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ABSTRACT 

Despite the substantial efforts by the government, income tax compliance among small 
and medium-sized enterprises (SMEs) in the manufacturing sector of Yemen is very 

low. Therefore, the present study aims to determine the factors that influence the tax 
compliance behaviour among the SMEs in Yemen by extending Fischer’s Model that 
is built on the integration of both economic and socio-psychological theories in the 
context of tax compliance as well as examining the moderating role of the removal of 

government subsidies as a new construct of SMEs’ tax compliance behaviour. This 
study hypothesises ten factors affecting SMEs’ tax compliance behaviour and ten 
hypotheses on the moderating effects of the removal of government subsidies on such 
relationships. Using the quantitative approach, this study employed a self -administered 

questionnaire survey among 490 owner-managers of SMEs listed by the Yemeni 
Ministry of Industry and Trade (YMIT). From there, 372 responses were received and 
usable for analysis purpose. The Partial Least Squares (PLS) results revealed positive 
relationships between tax fairness, tax audit, tax rate, tax penalty, political instability, 

and zakat payment on SMEs’ tax compliance behaviour and negative relationships of 
income of SMEs and tax compliance costs on SMEs’ tax compliance behaviour. 
Meanwhile, peer influence and perception of corruption did not demonstrate any 
significant influence on SMEs’ tax compliance behaviour.  The findings also 

ascertained the potential moderating effect of the removal of government subsidies on 
the relationships between tax fairness, tax audit, tax rate, tax penalty and tax 
compliance costs on SMEs tax compliance behaviour. Besides extending the body of 
knowledge by providing a robust model to explain several interrelated factors that 

influence SMEs tax compliance behaviour, the results also offer further insights on the 
determinants of tax compliance behaviour among SMEs, especially in the Yemen 
context. 
 

Keywords: tax compliance, Fischer Model, removal of government subsidies, zakat,  

                    Yemen.  
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ABSTRAK 

Walaupun pelbagai usaha telah dilakukan oleh pihak kerajaan, tahap kepatuhan cukai 
pendapatan dalam kalangan perusahaan kecil dan sederhana (PKS) khususnya dalam 

sektor pembuatan di Yaman masih lagi rendah.  Oleh itu, kajian ini dijalankan untuk 
menentukan faktor-faktor yang mempengaruhi tingkah laku pematuhan cukai dalam 
kalangan PKS di Yaman, dengan menggunakan Model Fischer yang telah ditambah 
baik berdasarkan teori ekonomi dan teori sosio-psikologi dalam konteks pematuhan 

cukai. Kajian ini juga meneliti peranan penghapusan subsidi kerajaan sebagai 
penyederhana terhadap tingkah laku pematuhan cukai dalam PKS. Kajian ini 
mengemukakan sepuluh hipotesis berkenaan faktor-faktor yang mempengaruhi 
tingkah laku pematuhan cukai dalam kalangan PKS dan sepuluh hipotesis berkenaan 

kesan penyederhanaan daripada penghapusan subsidi kerajaan terhadap PKS. Kajian 
ini adalah kajian kuantitatif dengan menggunakan kaedah tinjauan soal selidik yang 
dikendalikan sendiri oleh penyelidik terhadap 490 pemilik dan pengurus PKS yang 
disenaraikan oleh Kementerian Perindustrian dan Perdagangan Yaman (YMIT). 

Sebanyak 372 maklum balas telah diterima dan boleh digunakan untuk dianalisis.  
Kaputusan analisis Partial Least Squares (PLS) menunjukkan terdapat hubungan 
positif antara keadilan cukai, audit cukai, kadar cukai, penalti cukai, ketidakstabilan 
politik dan pembayaran zakat dengan tingkah laku pematuhan cukai PKS dan terdapat 

hubungan negatif antara pendapatan PKS dan kos pematuhan cukai dengan tingkah 
laku pematuhan cukai PKS. Sementara itu, pengaruh rakan sebaya dan persepsi 
terhadap rasuah tidak menunjukkan pengaruh yang signifikan terhadap tingkah laku 
pematuhan cukai PKS. Kajian ini mendapati peranan penghapusan subsidi kerajaan 

sebagai penyederhana telah memberi kesan terhadap hubungan di antara keadilan 
cukai, audit cukai, kadar cukai, penalti cukai dan kos pematuhan cukai dengan tingkah 
laku pematuhan cukai PKS. Selain mengembangkan pengetahuan dalam bidang 
pematuhan cukai melalui penghasilan model yang komprehensif untuk menjelaskan 

faktor-faktor yang mempengaruhi tingkah laku pematuhan cukai PKS, kajian ini juga 
memberikan gambaran yang lebih mendalam mengenai faktor-faktor yang 
mempengaruhi tingkah laku pematuhan cukai dalam kalangan PKS, terutamanya 
dalam konteks negara Yaman.    

 
Kata kunci: pematuhan cukai, Model Fischer, penghapusan subsidi kerajaan, zakat, 
                     Yaman. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study 

The development and economic growth of any country is typically dependent on the 

quantity of revenues that the country can generate and use for public infrastructure 

(Samuel & De Dieu, 2014). Taxes are important as the primary source of income to 

government and a mean for financing its critical programs such as health care, 

provision of services and infrastructures such as law enforcement, and construction of 

roads to the general public (Bräutigam, 2002; Worlu & Nkoro, 2012; Gurama & 

Mansor, 2015). Therefore, governments around the world are required to raise their 

level of tax revenue in proportion to their gross domestic product (GDP) for the 

purpose of sustaining their economic growth and to achieve infrastructural and social 

development (Bird, Martinez-Vazquez & Torgler, 2008). 

For both developed and developing nations, tax revenue is a substantial source of 

income to various governments and a mechanism for achieving development. The 

level of tax compliance and revenue generation in developed countries is higher when 

compared with developing economies (Cobham & Janský, 2018; Franzoni, 2000; 

World Bank, 2018). Many developed countries notably the United States (US), United 

Kingdom (UK), and Australia are able to raise adequate revenue to finance their 

respective governmental activities through tax revenue (Hindriks, Peralta & Weber, 

2008). For example, in UK and Australia, the proportion of tax ratio for the period of 

2008 to 2017 was 32.53% and 29.73% respectively (International Monetary Fund 

[IMF], 2014; World Bank, 2020; Organization for Economic Co-operation and 

Development  [OECD], 2019, 2020). 
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From the perspective of developing countries, Mas’ud, Aliyu and Gambo (2014a) state 

that there is a low level of tax revenue generation by the government to run its 

activities. One reason for this is the low tax compliance in most developing countries 

as compared to developed countries (Kim, 2008). In Yemen, the government finds it 

difficult to raise adequate tax revenue to cater for public expenditure due to low tax 

compliance (Al-Faseel, 2014; Al-Ttaffi, 2017). When compared with other countries 

using tax revenue to the GDP ratios as shown in Table 1.1, Yemen’s ratio is very low.   

Table 1.1   

Tax Performance of Yemen Compared to other Countries Using Tax to GDP Ratios 
Country  2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Average 

(2008-

2017) 

UK 32.30 31.20 32.40 33.10 32.40 32.20 32.20 32.70 33.30 33.50 32.53 

Australia  26.80 25.50 25.30 25.90 26.90 27.10 27.30 27.90 27.6 28.5 29.73 

Tunisia 26.80 26.80 27.20 29.10 29.10 29.80 30.90 30.30 29.60 31.2 29.08 

Morocco 30.20 26.90 27.70 28.50 29.50 27.70 28.30 26.40 27.20 27.60 28.00 

Egypt 17.90 17.80 16.40 15.90 15.20 16.30 15.30 15.70 15.40 17.10 16.50 

Jordan  17.80 17.00 16.00 15.00 15.30 15.20 15.65 15.17 15.92 15.13 15.82 

Lebanon 16.40 16.80 16.90 16.30 15.20 14.30 14.05 13.45 13.50 15.26 15.32 

Malaysia 15.1 15.5 13.80 15.30 16.10 15.80 15.30 14.80 14.20 13.60 14.95 

Yemen 8.00 7.50 6.60 5.40 7.00 7.10 8.00 8.00 8.40(P) 8.70(P) 7.47  

Source: IMF, 2014 p31, Ministry of Planning and International Cooperation  [MPIC], 2016 p2,  OECD , 2019; 
World Bank, 2020. 

Note: a. Only major items are reported. Data from domestic IMF (2014) p. 31 projections (p) based on authors' 

MPIC, 2016.  

 

 

From Table 1.1, it can be observed that the average tax revenue proportion of Yemen 

amounts to only 7.47% to GDP for the period between 2008 and 2017 as compared to 

16.50% and 15.82% of GDP in countries with similar economies such as Egypt and 

Jordan. Several countries have even recorded more revenue than 28% of GDP such as 

Morocco, Tunisia, and Lebanon (World Bank, 2020; OECD, 2019; IMF, 2014; 

Ministry of Planning and International Cooperation [MPIC], 2016). An analysis by 

Bose, Haque and Osborn (2007) and IMF (2014) also pointed out that Yemen, Sudan, 

and Libya have the lowest share of tax revenue on GDP among the developing 

countries. 
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Among the reasons for low percentage of tax to GDP adduced by studies is the issue 

of low tax compliance among taxpayers (Al-Tttaffi & Abdul-Jabar, 2020). In addition, 

MPIC (2018)1 also states that low tax revenue in Yemen is the problem of low tax 

compliance among the taxpayers especially by small and medium enterprises (SMEs). 

It is further argued that in Yemen, the economy of the country  relied on SMEs that 

stood up to 99.6% of the business activities in the country which gave the SMEs 

operators higher opportunity often not to comply with tax laws voluntarily (Al-Tttaffi 

& Abdul-Jabar, 2020). 

This might be due to the government concentration on oil revenue rather than the other 

form of taxes. In view of this, Al-Faseel (2014) as well as Al-Ttaffi and Abdul-Jabbar 

(2016) argue that low tax compliance poses a serious threat to Yemeni tax 

administration and plays a significant role in impeding the effective performance of its 

tax revenue. Therefore, Yemen is categorised among developing countries as a nation 

with backwardness in tax revenue generation as a result of high level of tax non -

compliance (Al-Faseel, 2014; Imam & Jacobs, 2014; Sana’a Centre for Strategic 

Studies [SCSS], 2019). 

