud 

(2015) who reported a significant impact between tax penalty and tax evasion in Libya. 
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Furthermore, the positive relationship between tax penalties and tax noncompliance 

behaviour is similar to  the findings of Bayer and Sutter (2009), Obaid (2017)  Sinnasamy 

and Bidin (2017b) and Nwidobie (2018). Their studies suggested that an increase in tax 

penalties on non-payment of tax increase tax noncompliance. Similarly, Gangl, Hofmann, 

de Groot, et al. (2015) reported that deterrent impact of tax audit and tax penalty on self-

employed taxpayers has a negative relationship with tax compliance. In the line with the 

economic deterrence theory, Allingham and Sandmo (1972) applied an economic 

deterrence model and supposed that taxpayers aim to obtain upper benefit with real 

knowledge of detection and penalty rates. Becker (1968) suggested that deterrents such as 

penalties are within the sphere of community control. Thus, the decision of the individuals 

is made after they are analysing the expected cost and the benefits of tax noncompliance. 

Therefore, this study implies that self-employed taxpayers have a strong perception that 

tax penalties may enhance the tax noncompliance behaviour. Some researchers had 

cautioned that enforcement of more penalties may backfire, where taxpayers may escalate 

their tax noncompliance behaviour (Lederman, 2018).  

The possible reason behind this finding is that Libya is facing a severe political turmoil 

that eroded the functions of its law enforcement institutions. In other words, the political 

turmoil in Libya has restricted the power to enforce laws and penalties, thus, the tax 

authority has insufficient power to enforce payment of taxes. In addition, the Libyan 

government does not offer better ways that may promote taxpayers to comply, instead, the 

government imposes tax penalties. Moreover, through enforcements of penalties, the tax 

authority does not encourage voluntary compliance among taxpayers (Obaid, 2017). 

Consequently, tax penalties are not a strong deterrent to taxpayers to avoid noncompliance 
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due the weakness of implementation by its authority. Strangely, they evade paying taxes 

as they feel that they will be able to avoid tax penalties in doing so. Thus, a tax penalty is 

not an influential factor to enhance tax compliance. 

5.2.1.10  H10:   Political affiliation has a significant and negative relationship with tax 

noncompliance behaviour 

H10 was developed to examine the effect of political affiliation on tax noncompliance 

behaviour. The empirical results showed a significant and negative effect of political 

affiliation on tax noncompliance behaviour among the self-employed respondents, which 

meant that a higher of political affiliation leads to decline the tax noncompliance. The 

empirical results in the line with some prior studies, Hasseldine and Hite (2003b) who 

reported that political affiliation significantly influences the taxpayers' behaviour. And 

Cullen et al. (2018) found that individuals who have a political affiliation to a particular 

party show less negative effect on tax payment. Alm et al. (2015) found that political 

affiliation has a significant positive effect on compliance of tax filing. 

This result may be justified in the context of Libya where after the 2011 revolution, citizens 

obtained more freedom due to the transition to democracy and, as a result, the emergence 

of political parties, and people could elect own government, thus people will be more 

compliant to pay tax because they believe they support their government. Alm et al. (1992) 

argued that individuals who choose the government they are more likely to be compliant 

to pay tax. Political affiliation with particular political parties affects the individual 

taxpayers in making economic decisions regarding the current government (Katz & Owen, 

2009; Mullainathan & Washington, 2009). The framework of the slippery slope illustrated 

how the taxpayers can be urged to pay taxes, and it explains how to encourage trust and 
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power influence on the behaviour of tax noncompliance (Tsikas, 2017), therefore the 

political affiliation affords the taxpayers both the trust and the power. Thus, political 

affiliation significantly and negatively influences the tax noncompliance decision of 

Libyan taxpayers. 

5.2.1.11  H11:   Political instability has a significant and positive relationship with tax 

noncompliance behaviour 

Empirical results for H11 revealed a strong support for political instability showing a 

significant and positive influence on tax noncompliance behaviour among the respondents. 

This shows that political instability leads to an increase in tax noncompliance behaviour. 

These results are confirmed by and Murshed and Saadat (2018) and Khlif and Amara 

(2019) they found there is a positive relationship between tax political instability and 

noncompliance behaviour. In addition, Amin et al. (2014) stated that in the case of political 

instability there is a reduction in tax collection. Moreover, Elbahnasawy et al. (2016) 

reported that political instability negatively affects the government's effectiveness in 

collecting taxes because of its association with the informal economy. 

The slippery slope framework explains how the taxpayers can be encouraged to pay taxes, 

and it explains how trust and power effect tax noncompliance (Tsikas, 2017), however, if 

a state of political instability in the country, then trust and power will be eroded, which 

leads to the desire of noncompliance by taxpayers. 

In the context of Libya after the revolution of 2011 Libya suffers from the problem of 

political instability represented by the succession of governments in an accelerated and 

chaotic, and even before the end of their term, the new government come (LAB, 2016). 

And the frequent changes in government will lead to a change in the economic policy. 
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According to Grossman (1994) the frequent and sudden changes in governments and their 

policies may affect individuals' behaviour towards paying taxes. Political instability is an 

appropriate platform for suspicious economic activities that translate into a high level of 

tax noncompliance (Khlif & Amara, 2019). 

Furthermore, political instability leads to lower confidence among taxpayers, which has a 

negative impact on the country economy (Umar et al., 2018), thus this leads to a low level 

of confidence for tax authority among Libyan taxpayers due to a fast change in tax policies. 

In the end, political instability leads to more tax noncompliance among Libyan taxpayers. 

In conclusion, the direct paths of the proposed model showed mix results. Results for H1, 

H3, H5, H9 and H11 showed a significant and positive relationship between Islamic 

perspective, National pride, Tax knowledge, Tax penalty and Political instability 

respectively, and tax noncompliance behaviour. However, H6 and H10 showed a negative 

and significant effect between the relationship of Tax morale and Political affiliation 

respectively, and tax noncompliance behaviour. 

Furthermore, empirical results also showed insignificant effects for H2, H4, H7 and H8 

suggesting that Islamic religiosity, Trust in government, Tax fairness and Tax audit, 

respectively have an insignificant effect on tax noncompliance behaviour among the self-

employed in Libya. 

5.2.2 Research Question 2: To what extent do political factors moderate the 

relationship of religious factors, national pride, trust in the government, tax 

knowledge, tax morale, tax fairness, tax audit and tax penalty with tax 

noncompliance among the self-employed in Libya? 

Political factors, namely political affiliation, and political instability could play an 

important role as a moderator in the relationship of tax noncompliance and its determinants. 
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The following sections provide the related discussions on the findings of the effect of 

political affiliation, and political instability as moderator on tax noncompliance and its 

determinants. 

5.2.2.1  The Moderating Effect of Political Affiliation on Tax Noncompliance and its 

Determinants  

The PLS-SEM results in Chapter Four indicate that the inclusion of political affiliation in 

the model as a moderator contribute significantly as a large f2 value (0.306) suggests that 

the presence of political affiliation had a large contribution in the predictive capacity of tax 

noncompliance. The finding supports the model as suggested by Kenny (2015). The 

rationale behind this result might be that political parties, structures and values were unable 

to nurture as Libya had gone through a long dictatorship (of over 40 years) under the ruling 

of Ghaddafi. Presently Libyans may be more eager to strengthen the political system and 

culture within the country.  

However, the moderating impact of political affiliation on the relationship between tax 

noncompliance and each of its determinants produced mixed results when compared to the 

findings of the direct relationship that was examined in Research Question 1 discussed 

earlier. 

Earlier it was shown that without the interaction effect of political affiliation, results 

showed a significant and positive influence of Islamic perspective on tax noncompliance 

behaviour. Adding political affiliation as a moderator to the model as in H12, the structural 

equation modelling (SEM) showed a significant relationship suggesting that taxpayers’ 

political affiliation significantly and positively moderated the influence of Islamic 

perspective on tax noncompliance behaviour. The result showed strengthen the effect of 
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political affiliation on Islamic perspective and taxpayers’ noncompliance behaviour. The 

justification may be that people’s affiliation with political parties who run the government 

on Islamic principles, has convinced the people to avoid paying taxes as it is not coherent 

with the teachings of Islam. 

In addition, H14 was hypothesized to examine the moderating effect of political affiliation 

on the relationship between Islamic religiosity and tax noncompliance behaviour. Results 

showed an insignificant effect of political affiliation as a moderator on the relationship 

between Islamic religiosity and tax noncompliance behaviour. The earlier result of the 

direct relationship between Islamic religiosity and tax noncompliance was also found to be 

insignificant. Thus, political affiliation did not play a significant role as a moderator to the 

relationship. The possible reason may be postulated that Libya is a Muslim-majority 

country and its people practice the teachings of Islam whereas the political system has 

emerged after many centuries of Islam. Therefore, the people perceived that this political 

system is not aligned with the practices of Islam. 

In line with the prediction of hypothesis, H16, results showed that political affiliation had a 

significant and negative moderating impact on the relationship of national pride and tax 

noncompliance behaviour. In an earlier examination, the direct relationship between 

national pride and tax noncompliance behaviour was found to be significant and positive. 

However, this evidence showed that the effect of political affiliation as a moderator had 

altered the strength of the influence of national pride on tax noncompliance behaviour. It 

indicates that with the inclusion of political affiliation as a moderator, the self-employed 

taxpayers were more inclined towards tax compliance. A possible explanation may be due 

to the emergence of political parties after the revolution, and Libyans became affiliated to 
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these political parties and started to be more involved in political activities. In turn, these 

political parties placed emphasis on paying taxes to their affiliated masses. 

Results of the PLS-SEM also provided evidence for H18 indicating that taxpayers’ political 

affiliation has a significant and negative moderating effect on the influence of trust in 

government and their tax noncompliance behaviour. This result showed that the inclusion 

of political affiliation as a moderator may create a multiplier effect on the insignificant 

relationship of trust in government and tax noncompliance among the self-employed found 

in the direct relationship. The outcome of the result may be associated with the rationale 

that when people are affiliated with political parties, they tend to trust them, especially so 

when that particular party comes into power and is elected as government. Moreover, 

people are more likely to accept government policies and tend to avoid noncompliance if 

the ruling party is the one they are affiliated with. 

Results for hypothesis H20 showed that taxpayers’ political affiliation significantly and 

positively moderated the relationship between tax knowledge and tax noncompliance 

behaviour. This result implied that political affiliation added as a moderator made the 

relationship stronger. Thus, in the presence of political affiliation, self-employed Libyans 

will avoid tax much more.  This is an indication that the moderating effect of political 

affiliation rendered a stronger influence on tax noncompliance behaviour. This result also 

suggests that an individual’s political affiliation makes her/him to be more knowledgeable 

about taxation rules and regulations that are likely to affect his/her noncompliance 

behaviour. The rationale may be given that when people are affiliated with political parties 

they are keen to take advantage by seeking more knowledge about taxation policies in a 

way that even when they are noncompliant, their party may support them. Therefore, it 
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may be stated that based on empirical findings, in the presence of political affiliation, the 

relationship between tax knowledge and noncompliance is likely to be stronger among self-

employed individuals. 

In an earlier part of this study, the direct relationship of tax morale and tax noncompliance 

was found to be significant and negative. Furthering the study, H22 was developed to 

examine the effect of political affiliation as a moderator in the relationship between tax 

morale and tax noncompliance behaviour. Results showed a significant and negative effect 

on the relationship between tax morale and tax noncompliance. The inclusion of political 

affiliation as a moderator, showed that it influenced the relationship between tax morale 

and tax noncompliance as results showed a significant negative effect of political affiliation 

in the relationship. It also implied that in the presence of political affiliation, the self-

employed individuals tend to avoid noncompliance more. In the context of Libya, the 

results showed that taxpayers with party affiliation have a strong perception of the 

correlation between tax morale and noncompliance behaviour and can be justified by the 

fact that the group or party to who they belong to, could determine and influence their 

behaviour (Jayawardane, 2015). Thus, people think that engaging in unscrupulous acts like 

tax noncompliance is immoral because it reflects a bad image of the party they belong to, 

so they feel good about paying taxes. Moral commitments have the greatest influence on 

tax compliance behaviour and this will give a good impression that people who are 

affiliated to a political party are the most deserving people. Therefore, it can be stated that 