Tax revenue is a significant source of income to the Yemeni government apart from 

the oil revenue which amounts to 70% of the total government income before the crash 

of oil price and 2011 crisis. This situation necessitates the government to heavily rely 

 
1 There is no any available recent data from any reliable source or MPIC except what is obtainable from 
2018. This is due to the ongoing crises and war in the country that make situation difficult to prepare 

and make available data on some statistical facts from government or other reliable authorities. 
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on tax revenue from taxpayers (Al-Batly, 2014; MPIC, 2016; MPIC, 2018). Table 1.2 

shows the percentage of Yemen’s oil and non-oil revenues2 from 2007 to 2015. 

Table 1.2 
Yemen Oil and Non-Oil Revenues (as % of GDP) from 2007-2015 

Total revenue 

and grants 
2007 2008 2009 2010 2011 2012 2013 2014 2015  

Oil revenue 22.6 27.0 15.0 17.0 17.0 14.0 13.0 11.0 11.4  

Tax revenue 7.4 8.0 7.5 6.6 5.4 7.0 7.10 8.0 8.0  

Grants 0.5 1.5 1.0 1.2 1.2 6.1 0.9 1.4 1.1  

Others 3.0 2.0 2.5 2.5 3.0 3.0 2.5 2.5 3.0  

Total revenue 33.5 38.5 26.0 27.3 26.6 30.1 23.5 22.9 23.5  

Source: IMF, 2014 p. 25; MIPC, 2016 p.2  

 

As shown in Table 1.2, Yemen’s tax revenue to GDP ranges from 5.4% to 8% between 

2007 and 2015 with the lowest percentage was recorded in year 2011 (5.4%). Such 

low percentage is mostly attributed to the high rate of political instability in the country 

which was related to the Arab Spring revolution (MPIC, 2018; Sarker, 2014; Al-

Shammari & Willoughby, 2019). Furthermore, considering the percentage of oil 

revenue contribution to GDP, the value increased from 22.6% to 27% between 2007 

and 2008, after which the value has continuously declined from 27% to around 11.4% 

currently. This is also due to the rising political instability as mentioned above.  

Overall, it can be noted that the contribution of tax revenue to the Yemeni government 

is less than 15% which is the suggested rate by the World Bank for tax revenue to 

 
2 Oil poses as the major revenue source that supports the government budget, and it contributes over 
60% to fiscal revenues. As a consequence of war, oil fields were sabotaged coupled with declining oil 
prices. Hence, the oil revenue dropped significantly and by 2015 it only makes 11% of GDP from the 

initial 13% of GDP in 2013, indicating a decline of 4 billion USD despite the country’s low GDP of 
around 38 billion USD. 
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GDP3 for the Middle East and North Africa countries (MENA) (IMF, 2014; World 

Bank, 2020; MPIC, 2018; SCSS, 2019). According to Al-Adofi (2015), the SMEs in 

Yemen pay only 5% to 10% of their due tax. This is because the authority that monitors 

and guarantees the income tax fails to stop the bleeding of low tax compliance, 

subsequently leaving the country with total tax collection that does not exceed 20% of 

the actual value of the due tax. For that reason, the Yemeni tax authority (YTA) 

recognises that tax loss in general has amounted to 80% of due tax from SMEs and 

this loss represents the size of low tax compliance. This is probably due to the tax 

authorities having inadequate investigation over the non -compliance behaviour of 

SMEs taxpayers which consequently leads to the problem of low income to th e 

government (Al-Faseel, 2014; Central Organization of Control & Audit [COCA], 

2018). 

Globally, various studies have focused on examining the concept of tax compliance in 

both developed and developing countries (Bobek, Hageman & Kelliher, 2013; 

D’Attoma, 2017; Hallsworth, List, Metcalfe & Vlaev, 2017; Kiow, Salleh & Kassim, 

2017; Iskandar, Bhaduri & Wünscher, 2016; McGee, Benk, Ross & Kılıçaslan, 2012). 

However, studies on tax compliance in the Middle East particularly Yemen are limited 

(Alshira’h & Abdul-Jabbar, 2020; Al-Ttaffi & Abdul-Jabbar, 2018; Aljaaidi, Manaf & 

Karlinsky, 2011).  

Among the Middle East countries, Yemen is a famous region that has contributed 

immensely to the development and advancement of the world economy from different 

 
3 The 2016 national GDP of Yemen totalled around 18.21 billion USD. This is equivalent to 0.03% of 

the world economy. While the average GDP from 1990 to 2016 is in Yemen estimated at 17.01 Billion 
USD. 
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perspectives (Carapico, 1998). However, the region is not spared from the problem of 

low tax compliance which is a general issue associated with the international economy 

(Imam & Jacobs, 2014). As a Middle Eastern country, Yemen is categorised as one of 

the less developing countries suffering from low tax compliance problem as well as 

huge financial and administrative problems (Al-Faseel, 2014; Al-Ttaffi, Manaf, 

Aljaidi & McGee, 2011; Al-Rabiei, 2020; Transparency International’s Quarterly 

Newsletter [TIQN], 2020; Debbich, 2019).  

Over the decades, SMEs have been given due recognitions and play important roles in 

fostering accelerated economic growth, physical development, and stability to the 

government from different economies across the world (Pashev, 2008). Yemen is one 

of the countries that relies greatly on SMEs for its economic development. SMEs in 

Yemen represent 99.6% of the total businesses in the country (Abdullah, Thomas, 

Murphy & Plant, 2018; Yemeni Ministry of Industry & Trade [YMIT], 2014; MPIC, 

2009; Al-Ttaffi & Abdul-Jabbar, 2018). 

Thus, low tax revenue in Yemen is related to the SMEs not fulfilling their tax revenue 

obligation (Gabran, 2009; Al-Adofi, 2015). It is reported that the tax revenue collected 

from the SMEs does not exceed 5% of the total tax revenue to the government even 

though they occupy a substantial portion of the economic activities in the country (Al-

Ttaffi & Abdul-Jabbar, 2018; Al-Ttaffi, 2017; Abdulaziz, 2010; Huda, 2005). Despite 

the important role of SMEs in Yemen’s economy, they are performing poorly when it 

comes to tax revenue (Al-Ttaffi & Abdul-Jabbar, 2018) due to the low compliance and 

weak enforcement strategies from the authorities (Al-Adofi, 2015). 
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A number of factors contribute towards the level of tax compliance in Yemen  

including the perception of corruption, zakat payment, tax compliance costs, political 

instability, and removal of government subsidies (Al-Adofi, 2015; Al-Ttaffi, 2017; Al-

Shammari & Willoughby, 2019; Al-Batly, 2014). Previous studies from Yemen have 

highlighted the problem of high corruption level among the government officials as a 

factor that is associated with the low compliance of tax revenue from the perspectives 

of the SMEs (Dbwan, 2014; Al-Batly, 2014; Gabran, 2009). They also argue that the 

high amount of corrupt practices in the tax authority negatively contributes to the low 

compliance among the individuals and corporate taxpayers.  

Similar to  many other developing countries where corruption poses a threat to various 

economic sectors, in Yemen, corruption is considered as the key problem (Dbwan, 

2014; Al-Fassel, 2014). Corruption in Yemen which leads to the decline in tax 

compliance and adversely affects the tax revenue needed to run government activities 

(Al-Fassel, 2014). This makes the issue of corruption in the tax system and government 

officers rampant, growing, and continues to cripple the tax revenue and sabotaging tax 

compliance behaviour (Al-Adofi, 2015; Imam & Jacobs, 2014). This situation triggers 

the unwillingness among several SMEs owners to pay their tax to the government and 

hence lowers the tax revenue and tax compliance (Dbwan, 2014; Al-Fassel, 2014). 

Thus, since its inception, Supreme National Authority of Combating Corruption 

(SNACC) has been seriously fighting corruption and trying to reinstall efficiency in 

the public sector by prosecuting corrupt government officials and appointing 

uncorrupted personalities (Al-Sayani, 2019). In view of this issue, the new leadership 

of SNACC pledged to rake in more tax revenue by maximising tax compliance across 

the two tax systems in Yemen.   
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Yemen is one of the Muslim countries in the world with two tax systems, namely the 

conventional tax system and Islamic tax (i.e. zakat) (Obaid, 2008; Obaid, Ibrahim & 

Mat-Udin, 2020a). Conventional tax system is where tax revenue is regarded and 

collected from all eligible taxpayers and the income is used to run government affairs 

as well as to provide social and economic development to the country. Meanwhile, 

zakat is a compulsory collection from wealthy individuals (Obaid, 2008; Obaid et al., 

2020a). 

Zakat is an important element in the Islamic fiscal system where it is imbued with the 

element of obligation and compulsion (Al-Qaradawi, 2000). Based on this premise, 

zakat is imposed on Muslims only while conventional taxes are imposed on taxpayers 

comprising both Muslims and non-Muslims who are residing in the country. 

Therefore, Muslims in Yemen must pay both conventional tax and zakat to the 

government (Al-Ttaffi, 2017; Obaid et al., 2020a). However, there are different issues 

of low compliance in both conventional and zakat system which adversely affects the 

country’s income redistribution (Obaid, 2008; Bin-Nashwan, Abdul-Jabbar & Romle, 

2017). There are agitations by taxpayers on the manner and means by which zakat is 

been collected in Yemen.  

Tax compliance costs is another key factor that can explain the relationship between 

tax compliance and its determinants under the Yemeni tax system (Coolidge, 2010; 

Obaid, Ibrahim & Mat-Udin, 2020b). Based on the deterrence theory, tax compliance 

costs stand to be a deterring factor to non-compliance among small business taxpayers 

in Yemen (Musa, 2018; World Bank, 2010). Compliance costs within most tax regimes 

are relatively similar for all firms, thus the burden could be considered minor for larger 

firms as opposed to smaller firms or SMEs (Coolidge, 2010). Also, adding to the 
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compliance costs for the SMEs is the legal requirement to certify their returns by tax 

consultants as imposed by the company income tax Act 2010 (Obaid et al., 2020b). 

Moreover, political instability (uncertainty) and removal of government subsidies on 

certain goods are also viewed as the contributing factors for low tax compliance among 

the taxpayers (Al-Batly, 2014; Al-Mutawakel, 2014). It is argued that political 

instability and subsequent war eruption in the country have weaken the government’s 

ability to enforce tax law effectively and collect the due tax revenues (Al-Adofi, 2015; 

Al-Mutawakel, 2014). This situation leads to the taxpayer’s easy compliance or non-

compliance of taxes due to unstable administration in the tax authority as well as a 

functional government that utilises the collected tax efficiently and effectively.  