in the presence of political affiliation, self-employed individuals perceived a negative 

relationship between tax morale and tax noncompliance. 
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In addition, moderating effect of political affiliation on the relationship between tax 

fairness and noncompliance was hypothesized as in H24. Results showed strong support for 

the hypothesis as it showed a significant and negative effect of political affiliation as a 

moderator on the relationship between tax fairness and tax noncompliance. In analysing 

the direct relationship earlier, it was found that tax fairness had an insignificant effect on 

tax noncompliance. However, with the inclusion of political affiliation as a moderator 

between tax fairness and tax noncompliance, it altered the relationship to significant and 

negative among the self-employed respondents. This implied that the moderating effect of 

political affiliation on the relationship had the effect of making the people less inclined 

towards tax noncompliance. In the Libyan context, the possible reason might be that people 

perceived that being affiliated with any political party will place them in a situation where 

the distribution of resources or government spending may be changed and perceived as 

fair. Moreover, people perceive that their affiliated party will distribute resources equally 

and fairly and fulfil their requirements.  This argument is in line with Wearing and Headey 

(1997) suggestion that injustice of the tax system and unfairness of exchange with 

government lead to a higher propensity to tax noncompliance. The equity theory also 

supports the findings by stating that if the rules are equitable and fair then individuals are 

more likely to comply with laws and regulations (Thibaut, Friedland, & Walker, 1974). 

Moreover, equity theory also states that individuals incessantly compare the outputs they 

receive and inputs they give. Therefore, when an individual does not receive the expected 

benefits by paying taxes then he/she will most likely evade taxes until he/she perceive that 

inputs and outputs are equitable (Hatfield et al., 1978) even if he/she is affiliated with the 

ruling party. 
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The moderating effect of political affiliation on the relationship between tax audit and tax 

noncompliance was hypothesized as in H26. Results showed an insignificant effect of tax 

audit on the relationship between tax audit and tax noncompliance among the self-

employed. The earlier analysis on the direct relationship between tax audit and tax 

noncompliance was also found to be insignificant. It meant that the inclusion of political 

affiliation as a moderator on the relationship between tax audit and tax noncompliance has 

not created any effect to alter the relationship. A possible reason may be argued that self-

employed individuals perceived that their political affiliation with any party may not be 

influential to the audit rules and laws of the government, and audit firms. Despite being 

affiliated with a political party, they still think that their tax returns are being closely 

examined. Thus, a tax audit will have no effect because it is already deterrent or because it 

has been concluded, perhaps erroneously, that such an inspection is unable to detect any 

noncompliance to which they had committed (Slemrod et al., 2001). It can also be 

explained that by their affiliation to a political party, the self-employed taxpayers may 

believe that they can influence the tax authority and such audit will not detect their tax 

noncompliance. Thus, tax audits do not affect tax noncompliant behaviour with the 

moderating role of political affiliation. 

Similarly, in H28, this study examined the moderating effect of political affiliation on the 

relationship between tax penalty and tax noncompliance. Results showed strong support 

by showing a significant and positive moderating effect of political affiliation on the 

relationship between tax penalty and tax noncompliance. Earlier, the direct relationship of 

tax penalty and tax noncompliance was found to be significant and positive. The inclusion 

of political affiliation as a moderator showed a significant and positive relationship 
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between tax penalty and tax noncompliance. Thus, people perceived that imposing 

penalties compel people to be more tax noncompliant. The possible reason may be that the 

self-employed do not perceive their affiliation with a political party make them more self-

confident and more influential on the tax authority. So, political affiliation can make 

taxpayers evade taxes as they may be more confident that they will be able to avoid the 

penalties when evading taxes. However, if a taxpayer favours the present ruling party, 

he/she may think that he/she will not be penalised if he/she does not comply with the tax 

laws (Modugu & Anyaduba, 2014) due to party affiliation and favouritism. Thus, tax 

penalty is not an influential factor to enhance tax compliance in the presence of political 

affiliation. However, this justification may be stronger when one is affiliated with the ruling 

party. 

In summary, evidence from the findings of the current study showed that taxpayers’ 

political affiliation had mixed results as moderator on the influence of tax noncompliance 

and its determinants. Therefore, these findings provide an answer, in part, to Research 

Question 2. 

5.2.2.2  The Moderating Effect of Political Instability on Tax Noncompliance and its 

Determinants  

Results from the PLS-SEM analysis in Chapter Four shows that the inclusion of political 

instability as a moderator in the noncompliance model strengthened the capacity of the 

model to predict taxpayers’ noncompliance behaviour. The impact of such strength (f2= 

0.553) was considered to be large (Hair et al., 2016). This suggests that political instability 

have a large effect on tax noncompliance and its determinants among self-employed 

taxpayers. However, the effect size of political instability was observed to be higher than 
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political affiliation (f2= 0.306). The possible reason behind this phenomenon is that people 

perceived political instability as a crucial factor that affected tax noncompliance, as 

political instability became the cause of volatile policies from a change in government. 

This volatility may also affect taxation policies and institutions that monitor tax 

noncompliance. 

Furthermore, for H13, results of this study showed that political instability had a strong 

moderating impact on the influence of Islamic perspective and tax noncompliance 

behaviour. Earlier, it was shown that the relationship between Islamic perspective and tax 

noncompliance behaviour was significant and positive. However, the relationship changed 

direction when political instability was added as a moderator and became significant and 

negative. Therefore, the result suggests that in the presence of political instability, self-

employed taxpayers were more likely to be less inclined towards noncompliance 

behaviour. The reason may be postulated that the existence of political instability 

encourages Libyans to follow fatwas from scholars and not from the Libyan Dar Fatwa. 

Among these are the fatwas of Al-Azhar scholars in 2016 in Egypt, which stated that tax 

evasion is Haram, thus, tax noncompliance is forbidden. Another fatwa of a Saudi Arabian 

scholar, a member of the Supreme Council of Scholars, Advisor to the Royal Court, 

Abdullah Al-Mutlaq, said that taxes are imposed by the state to obtain revenues that 

contribute to regulating people’s affairs, so tax noncompliance is forbidden (Al-Mutlaq, 

2017). Consequently, the Islamic perspective of the Libyan self-employed may have been 

influenced by these fatwas in the presence of political instability. They believe that tax 

noncompliance is forbidden, and therefore they will be less likely to be noncompliant in 

the presence of political instability.  
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Hypothesis H15 was developed to examine the moderating effect of political instability on 

the relationship between Islamic religiosity and tax noncompliance behaviour. Results 

showed an insignificant moderating effect of political instability on the relationship 

between religiosity and noncompliance. Earlier results for the direct relationship of 

religiosity and noncompliance was also found to be insignificant. Thus, the presence of 

political instability as a moderator did not have an impact on the relationship between 

religiosity and noncompliance among the self-employed respondents. The reason may be 

that the self-employed rationalised that taxes did not exist at the time of the Prophet (peace 

be upon him) (Al-Ttaffi & Abdul-Jabbar, 2015) and Muslims abide the teachings of Islam 

that are embedded in the Quran and the Sunnah of the Prophet (peace be upon him). 

Therefore, their religious behaviours reflect the teachings of Quran and Sunnah. Thus, in 

the presence of political instability, people strongly cling to these teachings, making it 

difficult to intervene and alter or have any effect on religiosity among Muslims. 

Consequently, the inclusion of political instability as moderating the relationship between 

religiosity and noncompliance makes paying taxes ineffective among taxpayers in Libya. 

The moderating effect of political instability on the relationship between national pride and 

noncompliance was hypothesized as H17. Results showed an insignificant moderating 

effect of political instability on the relationship between national pride and noncompliance. 

In an earlier analysis, the direct relationship of national pride and noncompliance was 

found to be significant and positive. The inclusion of political instability as a moderator on 

the relationship between national pride and noncompliance was unable to exert a strong 

effect as a moderator. A possible reason may be due to the peoples’ dependence on their 

tribal culture which is a dominant feature among Libyans, who may not want to be involved 
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in the current political system. The tribal culture10 is different from the governing system 

that is currently implemented in Libya after the Ghaddafi era. Thus, the factor of national 

pride does not affect people at the country level due to the political instability of the 

country. Thus, they are not interested in issues related to taxes. Tyler (2000) argued that 

the sense of group identity produced by national pride promotes cooperative behaviour and 

thus affects the behaviour of citizens in groups, communities and organizations. Hence, 

political instability did not reveal a significant impact on the relationship between national 

pride and noncompliance among the self-employed.    

The PLS-SEM results of H19 also provided strong evidence about the moderating influence 

of political instability on the relationship between trust in government and tax 

noncompliance. Results showed that political instability demonstrated a significant and 

positive moderating influence on the relationship between trust in government and tax 

noncompliance behaviour. This implied that the relationship between trust in government 

and noncompliance is altered from insignificant to significant and positive in the presence 

of political instability as a moderator. A justification may be postulated that due to political 

instability, people think that the government will be in power for a short period of time and 

will be unable to formulate and implement policies to curtail noncompliance. Therefore, 

political instability may be the impetus of noncompliance behaviour even if people trust 

the new government in power. 

                                                           
10 Libyan society is mainly structured along tribal lines. STRATFOR estimated that Libya has 140 tribes, 

with only about 30 are influential, playing an important socio-economic and political role. Because of its 

exceedingly confusing topic, STRATFOR has divided Libya's tribal groups into two categories: (i) the 

coastal tribes – who reside mostly in Tripolitania and Cyrenaica, and (ii) the interior tribes – who mostly 

live in Fezzan (https://worldview.stratfor.com/article/special-report-libyas-tribal-dynamics). One of the 

pillars of a leader in Libya (for example, Moammar Gadhafi) is his ability to control these tribes.  

https://worldview.stratfor.com/article/special-report-libyas-tribal-dynamics
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Earlier results showed a significant and positive relationship between tax knowledge and 

tax noncompliance. In furthering the examination of noncompliance, the impact of political 

instability as a moderator on the relationship between tax knowledge and tax 

noncompliance was hypothesized as H21. Results showed a significant and negative effect 

of political instability on the relationship between tax knowledge and tax noncompliance 

among the self-employed respondents. In a state of political instability in a country, 

institutions get weaker or dysfunctional where the people are unable to get sufficient 

information about tax policies and laws which leads to their lack of knowledge of taxation 

policies leading to tax noncompliance. Therefore, with a similar assumption for the Libyan 

self-employed, their inability to obtain enough knowledge about taxation rules and laws 

urged them to commit noncompliance. This findings is in line with the argument of Devos 

( 2012) in the context of taxpayers with a lower level of tax knowledge who are more likely 

to evade taxes because of inadequate awareness of the implications of doing so.  

Hypothesis H23 was developed to examine the moderating influence of political instability 

on the relationship between tax morale and tax noncompliance among the self-employed 

taxpayers. Results showed a significant and positive moderating effect of political 

instability on the relationship between tax morale and tax noncompliance among the self-

employed. Earlier results showed a significant and negative relationship between tax 

morale and tax noncompliance. This may mean that, in the presence of political instability 

and despite the increase of tax morale, tax noncompliance would increase. It may be argued 

that when there is instability in the country, it adversely affects people and may lead to tax 

noncompliance (despite having the moral principle to pay taxes). They may believe that it 

would be a waste of their money paying taxes during a period of instability. Moreover, 
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political instability will make institutions of the country weak and unable to serve the 

masses. Particularly, in Libya, there is more than a government at the same time which 

may create a lack of confidence among the people not knowing the state of their paid taxes. 

As a result, due to political instability, tax morale adversely affects tax payments and 

people will induced to noncompliance. 

Furthermore, H25 was hypothesized as the moderating effect of political instability on the 

relationship between fairness and tax noncompliance. The result shows the significant and 

positive effect of political instability on the relationship between fairness and Tax 

Noncompliance among Libyan self-employed. The direct relationship between fairness and 

Tax Noncompliance was found to be insignificant. The result indicates that presence of 

political instability the relationship of tax fairness and tax noncompliance became positive 

and significant as political instability contributing positively to the relationship that 

indicates that political instability likely to strengthening the direct relationship hence, 

people tend to be more tax noncompliant in Libya. This result implicates that when political 

instability exists in the country, and despite the existence of tax fairness, the state 

institutions may not work properly as broader policies keep on changing with the change 

in the government. Therefore, in this context, Libya having political instability, and with 

presence of fairness, people may think that there is no sense of tax fairness in the existence 

of more than a government, and therefore, there is a multiplicity in policies and tax 

decisions that can result in a feeling of instability in government policies, therefore the 

government become unable to provide equitable and fair services to the masses. 