According to MPIC (2018), the Yemeni government had removed the subsidies from 

goods and services as well as the fuel subsidy in 2015. The removal of government 

subsidies on some goods is also viewed as a contributing factor for low tax compliance 

among the taxpayers (Al-Batly, 2014; Obaid et al., 2020b). The removal is subsequent 

to the financial pressure occasioned by the declining  public revenues of the state and 

the huge recurrent expenditures (Al-Fassel, 2014; MPIC, 2018). Thus, subsidy 

removal becomes necessary to be studied such as the share of fuel subsidy to total 

public expenditure that declined from 26.7% in 2010 to 1.1% in 2015 (MPIC, 2018) 

to enable the payment of wages and salaries of the public employees and the payment 

of interest on public debt (MPIC, 2016). Consequently, the removal of government 

subsidy has also increased the cost of production, transportation, and other 

manufacturing expenses to the SMEs taxpayers (Al-Mutawakel, 2014; Al-Shamahi, 

2015; Obaid et al., 2020b). This situation may lead to low declaration of income by 
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the SMEs in order to minimise their tax burdens which possibly accommodates the tax 

non-compliance behaviours. 

Based on the discussion above, the issue of low tax revenue is caused by the problem 

of low tax compliance in Yemen. In accordance with this notion, the present study 

investigates the perception of Yemeni SMEs taxpayers’ behaviours in view of income 

level, tax fairness, peer influence, perception of corruption, tax audit, tax rate, tax 

penalty, political instability, tax compliance costs, and zakat payment variables by 

using the removal of government subsidies as a moderating variable.  

1.2  Problem Statement 

Despite the various tax reforms undertaken by the Yemeni government over the 

decades (1990 to 2010) to overcome the low tax compliance behaviour, tax revenue 

generation is still very low (COCA, 2018; MPIC, 2018; IMF, 2016; Gabran, 2009). 

Statistical figures show that the contribution of income tax revenue by the SMEs to 

the government’s total revenue remains relatively low, disappointing, and problematic 

to the Yemeni government due to low tax compliance (Al-Ttaffi & Abdul-Jabbar, 

2020; MPIC, 2018; Al-Batly, 2014; Al-Fassel, 2014; COCA, 2012). In addition, the 

contribution of tax revenue (non-oil revenue) to the total income of the Yemeni 

government indicates a decrease from 10.9% in 2007 to 9% in 2011. The proportion 

of tax revenue to the country’s total income is only 8% in 2015 which represents the 

least within the Middle East and North Africa (MENA) countries as opposed to the 

15% recommended rate for low income countries (Imam & Jacobs, 2014; IMF, 2014; 

World Bank, 2018; MPIC, 2019). 
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Al-Fassel (2014) states that the low tax compliance in Yemen poses a serious challenge 

to the tax authority and prevents efficient and effective tax revenue performance. As 

such, the country continues to face fiscal deficit and low economic growth as a result 

of the decline in both oil and tax revenues (Al-Mutawakel, 2014). Due to low 

compliance among registered SMEs, Yemen losses approximately 4.7 billion US 

dollars annually from unpaid taxes (Al-Fassel, 2014; AL-Adofi, 2015). Specifically, 

the contribution of SMEs to income tax remains marginal and comparatively low in 

the total Yemeni tax revenue (Al-Fassel, 2014; Al-Ttaffi, 2017; Gabran, 2009). For 

instance, Al-Ttaffi and Abdul-Jabbar (2018) and Gabran (2009) report that 60% of 

SMEs in Sana'a do not comply with tax law while the remaining 40% of SMEs display 

low compliance. In line with the above, Al-Adofi (2015) reports that the head of the 

Yemeni tax authority disclosed that 80% of SMEs in Yemen evade the payment of 

income taxes by submitting false statements about their annual profits. He further 

claimed that the income tax paid by these SMEs does not represent 25% of their real 

profits (Al-Adofi, 2015). This shows how SMEs in Yemen are deeply involved in tax 

non-compliance behaviour and denies the government’s due tax revenue required for 

public activities. 

There is a wide gap concerning the tax compliance level during 2010 and 2011 where 

the SMEs (manufacturing and trade) record only shows 33% as compared to the 

individual taxpayers (employees and professional job) record with 64% (COCA, 2012;  

Al-Fassel, 2014; Jewell, Mansour, Mitra & Sdralevich, 2015; World Bank, 2017). In 

addition, the COCA (2012) report shows that 68% and 69.1% from the total number 

of SMEs in manufacturing and trade did not pay their tax due in 2010 and 2011. Such 

low compliance behaviour among the SMEs leads to a significant loss in government 

tax revenue.  
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Moreover, high level of corruption among Yemeni government officials and tax 

officers is considered as one of the reasons for low tax revenue and tax compliance 

behaviour as well as other economic difficulties that hinder the progress and prosperity 

of the country (Dbwan, 2014; TIQN, 2020). According to the report by the Foreign 

Investment Advisory Services (FIAS), corruption is the main essence and leading 

problem for tax administration in Yemen (TIQN, 2020). It is also argued by 

researchers (see for example Dbwan, 2014; Al-Adofi, 2015) that the amount of bribery 

cases in Yemen involving government officials range between 25% to 40% from the 

total number of cases, which leads to a reduction of tax revenue by 50% (Al-Fassel, 

2014).  

Removal of government subsidies on certain goods and services such as, fuel, food 

commodities, and health subsidies (Al-Ttaffi, 2017; Abdul-Mghani, 2010; Al-

Shamahi, 2015; Al-Mutawakel, 2014). The removal of these subsidies imply excess 

pressure on disposable revenue to the government coupled with further increase in loss 

from tax revenue and the enforcement cost on compliance (Taiwo, 2013; Ayuba, 

2016). This has been acknowledged by several SMEs taxpayers in Yemen as it imposes 

difficulty in running their businesses owing to higher cost of production and 

transportation (Obaid et al., 2020b; Abdul-Mghani, 2010). However, such economic 

circumstances due to the removal of government subsidies exert significant 

moderating effect on the factors affecting the taxpayer’s compliance behaviour in 

Yemen (Al-Ttaffi, 2017). 

Other reasons highlighted by previous researches are political instability in Yemen 

which resulted into different crisis (MPIC, 2018; Sarker, 2014; Al-Shammari & 

Willoughby, 2019), zakat payment that was compulsory on individual and corporate 
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bodies on their incomes which they often perceived as a double tax (Al-Shamahi, 2015; 

Al-Batly, 2014). Therefore, this study aims to examine the possible influence of these 

determinants and other factors affecting tax compliance behaviour among the Yemenis 

SME taxpayers. 

In the tax compliance literature, Fischer’s Model (1993) is a prominent model in 

investigating tax compliance behaviour among individuals. However, the model does 

not reflect all the situations and factors especially from developing countries 

particularly Yemen in which the factors are different due to the political, religious, and 

cultural belief of the taxpayers. Therefore, owing to the theoretical limitation in 

existing literature, this study combines the deterrence theory and social-psychological 

theories under the Fischer’s Model to study tax compliance  behaviour from the 

Yemeni SMEs perspective. Specifically, the study incorporates the equity theory, 

social exchange theory, and social influence theory as parts of the social psychological 

theories which were not used before by the Fischer’s Model to study the tax 

compliance behaviour in Yemen.  

Torgler (2011), Alm (1999), and Jackson and Milliron (1986) suggest that 

theoretically, other factors should influence the tax compliance behaviour that were 

not referred in the basic model using the deterrence theory and the application of a 

single theory solely is insufficient to explain the tax compliance phenomenon. Tax 

compliance may be influenced by paths that are not captured by a single theory. This 

suggests that the Fischer’s Model of tax compliance behaviour can be extended by 

other factors that are more relevant to the Yemeni SMEs situation.  Therefore, this 

study incorporates other determinants (i.e. perception of corruption, tax compliance 

costs, political instability, zakat payment, and removal of government subsidies) that 
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have not been discussed precisely to the Fischer’s Model in explaining the tax 

compliance behaviour from the Yemeni SMEs perspective. 

Existing studies have examined several factors affecting tax compliance in other 

regions by extending the Fischer’s Model through the introduction of relevant 

economic and socio-psychological factors (Alabede, 2012; Alshira’h, 2018; Ayuba, 

2016; Chan, Troutman & O’Bryan, 2000; Hanefah, 1996). However, from the Yemeni 

perspective, there is a lack of study that uses the Fischer’s Model to understand the tax 

compliance behaviour by considering the religion, cultural and political factors among 

the taxpayers. Considering the limitation in the Fischer’s Model and the scanty 

research in the context of Yemen, this study extends the model to capture some crucial 

factors that are relevant in understanding the tax compliance behaviour such as 

compliance costs, political instability, and zakat payment (Al-Ttaffi, 2017; Al-Ttaffi 

& Abdul-Jabbar, 2018; Musa, 2018). Also, in recognition to the inconsistencies in the 

outcome of earlier studies on the selected variables, this study introduces the removal 

of government subsidies as a moderating factor. The recent removal of government 

subsidies has been considered to not only affect the cost incurred by SMEs in Yemen 

but also contribute to compliance cost. Furthermore, studies have suggested that 

subsidy removal influences the existing relationship between the determinants of tax 

compliance behaviour (Al-Ttaffi, 2017; Alshira’h, Abdul-Jabbar & Samsudin, 2018). 

The effects of the aforementioned factors remain unknown and ambiguous especially 

in an environment where government enforcement is weak and taxpayers can evade 

freely. To date, no study has examined the factors that explain tax compliance of SMEs 

based on the Fischer’s Model from the context of Yemen. Thus, this study examines 

relevant factors contributing to the low tax compliance among SMEs and its influence 
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on tax compliance behaviour by incorporating more variables from the Yemeni 

perspective notably zakat payment and political instability as well as the moderating 

effects of government subsidies removal using the modified Fischer’s Model. 

1.3 Research Questions  

The main research question of this study is what are the factors that influence the tax 

compliance behaviour among SMEs in Yemen by extending Fischer’s Model? The 

specific research questions are as follows: 

1. What are the relationships between the income of SMEs, tax fairness, peer influence, 

perception of corruption, tax audit, tax rate, tax penalty, political instability 

(uncertainty), tax compliance costs, zakat payment, and SMEs tax compliance 

behaviour in Yemen? 