Consequently, people may be thinking in a way that their tax money is not being spent on 

them that causing tax noncompliance among Libyan self-employed tax payers. 
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The hypothesis H27 shows the moderating effect of political instability on the relationship 

between audit and noncompliance among Libya self-employed. The result reveals the 

insignificant moderating effect of political instability on the relationship audit and 

noncompliance. The direct relationship between audit and noncompliance was also 

insignificant. The inclusion of political instability in the relationship between audit and 

political instability did not alter the strength of the previous relation. In this context, Libyan 

taxpayers may think that in the presence of political instability the tax authority cannot 

implement such a huge program of the audit, or they may have thought that even such an 

audit would not reveal their noncompliance in the existence of political instability. Thus, 

tax audit did not influence tax noncompliance behaviour due to political instability. 

The final relationship H29 was hypothesized as moderating effect of political instability on 

the relationship between penalty and tax noncompliance in Libya self-employed. The result 

shows strong support of political instability on the relationship between penalty and tax 

noncompliance. The result reveals the significant and negative moderating effect of 

political instability on the relationship between penalty and tax noncompliance. The result 

implicates that in the presence of political instability the relationship of penalty and Tax 

Noncompliance likely to be significant and negative as political instability negatively and 

significantly contributing to the relationship of penalty and tax noncompliance. 

Furthermore, it suggests that in the presence of political instability Libya self-employed 

tend to be less noncompliant as more tax penalties impose on them. Political instability 

might lead to the inconsistent policies and laws pertaining to mitigate the noncompliance. 

Therefore, policies regarding imposition of penalty tend to be varied due to political 

instability in the country. Therefore, due to political instability and an increase with the 
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penalty people try to find out ways to avoid noncompliance as variation in the imposition 

of penalty changes with the changing in the government. Consequently, it makes the 

Libyan self-employed avoiding the tax noncompliance behaviour. 

Overall, the results of the moderating effect of political instability on the relationship 

between tax noncompliance behaviour and its determinants provide evidence that the 

political instability significantly moderate the relationship between tax noncompliance and 

its determinants including Islamic perspective, trust in government, tax knowledge, tax 

morale, tax fairness and tax penalty. However, the findings indicate that political instability 

did not significantly moderate the influence of other determinants such as Islamic 

religiosity, national pride and tax audit on tax noncompliance behaviour. Therefore, these 

factors are unable to provide strong support with the moderating effect of political 

instability on tax noncompliance among the self-employed taxpayers. 

5.3 Research Implications 

The findings of this study have some theoretical and policy implications, which are 

discussed in the following sections. 

5.3.1 Theoretical Implications 

A large number of researches has examined factors that influence the behaviour of 

noncompliance among taxpayers. Additionally, numerous researches have studied the 

problems of tax compliance using the economic deterrence theory (Allen, Murphy, & 

Bates, 2017; Allingham & Sandmo, 1972; Dubin & Wilde, 1988; Hallsworth, 2014; 

Murphy et al., 2016; Riahi-Belkaoui, 2004). Nevertheless, economic variables alone do not 

provide a full explanation and understanding of compliance behaviour among taxpayers 
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(Alm, 1999; K. Murphy et al., 2016; Riahi-Belkaoui, 2004). Scholars began to focus on the 

effects of social and psychological factors on tax compliance behaviour (Awang et al., 

2018; Barbuta-Misu, 2011; Brooks, 2001; Kirchler, 2007; Mason & Calvin, 1984; Reckers, 

Sanders, & Roark, 1994). Furthermore, previous models and research work were lacking 

on how political factors could affect the complex issue of tax compliance behaviour in the 

context of developing countries such as Libya where political turmoil was evident for many 

years. Therefore, a comprehensive research model was proposed based on underpinnings 

of the social learning theory and other supporting theories, namely, slippery slope 

framework, social identity theory, social equity theory and economic deterrence theory. 

The proposed model has a deep theoretical and conceptual groundings in these theories 

that explain tax noncompliance behaviour and its determinants that encompass various 

dimensions such as social, political, psychological and economic domains. Thus, this study 

has extended the existing body of knowledge by empirically examining and supporting the 

theoretical model that include several determinants of tax noncompliance behaviour 

deduced from the above-mentioned theories in the context of a developing country.  

Another key contribution of this study is the inclusion of moderators in the relationship 

between tax noncompliance and its determinants. The evidence from the study shows 

mixed findings when political factors (namely, political affiliation, and political instability) 

were included as moderator variables. For example, results showed that political affiliation, 

and political instability did not significantly moderate the relationship between Islamic 

religiosity and tax noncompliance among individual taxpayers. However, results showed a 

strong support to the inclusion of political affiliation and political instability as moderators 

on the relationship between Islamic perspective and tax noncompliance.  
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Similarly, political factors were examined as moderators on the relationship between 

national pride and tax noncompliance. The effect of political affiliation was found to be 

significant and negative between national pride and tax noncompliance while their direct 

relationship was significant and positive. On the other hand, political instability as a 

moderator revealed insignificant and negative effect between national pride and tax 

noncompliance whereas without a moderator it showed a significant and positive 

relationship. Thus, the inclusion of political instability changed the direction of the 

relationship. Political factors added as a moderator to the study to examine the relationship 

between national pride and noncompliance in developing countries are lacking in prior 

studies. This study adds to the literature by empirically examining the moderating effect of 

political factors and showed that both political factors (political affiliation, and political 

instability) exert different effects on the relationship between national pride and 

noncompliance among the self-employed in Libya. It extends the existing literature by 

showing that political affiliation exerts a negative and significant relationship while 

political instability exerts an insignificant effect on the relationship between national pride 

and noncompliance among the self-employed. This study also extends the Social identity 

theory by adding the political factors. It adds to the social identity theory by providing 

empirical evidence that in the presence of political affiliation, national pride exerts a strong 

effect on noncompliance among the self-employed taxpayers. National pride and 

noncompliance did not significantly affect the relationship in the presence of political 

instability among the self-employed taxpayers. 

In addition, the study also provided evidence that when political affiliation was added to 

the relationship of trust in government and tax noncompliance, it exerted a strong 
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moderating impact on the relationship which was significant and negative in the direct 

relationship. Political instability also showed a significant but positive effect as a moderator 

between trust in government and tax noncompliance. The empirical evidence of political 

factors as a moderating variable also extends the existing literature on the relationship 

between trust in government and noncompliance in the context of a developing countries. 

The empirical evidence shed light and advanced the existing literature by revealing the 

diverse effects of political factors as political affiliation showed a significant and positive 

relationship while political instability revealed a significant and negative effect on the 

relationship between trust in government and noncompliance. The empirical evidence also 

adds up to the slippery slope framework by incorporating and empirically examining the 

effect of political factors on the relationship between trust in government and 

noncompliance in the context of developing countries. This research may contribute to the 

slippery slope framework by giving empirical evidence of political factors that exert strong 

effect as moderators on the relationship between trust on government and noncompliance 

among the self-employed which was lacking in the literature. 

Moreover, this study also advances the current literature on tax noncompliance and its 

determinants by examining political factors as moderators on the relationship between tax 

knowledge and tax noncompliance behaviour in a developing country, Libya, which was 

elusive before. The mixed results are revealed as both factors have significant effect on the 

relationship between tax knowledge and tax noncompliance, however their direction is 

different. Political affiliation showed a significant and positive effect on the relationship 

between tax knowledge and tax noncompliance whereas political instability showed a 

significant and negative effect on the relationship between tax knowledge and tax 
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noncompliance, hence inclusion of political factors not only changed the strength but also 

the direction of the relationship which is an important contribution to the existing literature 

on tax noncompliance and its determinants. This empirical result also contributes to extend 

the existing theory of tax knowledge and noncompliance such as social learning theory by 

providing empirical evidence that showed a strong moderating effect of political factors on 

tax knowledge and noncompliance.  

Similarly, this study also extends the existing literature by examining political factors as 

moderators on the relationship between morale and tax noncompliance among the self-

employed taxpayers. Results showed mixed results as political affiliation has a significant 

and negative effect while political instability showed a significant and positive effect on 

the relationship. The empirical results advanced the literature in the area of tax 

noncompliance and its determinants particularly about the relationship of morale and 

noncompliance. 

In addition, this study adds up to the existing literature on tax noncompliance and its 

determinants by empirically examining the moderating effect of political factors on the 

relationship between tax fairness and tax noncompliance. The empirical results showed 

that political affiliation significantly and negatively affected the relationship whereas, 

political instability significantly and positively moderate the relationship of tax fairness 

and tax noncompliance. The study extends the literature by showing the differential effect 

of political factors on the relationship of fairness and noncompliance. It suggests that in 

the presence of political affiliation, Libyan self-employed would be less inclined towards 

noncompliance however, in the presence of political instability, the inclination towards 

noncompliance would be higher. Furthermore, this study also advances the equity theory 
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by adding and empirically examining the effect of political factors. It also shows that in the 

presence of different political factors, relationship between tax fairness and noncompliance 

change. The inclusion of political factors was lacking in previous studies in discussions of 

tax fairness and noncompliance in the context of equity theory. 

Furthermore, political affiliation showed a significant and positive effect whereas political 

instability showed a significant and negative effect on the relationship of penalty and tax 

noncompliance. Results of the study enriched the literature on tax noncompliance, 

particularly with regard to factors affecting the behaviour of tax compliance in developing 

countries which further narrowed the research gap between developed and developing 

countries as recommended in Chau and Leung (2009), Torgler (2003c&2007) and Gobena 

and Van Dijke (2016). It implies that in the presence of political affiliation, self-employed 

taxpayers would be more inclined towards tax noncompliance whereas when there is 

political instability, noncompliance may be observed to be much less. This result is also 

important in extending the existing deterrence theory by providing evidence on the effect 

of political factors. 

5.3.2 Practical Implications 

The findings of the present study are useful to developing economies, in particular, Libya, 

regarding policies that can minimize tax noncompliance and, hence, increase government 

revenues and in turn, benefit the citizens. For instance, findings showed a significant and 

positive relationship between Islamic perspective and tax noncompliance. Government 

officials should consider this factor as crucial in formulating taxation policies. In this 

regard, the government should engage Muslim clerics for their knowledge of fatwas in 

favour of paying taxes as a religious obligation as Libya is a Muslim-majority country.     



Universlti Utara Malaysia 

 

245 
 

In addition, the government should also consider national pride as a significant determinant 

that affect noncompliance among the self-employed taxpayers. Government should 

formulate such policies that may utilise national pride to reduce noncompliance. The 

government may start an awareness campaign with national pride as the subject of the 

messages to fulfil their responsibilities as citizens which may contribute to reduce 

noncompliance behaviour.   

This study also finds tax knowledge as a significant factor of noncompliance. Thus, the 

government should consider this factor while formulating policies to mitigate 

noncompliance. The government should take initiatives about spreading more knowledge 

about taxation through different means such as advertisement, workshops and booklets that 

contain laws and rules about taxation policies of the government.  

Furthermore, based on the findings of the current study, morale was also found as an 

important factor to curtail noncompliance. The government should strive to enhance 

morale among the self-employed in Libya. In this context, various initiatives might be 

taken, for instance, offer tax discounts to those who pay tax within a specified time, and 

introduction of various welfare projects in favour of the people to convince them to avoid 

noncompliance. Thus, taxpayers feel that these actions and decisions are fair and official, 

and they begin to develop positive reactions toward paying taxes (Hartner et al., 2008).  

In addition, tax penalty was also found to be a crucial determinant of tax noncompliance 

among the self-employed taxpayers. The government has also considered tax penalties 

while formulating and implementing their taxation policies. However, in the context of the 

results of the current study, higher penalty may lead to greater tax noncompliance. It is 
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therefore, important for the government to solve this issue carefully. It implied that, instead 

of penalizing people who are noncompliant, the government should focus more on 

persuasion and managing other psychological and social factors to make people more tax 

compliant such as leveraging on national pride and tax morale. 