 

2. Does the removal of government subsidies moderate the relationship between the 

income of SMEs, tax fairness, peer influence, perception of corruption, tax audit, tax 

rate, tax penalty, political instability (uncertainty), tax compliance costs, zakat 

payment, and SMEs tax compliance behaviour in Yemen?    

1.4 Research Objectives  

The main research objective of this study is to determine the factors that influence the 

tax compliance behaviour among the SMEs in Yemen by extending Fischer’s Model 

with additional three predictor variables and one moderating variable in the field of 

tax compliance environment.  The objective of this study is to find the most relevant 

factors influencing SMEs tax compliance behaviour for policy recommendation the 

government. The specific research objectives are as follows: 
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1. To investigate the relationships between variables the income of SMEs, tax fairness, 

peer influences, perception of corruption, tax audit, tax rate, tax penalty, political 

instability (uncertainty), tax compliance costs, zakat payment, and SMEs tax 

compliance behaviour in Yemen. 

2. To investigate whether the removal of government subsidies moderates the 

relationships between variables the income of SMEs, tax fairness, peer influence, 

perception of corruption, tax audit, tax rate, tax penalty, political instability 

(uncertainty), tax compliance costs, zakat payment, and SMEs tax compliance 

behaviour in Yemen. 

1.5 Significance of the Study  

This study investigates the factors influencing the tax compliance behaviour among 

the SMEs in Yemen by expanding the Fischer’s Model. The present study theoretically 

and empirically contributes to the pool of knowledge in the following aspects.  

1.5.1 Theoretical Significance 

This study provides empirical evidences that focus on the influence of deterrence and 

socio-psychological theories to understand the tax compliance behaviour of SMEs 

from the Yemeni perspective. Previous studies in this area have focused on the income 

tax compliance among individual taxpayers while scarce studies have focused on the 

relationship between the variables in the Fischer’s Model with tax compliance. In 

addition, most studies on this area have been done in developed countries (Woodward 

& Tan, 2015) while no research to date has been conducted in Yemen to  examine the 

relationship between the Fischer’s Model and tax compliance behaviour of the SMEs 

in the country. 
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Therefore, addressing the limitation of previous studies, this study gains a novel 

contribution to the theoretical literature on tax compliance by extending the Fischer’s 

Model (1993) through incorporating more critical factors that include the perception 

of corruption, political instability, zakat payment, and tax compliance costs which 

were not previously examined in the model especially in relation to tax compliance 

behaviour. Specifically, this study acquires the novelty of being a pioneer in examining 

the influence of zakat payment specifically on the SMEs tax compliance behaviour as 

recommended by Al-Ttaffi (2017). 

The study is further extended by examining the moderating effects of economic 

circumstances (i.e., removal of government subsidies). Although there are several prior 

studies that examined the removal of government subsidies as an independent variable 

with tax compliance (e.g., Ayuba, Saad & Ariffin, 2015; Ayuba, 2016) and GST 

compliance (e.g., Ling, Osman, Muhammad, Yeng & Jin, 2016a), however, limited 

studies to date have investigated the removal of government subsidies as a moderator 

in the Fischer’s Model on the tax compliance behaviour of SMEs in developing 

countries, particularly Yemen. These factors are incorporated into the model following 

the suggestions from previous literature (Al-Fassel, 2014; Al-Ttaffi, 2017; Alshira’h 

et al., 2018). By investigating ten variables and one moderator, this study adduces 

novel evidence to extend the literature on the factors influencing tax compliance as 

well as the factor exerting moderating effects on tax compliance and its determinants 

from the Yemeni perspective. 

Existing literature on the Fischer’s Model concentrates on its application at the 

individual level, although SMEs are considered to have more opportunities for tax non-

compliance than individuals (Al-Adofi, 2015; MPIC, 2018). Also, several researchers 
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(e.g. Gangl, Torgler, Kirchler & Hofmann, 2014; Alm & McClellan, 2012; Alabede, 

2012) highlight that there is a strong bias towards individual tax compliance and less 

interest to business tax compliance. Thus, the present study adduces evidences about 

tax compliance behaviour in the context of SMEs using the Fischer’s Model (1993), 

thereby extending the literature on the model which originally focused on individual 

taxpayers. 

As indicated in the body of literature, scholars argue that there is an urgent need to 

further explore on matters pertaining to tax compliance especially in developed as well 

as developing countries (Al-Ttaffi, 2017; Alshira’h et al., 2018; Andreoni, Erard & 

Feinstein, 1998; Fuest & Riedel, 2009; Chau & Leung, 2009). Thus, the present study 

is expected to extend valuable insights by providing more evidence on the influence 

of demographic, social, economic, cultural, as well as political contributions towards 

the factors influencing the taxpayers’ compliance behaviour in the context of a 

developing country such as Yemen. It will equally contribute to better understanding 

of tax compliance behaviour in a developing country such as Yemen. 

1.5.2 Practical Significance   

The present study serves a great importance to the Yemen tax authorities by providing 

empirical evidences that explain the level of tax compliance among Yemeni SMEs. 

Such insight is useful to the Yemeni government to identify and analyse the factors 

influencing tax compliance behaviour among the SMEs in the country. This will allow 

the policymakers to construct a prudent and efficient strategy that is capable of 

improving the level of tax compliance among SMEs in the country. Furthermore, it 

also contributes to the betterment of the government, tax authorities, and the public 

economic policies by providing further evidence on the relationship between income 
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tax and SMEs compliance behaviour. The Yemeni tax authority will also benefit from 

the findings of the study by understanding the reasons for the low tax compliance and 

poor performance of the tax system from the viewpoint of the SMEs and thereby 

mitigate them effectively. 

In addition, the study provides necessary information that is capable of enhancing tax 

compliance behaviour and it equally helps in determining the amount of resources 

needed for effective tax management in the country. Also, the outcome of the current 

study offers useful insight to the tax practitioners, students, researchers, and scholars 

who are interested in understanding the factors influencing SMEs tax compliance 

behaviour especially in developing countries. Finally, the results of this study will 

further enable the government to identify the effectiveness of the of uniform tax system 

policy that is currently practised in Yemen especially during political instability or 

removal of government subsidies.  

1.6 Scope of the Study 

The current study investigates on the determinants of tax compliance behaviour among 

SMEs in Yemen. Specifically, the study focuses solely on the income tax of the 

sampled SMEs in Yemen. SMEs is selected due to their prominent roles in the Yemeni 

national agenda as the economy of Yemen relies heavily on the sector, which 

represents 99.6% of the local business enterprises (MPIC, 2018; Central Organization 

of Statistic [COS], 2013; Al-Ttaffi & Abdul-Jabbar, 2018). The current study has 

chosen manufacturing sector SMEs as a representative of all SMEs in Yemen because 

manufacturing remains one of the most promising sectors (MPIC, 2018; Abdullah, 

White & Thomas, 2019). Moreover, the manufacturing sector makes important 

contributions to the fulfilment of the social and economic development processes 
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(MPIC, 2018). Manufacturing plays an important role in the Yemeni economy where 

it employs a large number of the population with approximately 162,750 employees 

and it accounts for 9.85% of total export volume in Yemen (Abualrejal, Doleh, 

Salhieh, Udin & Mohtar, 2017). Therefore, manufacturing SMEs is a vital component 

of the economy and has recorded a steady growth of 7.2% since 2012 (Aamer, 2015). 

This indicates the vital contribution of the manufacturing industry to employment and 

income generation among the population in Yemen. 

Furthermore, this group of taxpayers is selected because they have the most 

opportunity to evade tax by submitting incorrect income statement to the tax authority 

(Al-Fassel, 2014; Gabran, 2009). This sector consists of large, medium, small, and 

micro businesses and the Yemeni economy relies heavily on them (Abdullah et al., 

2019; YMIT, 2014). Therefore, the current research focuses on SMEs taxpayers 

particularly those in the manufacturing sector that are registered with the Ministry of 

Industry and Trade Yemen and Yemeni Tax Authority. 

Additionally, the study only focuses on 10 out of 22 Yemeni governorates 4, namely 

Sana'a, Ta'izz, Hadramaut, Ibb, Al-Hudaydah, Adan, Dhamar, Shabwah, Lahij, and 

Amran. These governorates are selected as they contain a larger number of 

manufacturing SMEs as compared to others and accumulate to 27,796 manufacturing 

SMEs that accounts to 82.95% from the total numbers of manufacturing SMEs in the 

country. According to Fararah and Swidi (2013), more than 80% of the SMEs 

operating in Yemen are concentrated in these ten governorates. In addition, Abdullah 

et al. (2019) report that the Sana'a and Ta'izz governorate account for more than 30% 

 
4 A governorate is an administrative division in Yemen. It is a  subunit of government similar to State 
found in some countries around the world such as Malaysia. 
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of the manufacturing SMEs while the remaining governorates share the remaining 

percentage (refer to Section 2.4 and Table 2.4 in Chapter Two). 

The study had adopted the survey research method through the use of self-administered 

questionnaire thus, it is limited to the recall ability and perceptions of the selected 

respondents. The respondents include owner/managers, directors, and chief 

executives, as they considered to represent the SMEs. Furthermore, a cross sectional 

data was used in this study which was retrieved through the administered 

questionnaires. This justifies the decision to adopt the quantitative research 

methodology in this research as it is considered more suitable and enables the 

generalisation of the findings.   

1.7 Organization of the Thesis 

This study comprises five chapters. The first chapter provides a background of the 

issues and problems that motivate this study in the context of tax revenue, income tax, 

and SMEs. The chapter also includes the research questions and objectives, the 

anticipated theoretical and practical contribution to the literature, as well as the scope 

and organisation of the study. Chapter two provides an overview of the tax system and 

SMEs in Yemen and explains the concept of tax compliance and related literature. The 

chapter contains discussions related to previous studies concerning global tax 

compliance behaviour and tax compliance in MENA and Yemen, the underpinning  

and supporting theories of the study, as well as factors influencing tax compliance that 

leads to the development of the theoretical framework and research hypotheses. 

Meanwhile, chapter three outlines the research methodology and highlights how the 

research is conducted including the research framework, hypotheses development, 
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research design, sample size, sampling selection, data collection, measurement of 

variables, and data analysis techniques. The fourth chapter reports the findings of the 

data analyses which include the demographic analyses concerning the respondents and 

research variables. It also demonstrates the application of PLS-SEM to realise the aims 

of this study and to test the research framework. Finally, chapter five provides an 

interpretation of the findings and discusses about the theoretical and practical 

contributions of the study. This chapter also presents the research limitations and 

outlines future research suggestions and the conclusion of the study. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

This chapter reviews the literature on tax compliance behaviour and its determinants. 

It begins with an overview of the Yemeni tax system including the SMEs income tax 

law. The definition of SMEs is also presented followed by a discussion on the concept 

of tax compliance and the factors influencing tax compliance behaviour. This chapter 

also  presents the economic and socio-psychological theories pertaining to tax 

compliance, namely the deterrence theory, equity theory, social exchange theory, and 

social influence theory. 

2.2 Tax System and Zakat Regulation in Yemen 

The Yemeni tax system aims firstly at facilitating the economic development and 

growth in Yemen in helping the government to finance public expenditure since taxes 

are the second source of the government budget. Secondly, it aims to achieve economic 

stability by helping the government to reduce the negative impact of the economic 

recession and inflation besides encouraging the investments and protection of the 

national products. The third aim is to achieve social fairness through the redistribution 

of the national income among citizens and assist the government to supply services 

and basic public goods such as health care, education, security, and infrastructure 

(YTA, 2018). 

On 1991, the Direct Tax Department and Indirect Tax Department were combined to 

form the Yemen Tax Authority (YTA) through the amended income tax law and sales 

tax law issued in Formal Gazette No. 13 & 11/1991, No. 17/2010, and No. 19/2001. 
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This reform also involved the Yemen Customs Authority5 (YCA) via law No. 14 / 

1990. Both YTA and YCA are placed under the responsibility of the Ministry of 

Finance. The tax rules in Yemen are based on the constitution as the key source, which 

provides the general principles that guide the government in enacting further tax laws. 

On the other hand, the general directorate of zakat obligations (GDZO) is placed under 

the responsibility of the Ministry of Local Administration.  Studies that concentrate on 

the income tax and related key reforms and changes are explained in the following 

sections. Figure 2.1 shows the organizational structure under the Ministry of Finance 

according to the types of taxes in Yemen. 

 

 

 

 

 

 

 

 

Figure 2.1  
The Organizational Structure according to the Types of Taxes in Yemen  

Source: Adapted from Ministry of Finance Government of Yemen (2020) 

 
5 YCA is a government regulatory authority affiliated to the Ministry of Finance, which is responsible 

for carrying out and follow-up of policies and decisions concerning import and export operations and 
security controls at all land, air and seaports. 
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*Note: Khat or Qat is flowering plant that contain the alkaloid cathinone a stimulant, which is 

used to cause excitement euphoria, and less of appetite produce and consumed extensively by 

the people in Yemen. 

The Corporate Tax Law in Yemen stipulates that taxes are mandatory payments 

collected from the companies by the government. The corporate tax is governed by 

two separate laws: the direct income tax and the indirect tax laws. Both are discussed 

in the following subsections. 

2.2.1 The Direct Income Tax Law  

The Yemeni tax system has undergone four main phases of changes and reforms. The 

first phase was the re-establishment of the tax system during the period of 1990-1994. 

The second phase was the reform of the tax system during the period of 1995 -1997. 

The third phase was the reform of tax the system during the period of 1998-1999. The 

latest phase was the amendment in 2010 under the provisional Law No. (17). The 

income tax law in Yemen stipulates that taxes are mandatory payments collected by 

the government from individuals, SMEs, and companies.  

According to the Income Tax Law No. 17 (2010), the companies and enterprises tax 

is imposed on the manufacturing, agricultural and wholesale, trade, retail trade 

services, wholesales trade and professional, or handicraft activity sectors. 

Furthermore, the Act suggests that enterprises that do not meet the criteria of SMEs 

definition are exempted from paying tax. Also, SMEs are granted with tax exemption 

for a period of five years from the date of commencement of the business.  

SMEs  are required by the Act to keep a book/record as stipulated in generally accepted 

accounting principles (GAAP), prepare sufficient documents and records to determine 

the revenues of the enterprises for tax purpose, and submit tax return. In cases where 
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a taxpayer fails to maintain regular accounting records, a penalty of 100% of the 

assessed tax will be imposed. This penalty will come in double fold in the event of 

more non-compliance. 

2.2.1.1 Tax Rate  

Tax rate differs according to the types of the company. The income tax due for standard 

companies is estimated considering the value of tax base as stipulated in the provision 

of income tax at the rate of 20% of the annual income without giving any exemptions, 

except for the special agreement with the government. The tax rate for international 

telecommunication service providers (including small businesses) is 35% while the 

cell phone service and networking operation sector is 50%. The tax is charged on the 

taxable income of any business as presented in Table 2.1. 

Table 2.1  
Yemeni Companies and Enterprises Income Tax Rates  by Sector, 2010-2020 
Sector Tax Rate % 

Standard corporate tax 20 
Manufacturing  sector 20 -35 

Investment projects   15 

Cell phone service and networking sector 50 

International telecommunications service providers and small business 35 

Other sectors 20 

Source: Income Tax Law No. 17 (2010) 

 
As explained in Table 2.1 the manufacturing sector tax rate ranges between 20% to 

35%. The 20% tax rate is imposed within SMEs except for investment projects with a 

capital of less than USD five million that receive 15% tax rate. Whereas the tax rate of 

35% is imposed on companies working on oil, gas, mining, and other minerals. The 

due income tax for SMEs is estimated based on the tax base determined in accordance 

with the provisions of Income Tax at 20% of the annual income without giving any 

exemptions (Al-Ttaffi, 2017). Although, exception applies to cases under special 

agreement with the government to fix the tax rate at 35%, in general the cell phone 
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service and networking operations are taxable at 50%. While the international 

telecommunications services and production are taxable at 35%. By implication the 

level of tax rate mentioned above would affect the taxpayer’s compliance behaviour if 

there is any increments, this is because, Yemen taxpayers are rational taxpayers, they 

mostly require government to lower its tax rate which would help them to comply with 

the extant tax laws and regulations prepare to pay lower tax rate (Al-Ttaffi, 2017). 

Based on the Income Tax Law No. 17 (2010), the tax return for SMEs shall be filed in 

a frame of 120 days at the close of tax year accompanied by a tax declaration that 

indicates the SMEs’ profits/losses, the audited financial reports, and other supporting 

documents. It is mandatory for the SMEs’ tax return to be certified by chartered 

accountants who are locally registered. 

2.2.1.2 Tax Penalty  

Penalty at 2% of the payable tax is charged per month or a part thereof on a taxpayer 

that delays the return submission proceeding the deadline. However, if the return 

tendered after deadline indicates a loss in the transactions, then the penalty for late 

submission is applied on banks or various forms of financial institutions and 

companies dealing in mining, petroleum, and gas at the amount of YER five million 

(USD 23,365). Others include government contracted companies for the provision of 

telecommunication services as well as those concerned with international 

communication and satellite channels services. For taxpayers other than those 

mentioned above, a delay penalty amounting to YER one million (USD 4670) is 

applied. Concerning the medium enterprises taxpayers, a delay penalty of YER 

200,000 (USD 935) is applied. The penalty for tax evasion has been increased from 

50% to 150% on the amount of tax evaded to 100% to 150%. 
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2.2.2 The Indirect Tax Law 

Introduced in 1991, indirect tax law is the tax imposed on goods and services as well 

as domestic and imported commodities under the Law No. (11) 1991. Since then, the 

tax legislation has been derived from multiple amendments, including the Sales Tax 

Law No. (17) 2001 and No. (11) 2002. Indirect tax comprises four types, namely the 

general sales tax (GST), consumption of Khat (agricultural produced and consumed 

extensively by the people in Yemen and some African countries), tobacco and 

cigarettes, as well as petroleum products. The tax rates for indirect taxes in Yemen are 

shown in Table 2.2. 

Table 2.2   
General and Special Sales Tax Rates in Yemen, 2002-2018 
Taxable Income Tax Rate % 

GST 5 
Khat 40 

Tobacco and cigarettes /importers 35 

Consumption of petroleum products ranging from five Fils to 25 Fils 

per litre    

 

2 

Source: Sales Tax Law No. 11 (2002). 

2.2.3 Zakat Regulation          

Besides taxes, zakat is another payment collected from the citizens of Yemen. The 

GDZO is responsible to administer, collect, and distribute zakat at the national, 

governorate, and local level. According to GDZO (2014), there are several types of 

zakat in Yemen, which are zakat on business (commercial and trade); zakat on gold, 

silver, and minerals; zakat on financial liquidity and Al-Fitr; and zakat involving 

cultivation, honey, livestock, and marine products.  

In some countries, such as Malaysia, tax authority rebates the amount of zakat paid 

from the amount of tax payable, so the citizens are required to pay only the balance 
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(Khamis, Mohd, Salleh & Nawi, 2014). Contrastingly, in Yemen, the tax authority 

does not consider the payment of zakat, as the citizens have to pay the full amount of 

tax as well. The government argued that tax may be used in the work, which is not 

included in specific individuals (Asnaf) mentioned in the Qur'an. In summary, it is 

apparent that citizens of Yemen are legally required to pay both income tax and zakat 

due under the income tax law and zakat law, respectively.  

The tax law is different from the GDZO regulations and therefore, there is no direct 

administrative link between these two authorities. Each administration collects the 

amounts due from SMEs differently and there is no financial overlap between YTA 

and GDZO. Thus, SMEs in Yemen are legally required to pay both income tax and 

zakat under the income tax law and zakat law. From the conceptual viewpoint, the 

Yemeni citizens can be considered as paying double taxes for the same income (Al-

Ttaffi, 2017). Figure 2.2 shows the organizational structure of GDZO and the types of 

zakat in Yemen. 

 

 

 

 

Figure 2.2 

The Types of Zakat in Yemen (Author’s illustration) 
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2.3 Small and Medium Enterprises in Yemen 

SMEs play a major role in the economy of most countries (Atawodi & Ojeka, 2012). 

They constitute the most dynamic companies in the transitional economies and 

developing countries (Akimova, 2002). Specifically, SMEs perform a vital role 

towards the economic growth of many countries by providing job opportunities and 

act as the suppliers of various goods to the society at large (Fararah & Al-Swidi, 2013). 