Furthermore, political factors were also employed and examined in this study as 

moderators on the relationship between tax noncompliance and its determinants, with 

political affiliation being one of the two factors. Political affiliation was found to be 

significant as a moderator for several determinants of noncompliance such as Islamic 

perspective, national pride, trust in government, tax knowledge, tax morale, tax fairness 

and tax penalty. The government, especially, should play an important role to make politics 

more conducive in the country so that its people may participate in the country’s political 

process through memberships in political parties. Being affiliated to a political party may 

encourage the people to contribute to the development and strengthening of the country’s 

values and systems and consequently to affect tax noncompliance behaviour. In this regard, 

the government should also work on making political institutions stronger such that the 

political process may continue to prosper in the country. 

Political instability was the second factor which was examined in this study as a moderator 

on the relationship between noncompliance and its determinants. Political instability was 

also found to be significant when it was included in the model with several factors such as 

Islamic perspective, trust in government, tax knowledge, tax morale, tax fairness and tax 

penalty. The government should act upon the importance of political instability to its 

taxpayers as evident from this study. The government should eradicate those factors that 

may cause political instability in the country, such as two parallel governments ruling the 
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country at the same time which has brought about political turmoil and unrest.  There 

should only be one autonomous and strong government to formulate and implement a 

uniform tax policy in the country focusing not only on the overall treatment of taxpayers 

but also paying attention to the individual taxpayers. 

In short, it must be an optimum tax policy between taxpayers who are noncompliant and 

compliant differ. Regrettably, it is difficult to apply this policy in an ideal way because the 

tax authority's work focuses on the overall treatment of taxpayers, rather than on the 

individual level.  

In Libya, it is expected that the level of tax noncompliance differs between regions. An 

effective strategy might be to provide optimum benefits (for example a reduction in tax 

penalty) to the regions with low levels of noncompliance while enforcing a tight policy to 

regions with high levels of tax noncompliance. Such a strategy, nevertheless, does not 

confirm equity and fairness where in a low compliant region, a noncompliant taxpayer will 

enjoy a reduction in tax penalty while a compliant taxpayer in a high noncompliant region 

will not be able to enjoy the benefits. Clearly, increased monitoring is costly, but it can 

ultimately be funded by an increase in tax revenues resulting from a more concerted effort 

to fight against tax evasion. In some situations, what is lacking is the desire to implement 

monitoring rather than the ability to apply it. As a matter of fact, tax noncompliance in 

some countries is often seen as a small crime, and tax evaders are seen as smart people 

(Hofmann, Hoelzl, & Kirchler, 2008). 
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5.4 Research Limitations 

Several limitations are related to this study. The first is the measurement that was adopted. 

Like most compliance research, the study was dependent on the behaviour of self-reporting 

by the taxpayers, however, the researcher pointed out that behaviour of taxpayers under 

such a method may not be a true representation of their actual behaviour (Hessing, Kinsey, 

Elffers, & Weigel, 1988; van Dijke & Verboon, 2010). Consequently, caution should be 

exercised when drawing conclusions from the results of this study with regard to actual 

behaviour. Moreover, due to unavailability of the measurements of political affiliation, the 

current research developed new measurements that would benefit from further validation 

in future research for the construct of political instability.  

The second limitation may have associated with the generalization of results of this study 

was drawn from a sample of responses that were obtained from a limited area of Libya 

only, namely Tripoli, due to the security situation in other parts of the country. The study 

was concentrated on only the self-employed taxpayers residing in Tripoli. Perhaps the 

behaviour of taxpayers in other parts of Libya may be influenced differently by social, 

economic and political environment as well as the style of tax administration existing in 

those areas. 

Similarly, a fair representation of the sample on a demographic basis, such as gender, race, 

religion, etc., was difficult due to the fact that the list from which the sample was drawn 

did not contain much information about the taxpayers. In addition, despite efforts to 

minimize the common limitations associated with the use of the survey method, it is also 

acknowledged that this study may not be completely free from some survey limitations 

such as non-response bias, as well as bias in completing the questionnaires.  
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Finally, there are other factors that may be relevant in understanding tax noncompliance 

behaviour which were not considered in this study as the factors incorporated in the model 

of this study are not exhaustive. Nonetheless, no single study can capture the numerous 

factors that have an effect on tax compliance behaviour (Alm, 1999). 

5.5 Future Research and Recommendations 

The results and limitations of the current study provide insights into potentially fruitful 

areas of tax noncompliance that may require the attention of researchers in the future, 

especially for research in Libya. More research is needed to empirically test the model 

developed based on several theories in which political factors had been used as moderators 

between tax noncompliance and its determinants. Follow-up research is necessary to verify 

the consistency of the findings that have been reached about the determinants and 

moderating variables of tax noncompliance. Furthermore, it is desirable for future research 

efforts to also concentrate on identifying other economic, social, psychological and cultural 

factors that may influence taxpayers’ noncompliance behaviour particularly in developing 

countries. In addition, due to limited research scope focusing on tax noncompliance in 

Libya only, more research is needed for comparison to other developing countries. 

This recommendation is premised on suggestions in the literature indicating that tax 

compliance behaviour remains a largely underdeveloped area of research (Andreoni et al., 

1998; Chau & Leung, 2009; Devos, 2014) especially in developing countries, such as 

Libya. Similarly, following the findings of this study and other similar studies (Murphy, 

2007; Wenzel, 2004 & 2005), which lend support to the suggestion of Kirchler et al. (2007) 

that the relationship between tax noncompliance and its determinants may be moderated 

by certain factors, researchers should consider investigating other possible social, 
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psychological or cultural factors. These investigations would provide for a better 

understanding of taxpayers’ behaviour toward their noncompliance decisions. In addition, 

future researchers may want to consider extending tax noncompliance studies to rural areas, 

especially in developing countries to bridge the research gap between developing and 

developed countries where there are considerable variations in the development between 

rural and urban areas, which is likely to cause a variation in the behaviour of taxpayers in 

the two geographical locations. Additionally, future research that focus on tax 

noncompliance behaviour in the informal sector is desirable since there may be greater 

differences for noncompliance in the formal as well as the informal sector.  