SMEs in Yemen are considered to be one of the solutions to the country’s various 

economic problems as they reduce the local unemployment rate and poverty level 

(MIPC, 2018). Furthermore, SMEs constitute to 99.6% of all businesses in the country 

and employ more than 485,000 workers that constitutes to 11.9% of the Yemeni 

workforce (MPIC, 2014; COS, 2013; Al-Tttaffi & Abdul-Jabbar, 2018; MPIC, 2004; 

YMIT, 2014). They also contribute 69% of the national economy in 2005, which 

evident the importance of SMEs in Yemen (Alasrag, 2010; Al-Ttaffi, 2017). 

The definition of SMEs differs across countries in accordance with different factors 

such as the volume of sales, number of employees, and asset value (Berisha & Pula, 

2015; Gibson & Van der Vaart, 2008). Therefore, selecting a definition for SMEs is 

hard and complex (Berisha & Pula, 2015). For example, the manufacturing sector in 

Malaysia defines SMEs as companies with sales turnover not exceeding MYR50 

million and a total of permanent employees not more than 200 workers. Meanwhile, 

other sectors define SMEs as companies that have sales turnover of MYR20 million 

and below with less than 75 permanent employees (Malaysia SME Corp, 

2020).Whereas, the famous definition of SMEs in Yemen adopted in many researches 

is that according to YMIT government of Yemen defined SMEs as a large- sized 

enterprise have employees more than 50, while  medium-sized enterprise comprises of 

10 to 50 employees, the small-sized enterprise have employees raging within four and 
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nine, whereas, micro- sized enterprise have employees less than four (YMIT, 2014; 

Abdullah et al., 2019). 

According to YMIT (2014), SMEs in Yemen are classified into seven industries: (1) 

manufacturing sector, (2) farmers, (3) retail trade, (4) wholesales trade, (5) service 

sector, (6) livestock, and (7) others. YMIT (2014) emphasises that manufacturing plays 

an important and effective position in the Yemeni economy. As of 2014, the number 

of SMEs in the manufacturing sector is 27,796. Moreover, SMEs in Yemen are further 

classified into four groups based on its size, namely large companies (representing 

0.51%), medium sized (1.91%), small sized (19.15%), and micro (78.43%). The 

definitions of SMEs within the manufacturing sector of Yemen according to its 

classification in size are summarised in Table 2.3. 

Table 2.3 

Categories of SMEs in Manufacturing Sector in Yemen 

Category Micro Small Medium Large 

 
Manufacturing 

Sales turnover 
of less than 

YER1.5 million   
or employees 
less than 4.  

Sales turnover 
between YER1.5 

million to YER20 
million or 
employees from 4 

to less than 9.  

Sales turnover 
between YER20 

million to 1 billion or 
employees from 10 
to 50. 

Sales turnover 
more than 

YER1 billion   
or employees 
more than 50. 

Percentage % 78.43% 19.15% 1.91% 0.51% 

Source: YMIT (2014). 

SMEs in the manufacturing sector in Yemen are distributed in all the country’s 

governorates. However, there are several cities which have the largest number of these 

enterprises. The total of 27,796 SMEs in the manufacturing sector are distributed 

among the 22 governorates6 of Yemen. Such SMEs distribution was considered in 

 
6 Sana'a includes two governorates namely: Amanat Al-Asemah and Sana’a 
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selecting the sample of this study. Table 2.4 shows the distribution of SMEs in the 

manufacturing sector among the Yemeni governorates. 

Table 2.4 
Distribution of SMEs in the Manufacturing Sector among Yemeni Governorates, 2014 

Source: YMIT (2014) 

The SMEs distribution report in the manufacturing sector among Yemeni governorates 

is obtained according to the statistics issued in 2014. This is because the latest available 

data is limited to 2014 due to the difficulties in updating the official statistic arising 

from the current crisis and instability in Yemen since 2011. 

The manufacturing SMEs in Yemen are classified into five groups, namely food 

products and beverages, apparel products, fabricated metal, non-metallic products, and 

others such as retails or services. A survey by YMIT (2014) reports that food products 

and beverages is the main sector which covers 44% of the total population. This is 

followed by others (e.g. retails, services) with 19.65% and fabricated metal products 

which constitutes to 14.78%. The details of the distribution are shown in Table 2.5. 

Governorates Micro Small Medium Large Total  
No.  % No. % No.  % No.  % No.  % 

Adan 353 1.62 336 6.31 28 5.27 18 12.68 735 2.64 
Amran 937 4.30 104 1.95 8 1.51 2 1.41 1051 3.78 
Abyan 433 1.99 104 1.95 7 1.32 3 2.11 547 1.97 
Ad Dali 680 3.12 94 1.77 1 0.19 0 0.00 775 2.79 
Al Bayda' 765 3.51 117 2.20 9 1.69 0 0.00 891 3.21 
Al Hudaydah 1170 5.37 669 12.57 56 10.55 16 11.27 1911 6.88 
Al Jawf 213 0.98 4 .08 3 0.56 0 0.00 220 0.79  
Al Mahrah 94 0.43 75 1.41 10 1.88 2 1.41 181 0.65 
Al Mahwit 407 1.87 31 0.58 4 0.75 1 0.70 443 1.59 
Dhamar 2016 9.25 209 3.93 12 2.26 0 0.00 2237 8.05 
Hadramaut 1548 7.10 450 8.46 64 12.05 20 14.08 2082 7.49 
Hajjah 744 3.41 127 2.39 12 2.26 0 0.00 883 3.18 
Ibb 2949 13.53 421 7.91 23 4.33 9 6.34 3402 12.24 
Lahij 581 2.67 123 2.317 7 1.32 6 4.23 717 2.58 
Ma'rib 356 1.63 104 1.95 3 0.56 1 0.07 464 1.67 
Raymah 343 1.57 7 0.13 2 0.38 0 0.00 352 1.27 
Sa'dah 14 0.06 22 0.41 6 1.13 0 0.00 42 0.15 
Sana'a 4446 20.39 1537 28.88 169 31.83 37 26.77 6190 22.27 
Shabwah 658 3.02 119 2.24 23 4.33 2 1.41 802 2.89 
Ta'izz 3094 14.19 669 12.57 84 15.82 24 16.90 3871 13.93 
Total 21801 100 5322 100 531 100 142 100 27796 100 
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Table 2.5 
Classification of SMEs in Manufacturing Sector  
Competence Area Number Percentage % 

Food products and beverages 12161 43.75 

Fabricated metal products 4108 14.78 
Non-metallic mineral products 3063 11.02 
Apparel products 3002 10.80 

Other (services, retail). 5462 19.65 

Total 27,796 100 

Source: YMIT (2014) cited in Abdullah et al. (2019).  

In summary, the above section highlights on the need for SMEs in Yemen to comply 

to the tax law by paying the required taxes and zakat. Compliance to such law has been 

a major issue in accounting. Therefore, the next section will adduce a synopsis of tax 

compliance and a review of existing related literature. The relationship between the 

research variables will also be established, leading to the formulation of the study 

hypotheses. Subsequently, the theories governing the tax compliance, namely the 

economic and socio-psychological theories will be presented. 

2.4 An Overview of Tax Compliance Behaviour 

Globally, tax compliance is one of the most problematic concept that is very dynamic 

in nature which keep on changing rapidly due to changes in the government policy  

(Jackson & Milliron, 1986; Randlane, 2016). Across the developed and developing 

countries, the issue of tax compliance is very worrisome especially to the  latter 

economies (Hasseldine, Hite, James & Toumi, 2007; Birskyte, 2014; Joulfaian, 2000; 

Bird, 2015). Despite various effort by tax administrations and researchers tax 

compliance problem remain persisted (Birskyte, 2014; Bird, 2015). This is because of 

taxpayers changing behaviour towards voluntary tax compliance, obsolete tax laws, 

human development borne by technology advancement and weak enforcement 

strategies and corruption among the tax officials as well as tax administrators (Gurama, 

Saidu & Yusuf, 2020; Marandu, Mbekomize & Ifezue, 2015; Dulleck et al., 2016).  
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Review of previous literature has shown that tax compliance behaviour studies are 

multi-disciplined. Therefore, various stakeholders including economists, accountants, 

psychologists, and sociologists are concerned with studies on tax compliance to 

understand and gain valuable insight about the factors influencing taxpayer 

compliance behaviour. It is also found that no existing single theory could wholly and 

explicitly describe the tax compliance phenomenon (Alm, 1999). Thus, some 

researchers have combined theories from the economic and socio-psychological 

perspective of human behaviour to explain tax compliance behaviour (Alm, 1999; 

Jackson & Milliron, 1986). 

According to Ross and McGee (2012), both tax compliance and non-compliance are 

considered as important phenomena that attract researchers in the area. This is because 

these phenomena affect the economy of developing and developed nations (Hindriks  

et al., 2008) including the Middle East countries (Al-Ttaffi & Abdul-Jabbar, 2016). 

Hence, tax compliance behaviour remains as a challenging research area. Despite the 

availability of numerous studies on tax compliance, no agreement is available 

regarding the precise factors that influence the willingness to pay among taxpayers 

(Dulleck et al., 2016; Randlane, 2016). The concept of tax compliance behaviour and 

tax compliance from the economic and social psychological perspectives are discussed 

in the following sub-sections. 

2.4.1 Definition of Tax Compliance 

Several definitions exist for the concept of tax compliance. However, there is no 

generally accepted definition of tax compliance worldwide, though it depends from 

the viewpoint of scholars (Yusof  et al., 2014 ). Devos (2006) defined tax compliance 

as an act of taxpayer to report his tax liabilities timely and accurately in compliance 
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with the provision of tax laws and other tax policies to the designated tax authority. 

According to Lisi (2015) tax compliance denotes willingness of individual or group to 

behave both in letter and spirit of the tax laws and tax administration in harmony 

without deploying the use of force to perform his obligatory responsibility. Earlier, 

Roth, Scholtz and Witte (1989) described tax compliance as filling all the due tax be 

on individual or corporate as at when due and that tax due represent the actual tax 

liability of the taxpayer and in line with the tax laws and policy operated at time of tax 

filling. 

At the basic level, the consensus among scholars is that the problem of tax compliance 

arises due to the failure on the taxpayers’ end to obey tax regulations (Alabede, Ariffin 

& Idris, 2011). According to Kirchler (2007), tax compliance issue are mainly related 

to the taxpayers’ willingness to pay required taxes. Palil, Hamid and Hanafiah (2013) 

applauded such definition as one that simplifies the concept. Earlier, Alm (1999) and 

Jackson and Milliron (1986) associate tax compliance with the reportage of income in 

totality and at the same time pay every taxes due on the income in fulfilment of a 

country’s laws and regulations or court judgments. Also, Cuccia (2013) defined tax 

compliance as filing all required tax returns at the proper time, and accurately report 

tax liability in accordance with the tax law applicable at the time the return is filed. In 

defining SMEs taxpayer complies with all requirements by filling their tax returns and 

paying tax before the due date (Nkwe, 2013). 