To minimize the limitation of measurement, researchers in the future should exploit the 

possibilities of conducting more research on tax noncompliance using mixed methods 

consisting of both qualitative and quantitative research. Mixed methods approach allows 

researchers to reduce respondents’ personal bias (Creswell, 2009). 

5.6 Conclusion 

This study provides empirical evidence on the interaction between social, economic, and 

political factors competing to exert effect on the Libyan self-employed taxpayers towards 

their tax noncompliance behaviour. This complex relationship is elaborated through 

various economic and social theories including social learning theory, slippery slope 

framework, social identity theory, equity theory and economic deterrence theory. The study 

basically set out to provide answers to two questions: (1) “How do religious factors, 

national pride, trust in the government, tax knowledge, tax morale, tax fairness, tax audit, 

tax penalty, political affiliation and political instability affect tax noncompliance among 

the self-employed in Libya?” and, (2) “To what extent do political factors moderate the 
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relationship of religious factors, national pride, trust in the government, tax knowledge, tax 

morale, tax fairness, tax audit and tax penalty with tax noncompliance among the self-

employed in Libya?”. To answer these questions, the structural equation modelling 

approach was employed through Smart-PLS 3.2.7.  

Prior to hypothesis testing, validity and reliability were ensured of all measurements. 

Testing of hypothesis was done through a bootstrapping procedure. Results of the 

hypotheses were mixed while examining the direct relationship between tax 

noncompliance behaviour and its determinants. Similarly, in the presence of political 

affiliation, and political instability as moderating variables between the relationship of tax 

compliance and its determinants, the results were also mixed. In general, the direct 

relationships for Islamic perspective, national pride, tax knowledge, tax penalty and 

political instability revealed significant and positive effect on tax noncompliance among 

the self-employed taxpayers. It showed that these factors exert a strong effect on the self-

employed to be noncompliant. On the other hand, tax morale and political affiliation 

showed a significant negative effect on noncompliance among the self-employed taxpayers 

to urge them to avoid noncompliance. The inclusion of political affiliation showed a 

significant and positive effect on the relationship between Islamic perspective, tax 

knowledge and tax penalty whereas, it showed a significant and negative effect on national 

pride, trust in government, tax morale and tax fairness. In addition, findings showed that 

political instability had a significant and positive effect on trust in government, tax morale 

and tax fairness. However, findings showed a significant and negative moderating effect 

on the relationship between Islamic perspective, tax knowledge and tax penalty.   
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 After hypothesis testing, overall goodness of fit, coefficient of determination, predictive 

relevancy of the model were also examined that produced satisfactory results. In addition, 

based on the results of hypothesis testing, important theoretical contributions to the existing 

literature and policy implications were also highlighted. Limitations and recommendations 

for future research were also provided. 
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Appendix D: Introduction Letter of The Researcher from The Embassy of 

Libya/Academic Affairs in Malaysia 

 
 

 

 



Universlti Utara Malaysia 

 

326 

 

Appendix E: The Recommendation Letter from The Ministry of Education 

Scholarship Administration 
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Appendix F: Independent Sample T-test 

 Levene's Test for 

Equality of 

Variances 

t-test for Equality of Means 

F Sig. t df Sig. (2-

tailed) 

Mean 

Difference 

Std. Error 

Difference 

95% Confidence 

Interval of the 

Difference 

Lower Upper 

Perspective 

Equal variances 

assumed 

2.218 .137 -.827 310 .409 -.13455 .16279 -.45486 .18576 

Equal variances 

not assumed 

  -.845 128.929 .400 -.13455 .15926 -.44965 .18055 

Religiosity 

Equal variances 

assumed 

.027 .869 .438 310 .662 .06865 .15690 -.24007 .37737 

Equal variances 

not assumed 

  .431 121.409 .667 .06865 .15928 -.24668 .38398 

Pride 

Equal variances 

assumed 

.600 .439 -.187 310 .852 -.02895 .15466 -.33326 .27537 

Equal variances 

not assumed 

  -.183 120.398 .855 -.02895 .15785 -.34148 .28359 

Govt. 
Equal variances 

assumed 

3.144 .077 .545 310 .586 .08084 .14824 -.21084 .37253 
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Equal variances 

not assumed 

  .522 116.244 .603 .08084 .15489 -.22594 .38762 

Knowledge 

Equal variances 

assumed 

2.643 .105 -.199 310 .843 -.02849 .14328 -.31041 .25343 

Equal variances 

not assumed 

  -.189 114.784 .851 -.02849 .15102 -.32764 .27066 

Morale 

Equal variances 

assumed 

.302 .583 .629 310 .530 .08864 .14102 -.18884 .36612 

Equal variances 

not assumed 

  .620 121.574 .537 .08864 .14304 -.19452 .37181 

Fairness 

Equal variances 

assumed 

.648 .421 -1.093 310 .275 -.17266 .15791 -.48336 .13805 

Equal variances 

not assumed 

  -1.137 132.765 .258 -.17266 .15188 -.47308 .12776 

Audit 

Equal variances 

assumed 

1.108 .293 -1.500 310 .135 -.22864 .15243 -.52856 .07129 

Equal variances 

not assumed 

  -1.474 121.010 .143 -.22864 .15507 -.53563 .07836 

Penalty 

Equal variances 

assumed 

.201 .654 -.021 310 .983 -.00312 .14958 -.29744 .29120 

Equal variances 

not assumed 

  -.021 120.934 .984 -.00312 .15223 -.30451 .29827 

Affiliation 
Equal variances 

assumed 

.350 .554 1.261 310 .208 .17934 .14225 -.10056 .45924 
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Equal variances 

not assumed 

  1.248 122.379 .214 .17934 .14368 -.10507 .46376 

Instability 

Equal variances 

assumed 

.134 .715 -1.772 310 .077 -.25865 .14599 -.54590 .02860 

Equal variances 

not assumed 

  -1.743 121.111 .084 -.25865 .14844 -.55251 .03521 

Noncompliance 

Equal variances 

assumed 

.211 .646 -.775 310 .439 -.12065 .15562 -.42685 .18555 

Equal variances 

not assumed 

  -.764 121.439 .446 -.12065 .15795 -.43335 .19205 
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Appendix G: Outer Loading 
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