Taxes are compulsory levies enforced upon individuals or corporations. Thus, it is  

expected that every person voluntarily complies to fulfil the tax law, though some fail 

to abide with the law (Kirchler, Kogler & Muehlbacher, 2014; Seidu, Abdul & Sebil, 

2015). Devos (2008) asserts the nonexistence of a standard definition of tax 
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compliance in the entirety of tax compliance research. For instance, Andreoni et al. 

(1998) describe tax compliance as the willingness of taxpayers to comply to a 

country’s tax law to support the balance in its economy. Several studies such as 

Alshira’h et al. (2018), Fischer, Wartick  and Mark (1992), and Nura, Abdul-Jabbar 

and Ibrahim (2017) adopt the definition by Roth, Scholz and Witte (1989) where tax 

compliance is regarded as the conformity with every legislation and procedure such as 

the reportage of real and accurate income received, payment of adequate taxes, exact 

income liability, as well as timely filing of income returns.  

In defining tax compliance, Palil et al. (2013) relate the concept with one’s act of filing 

tax returns, declaring entire taxable incomes, and paying the adequate amount of taxes 

within a specified period without necessarily being compelled through follow up by 

the tax authorities. Tax compliance has alternatively been compared to game whereby 

there is an interaction or interplay amongst the taxpayers’ decision with the tax agency, 

alongside the taxpayers’ trust and perception of fairness in the tax law and tax system 

respectively (Kirchler, Niemirowski & Wearing, 2006). Harmonising the various 

definitions from scholars, this study defines tax compliance as the willingness by 

taxpayers to announce the accurate income, pay the appropriate deductions, reliefs, or 

reductions, and timely payment of taxes in compliance to the tax law.  

2.4.2 Tax Compliance from the Economic and Socio-Psychological Perspectives 

There are different perspectives on tax compliance such as the economic as well as 

psychological perspectives (Kirchler, 2007). The economic perspective considers tax 

compliance behaviour as an economic decision which taxpayers make under the 

condition of risk and uncertainty. Taxpayers calculate the cost involved in taking the 

risk of not complying to the tax law. If they are caught, they will be subject to fine and 
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if they are not caught, they will obtain benefits from their actions (Allingham & 

Sandmo, 1972). 

The economic perspective also considers Becker’s (1968) assumption which implies 

that taxpayers have a rational behaviour; each taxpayer considers the maximization of 

expected utility from tax non-compliance gamble and assesses the gains from 

successfully exhibiting tax non-compliance against the tax audit and penalty. The tax 

compliance model by Allingham and Sandmo (1972) recommends that the 

individuals’ disposition and conduct are affected by numerous factors, which include 

tax rate, the consequences of committing fraud, and possibility of detection.  

On the other hand, socio-psychological scientists and legislators have started to realise 

that low tax compliance is a behavioural problem that modern day economic models 

fail to address completely (Jackson & Milliron, 1986). Therefore, perceptions from the 

behavioural perspective are valuable in decreasing revenue lost through compliance 

and in upholding compliance by people. Numerous studies have adopted the 

behavioural approach to investigate the attitudes and beliefs of taxpayers in order to 

predict their actual behaviour (Manaf, Hasseldine & Hodges, 2005; Bidin & 

Sinnasamy, 2018; Ritsatos, 2014; Alshira’h & Abdul-Jabbar, 2020). 

Studies on the behavioural approach to tax compliance from the socio-psychological 

viewpoint (e.g. Alabede, 2012; Alshira’h et al., 2018; Hanefah, 1996) have stressed on 

the consequences of social standards and individual attitude to explain compliance. 

Findings from this perspective suggest that demographic factors (such as age, gender, 

ethnicity, income level, income source) affect tax compliance. Also, education, as a 
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demographic variable, relates to a taxpayer’s ability to comprehend and comply or not 

comply with the tax law (Jackson & Milliron, 1986). 

In addition, social norms is also recognised as an essential behavioural factor that 

affects tax compliance (Alm, Sanchez & De Juan, 1995; Alm, Bloomquist & McKee, 

2017; Hasseldine & Hite, 2003; Wenzel, 2019). Social norms constitute the practices 

and believes that are known and accepted by a group as normal in the context of their 

group, where all members of the group are expected to conform (which brings 

approval) while non-conformity or lack of adherence will result to rejection (Paluck, 

Ball,  Poynton & Sieloff,  2010). According to Helbing, Yu, Opp and Rauhut (2014), 

social norms is considered an essential factor that influences social life.  

In this study, economic and socio-psychological perspectives are considered and taken 

as the basis of investigation. There are two reasons to conduct this investigation. 

Firstly, the lack of empirical studies relevant to the economic and socio-psychological 

to gather due to the difficulty to identify the social effects (Galbiati & Zanella, 2012). 

Secondly,  studies regarding these variables are rare in the Middle East region 

including Yemen (Al-Ttaffi & Abdul-Jabbar, 2016). 

2.5 International Issues of Tax Compliance 

Tax compliance is an international issue:  Borrego, Lopes and Ferreira (2013) carry 

out an extensive research on tax compliance issues and phenomenon and conclude by 

categorizing tax compliance issues into two main aspects: (i) studies  that explained 

tax compliance issues based on taxpayers’ attitudes towards tax payment, and (ii) 

studies that strived hard to measure or quantify tax compliance menace. At this 

junction, it is noted that  there were many studies conducted to measure the issues of 



 

 39 

international tax compliance from different countries that concentrate on tax service 

quality, penalty, tax rate, and quality of government (Gurama, 2015; Kuria, Ngumi & 

Rugami, 2013; Azrina, Ling & Wah, 2014; Hidayat, et al., 2014; Khan & Ahmad, 

2014; Mas’ud, et al., 2014; Ovute & Eyisi, 2014; Twum, 2014). The above studies 

used variables of tax compliance from two perspectives, especially, social approach 

and economic approach. Additionally, on the economic approach, Mas’ud, et al., 

(2014) studied the impact of tax rate on tax compliance issues among the 61  African 

countries and they conclude that tax rate has a significant association with tax 

compliance in many countries of the Africa. 

On the other hand, Khalif and Achek (2015) categorized the variables of tax 

compliance into four groups that includes (1) behavioural and cultural variables, (2) 

demographic variables, (3) economic variables, and (4) institutional and legal 

variables. Based on these categories, in New Zealand, Yong and Martin (2016) carried 

out a study on cultural variables in an ethically divide nation of the country. Their 

findings shows that some factors are very common among the ethnic group than others 

in affecting the tax compliance behaviours. In line with the above, Pietro and Simona 

(2016) conclude that cultural and social pressures exert significant effect on tax 

compliance.  

In some cases, tax system structure, educational level, and income level were identified 

and issues that hindered tax compliance (Gurama, 2015). On the issue of ethical aspect, 

McGee and Tyler (2006) conducted a study in 33 countries, from Central Asia, Europe, 

North America and South America to determine the effect of demographic variables 

on tax compliance issues. They concludes that tax compliance is very among the 
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taxpayers provided the collected taxes will end up in the hands of corrupt politician 

and also if the equity and fairness is absence in the tax system.  

Therefore, tax compliance issues were viewed internationally from different 

perspective depending on the researcher view point and the prevailing environment of 

the taxpayer’s direction and existing tax system. For instance, Crowe (1944) as cited 

in Gupta and McGee (2010) established three perspectives towards understanding the 

taxpayer’s perception in respect to tax compliance as: it is always ethical, never ethical, 

and ethical under circumstances. To Gupta and McGee (2010) tax compliance can be 

viewed from economic perspective, some researchers such as Jackson and Millron 

(1986) as well as Fischer et al. (1992) viewed it from social and economic perspective 

while Klepper et al. (1991) viewed from legal point of view as well.  

Earlier, Erad and Feinstein (1994) argued that issues of tax compliance globally is not 

possible always to be explained mere classically rather some moral sentiments are 

most likely to play a vital role in the way taxpayers’ behaviours towards compliance. 

Concentrating on this classical models are among the reasons why tax compliance will 

continue to be the international phenomenon and issue of difficult concern to curb due 

its dynamic nature and moral sentiments of the taxpayers and often the tax system as 

a whole. 

On the final note, McBarnet (2003) expressed the issue of tax compliance into three 

main dimensions; (1) committed compliance which he explained as taxpayers ability 

and willingness to comply with the tax system without any enforcement i.e. 

voluntarily; (2) creative compliance which denotes taxpayer ability to minimize his 

tax burden by using any avenue to redefine his income and deduct expenditure using 
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the tax laws; and (3) capitulative compliance which means unopposed in paying taxes 

i.e. willingly. 

2.6 International Studies on Tax Compliance Behaviour among SMEs 

Tax compliance has been a centre of attention for studies that consider the 

phenomenon on the ground of economic perspective (Abdul-Jabbar & Pope, 2008; 

Palil et al., 2013; Abdul & Wang’ombe, 2018). Another category of studies is based 

on the socio-psychological perspective including Jackson and Milliron (1986) that 

reviewed 14 variables that are likely to have potential influence on tax compliance. 

The review covered 43 compliance studies related to direct tax across developed 

economies including Australia, US, and UK. Their findings suggest 14 important 

independent variables with tax compliance behaviour, namely gender, age, education, 

occupation, income source, income level, tax moral, peer influence, tax fairness, tax 

complexity, tax audit, tax rate, and tax penalty tested significant. Their work was 

updated by Richardson and Sawyer (2001) who provided a synthesis of more than 

hundred tax compliance studies. Fischer (1993)  recalcified 14 variables found in 

Jackson and Milliron (1986) into four types, namely demography (gender, age, and 

education), non-compliance opportunity (occupation income source and income 

level), attitudinal and perception (tax moral, tax fairness, and peer influence), and tax 

system structure (tax complexity, tax audit, tax rate, and tax penalty). 

The most recent review was conducted by Marandu, Mbekomize and Ifezue (2015) 

comprising 18 empirical worldwide studies published from 1985 to 2012. Marandu et 

al. (2015) argue that their review aims to determine the factors influencing tax 

compliance mainly according to the social marketing view point. The findings reveal 
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that the attitudinal, normative, and subjective control variables used in the studies are 

suitable predictors of tax compliance. 

Following the overview on the evolution of literature concerning to the factors 

determining tax compliance behaviour among SMEs and corporates, several studies 

have emerged in respect to the developed and developing economies. The findings 

have brought to light several interesting factors that influence the tax compliance 

behaviour across developed and developing economies. A thorough review of related 

studies focusing on the developed and developing regions are further presented, which 

begins with the extant studies related to the developed countries before delving into 

the literature from developing countries.     

In the instance of developed economies, Hanlon, Mills and Slemrod (2005) 

investigated on the extent and nature of corporate tax non-compliance in the US by 

utilising previously undisclosed internal revenue service operational audits with the 

combination of data on appeals and confidential tax return. It was revealed that the 

compliance in large enterprises are lower compared to SMEs, whereas the tax 

compliance of small enterprises is higher. It was also found that the tax rate and 

governance quality do not exert significant impact on the compliance behaviour of 

corporates taxpayers.  

Another study within the context of US is by Joulfaian (2000). The study examined 

the SMEs tax compliance and found that managers of SMEs who evade from paying 

their personal income taxes are positively related to the firms’ tax non-compliance. 

The study also report that higher audit rates, lower tax rates, and large SMEs size 

negatively influence tax non-compliance, a high income level is positively related to 
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tax non-compliance, and foreign ownership poses insignificant influence on tax non-

compliance. Furthermore, Birskyte (2014) explored how trust in the government 

affects the willingness of non-farm sole landlords to pay taxes in the US and found 

that having high confidence in the government improves tax compliance.  

In the United Kingdom (UK), Hasseldine, Hite, James and Toumi (2007) investigated  

the impact of written message to taxpayers (business owners) about how to improve 

actual taxpayer compliance for sole managers. They found that the communication is 

especially efficient in the reportage of turnover by self -preparers, whereas penalty is 

more efficient than the normative citizenship letter. Adams and Webley (2001) 

investigated the impact of small business owners’ attitudes on VAT compliance and 

found significant similarities amongst income tax compliance including factors such 

as sanctions and equity. The study also affirms the importance of the psychological 

aspect of mental accounting on compliance.  

In Europe, specifically in Greek, Kaplanoglou, Rapanos and Daskalakis (2016) 

investigated the SMEs tax compliance behaviour through the period of crisis. They 

explored what determines such behaviour via the integration of two perspectives 

(economic and psychological) of tax compliance. The investigation found the study 

group to have strong perception regarding the association of the political quality with 

tax institutions, whereas trust performs a major role towards the increment in planned 

compliance as well as deterring strategic tax non-compliance. 

In the Australian context, Langham, Paulsen and Härtel (2012) examined the factors 

influencing the tax compliance of SMEs owners in Australia. Their findings reveal that 

taxpayers have insufficient control over their behaviour to guarantee the successful 
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fulfilment of all tax tasks. Moreover, a high level of intention does not always mean 

compliance and tax complexity indicates a negatively correlated association with the 

willingness to be tax compliant. Another study by Evans, Carlon and Massey (2005) 

investigated the correlation between record keeping practices of small businesses 

(owner-managers) and compliance problems. Their results indicate that poor record 

keeping practices among SMEs leads to a reduced tax compliance and tax compliance 

costs have a positive relation with poor record keeping. 

In New Zealand, Tan and Braithwaite (2018) investigated small businesses based on 

their social and psychological stance regarding taxation using a framework known as 

motivational postures. The framework constitutes attitudes and beliefs that define the 

taxpayers’ feeling and wish by assuming the position of a different social entity, 

particularly the tax authority. The result shows that small business taxpayers can adopt 

multitude attitude towards taxpaying activities. Overall, perceiving authority’s fairness 

and honesty aids the closure of the social distance that is perceived to exist between 

tax authority and taxpayers. Meanwhile, Yong (2012) investigated the tax audit-query 

experiences of small businesses owners and evaluated how this affected their tax 

perceptions by employing procedural justice. He found that unfair procedures possess 

a negative correlation with the willingness of taxpayers to hold an interaction with tax 

authority and the tax audit operations are ineffective in detecting tax cheating made by 

business taxpayers. 

Among the extant studies in the context of developing countries, Abdul-Jabbar (2009) 

investigated the determinants of SMEs income tax compliance in Malaysia and found 

that increasing tax complexity and decrease in tax audit are positively linked to 

decreased tax compliance while business size, tax level, tax fairness, and tax 
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compliance costs do not have any influence upon tax compliance behaviour. 

Additionally, he found that the effects of tax rate, business age, and incentives upon 

income tax compliance among SMEs are inconclusive.  

Another study within the context of Malaysia was conducted by Sapiei, Kasipillai and 

Eze (2014a) on the factors affecting corporate taxpayers’ compliance with focus on 

income tax reporting in public listed companies. The findings indicate that tax 

compliance cost has an insignificant relation with tax compliance and large and 

medium-sized companies are more non-compliant as compared to small-sized 

companies. In addition, public listed companies in the manufacturing sector are more 

compliant as opposed to those in the services sector. Moreover, tax complexity and tax 

psychological costs are negatively related with tax compliance and older corporations 

are more compliant than their younger counterparts. It is also found that tax audit and 

tax penalty lead to increasing tax compliance. 

Furthermore, Yusof, Ling and Wah (2014) investigated tax non-compliance 

determinants with focus on “small-and-medium-sized corporations” (SMCs). They 

analysed and tested 375 tax-audited files in 2011 obtained from the Inland Revenue 

Board. The results indicate that increased tax rate and tax penalty are positively related 

to tax non-compliance, whereas the financial and foreign ownership liquidity do not 

influence tax non-compliance.  

In Indonesia, Fauziati, Minovia, Muslim and Nasrah (2016) conducted a survey to 

investigate how tax knowledge impacts tax compliance among Kota Padang SMEs. 

They found insignificant association between tax knowledge with tax compliance of 

the SMEs. Meanwhile, the study by Brainyyah (2013) attempted to determine how tax 
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fairness, tax knowledge, and tax complexity affect the income tax compliance of SMEs 

entrepreneurs. The results show the potential for tax fairness to exert positive influence 

on tax compliance. Whereas, the impact of tax knowledge on tax compliance is 

significant and tax complexity is negatively linked to tax compliance.  

Meanwhile, Iskandar et al. (2016) had conducted a survey to investigate the 

determining factors for tax compliance among Indonesian polluting firms through a 

proposed expanded taxpayer’s compliance model with the determinants of compliance 

for environmental tax. Their findings indicate that classical factors including tax rate, 

fine rate and reward rate, audit probability, income, price, and corruption are not the 

direct determinants of tax compliance. They argue that the impact for individual factor 

differs subject to the existence of corruption. Regardless of the differences among the 

approaches, the result indicates that corruption promotes evasion following an 

increasing tax rate, while it curtails the positive effects of financial reward to enhance 

compliance.  

Pertiwi, Iqbal and Baridwan (2020) examined how tax compliance is affected by 

knowledge and fairness. The data was obtained using a questionnaire distributed to 

107 Micro, Small, and Medium Enterprises (MSMEs). The regression analysis 

revealed that tax knowledge and dimensions of tax fairness (general fairness, tax rates 

structure, and self-interest) affect MSMEs compliance. Similarly, Inasius (2015) 

examined the tax compliance of SMEs using a questionnaire distributed to 319 SMEs. 

It was found that the income tax rate exerts negative relation on tax compliance, 

whereas tax audit, tax knowledge, and referral group are positively related to tax 

compliance. 
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In Nigeria, Adegboye, Alao-Owunna and Egharevba (2018) discover the relative 

influence of tax administration combined with the business characteristics of small-

scale businesses on tax compliance. Also considered is the role of tax education role 

as an effective strategy for tax administration. Result of the study indicates that tax 

education influences tax compliance. The study hence concludes that Nigeria’s tax 

administration does not significantly influence tax compliance, which is attributed to 

the issues of system inefficiencies and corruption. Meanwhile, the study by Oladipupo 

and Obazee (2016) focuses on the effects of taxpayers’ knowledge and tax sanctions 

on the income tax compliance amongst SMEs owners. They found that tax knowledge 

and tax sanctions have a positive correlation with tax compliance.  

Furthermore, Ayuba et al. (2015) investigated the influence that the perception of 

service orientation plays in the relationship between the removal of fuel subsidy, work 

family misalignment or conflict, and SMEs’ tax compliance in Nigeria. The findings 

show that perceived service orientation has a strong moderating effect on how work 

family misalignment or conflict relates to tax compliance. However, perception on 

service orientation has no interacting effects on how the removal of fuel subsidy is 

related to tax compliance. Additionally, Mas’ud  et al. (2014a) tested the correlation 

between corporate tax rate with tax compliance. The population of the study covered 

61 African nations for the period of 2012 and 2013. Findings from the study show that 

tax rate is significant and positive correlation exist between tax compliance in some 

African countries and a significant negative effect on tax compliance among other 

African countries.  

In Kenya, Abdul and Wang’ombe (2018) examined the impact that tax costs have on 

tax compliance among corporate taxpayers. They found a significant decrease in tax 
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compliance as the compliance cost increases, especially for cost associated with the 

comprehension of complexity in current tax laws, tax rules adjustment, and overall 

costs of achieving compliance alongside the regulatory requirements. In addition, 

Abdul and McFie (2020) examined the effects of tax fairness and complexity of tax 

compliance among large and medium sized business taxpayers. Considering the 

multidimensionality of perceptions on fairness, only exchange fairness affects the tax  

compliance behaviour of the business taxpayers. Meanwhile, perceived behavioural 

control is discovered to have significant negative influence on compliance behaviour. 

Meanwhile, a study by Bertinelli, Bourgain and Leon (2020) in Mali investigated the 

link between corruption and tax compliance using a sample of 700 small businesses in 

Bamako. The results show that paying corruption reduces tax compliance. In Uganda, 

Musimenta, Nkundabanyanga, Muhwezi, Akankunda and Nalukenge (2017) 

investigated the impact of isomorphic forces, tax fairness, and strategic responses on  

the tax compliance of SMEs. The findings show that significant relationships exist 

amid tax fairness with isomorphic forces with tax compliance, whereas the relationship 

between strategic responses with tax compliance is found to be insignificant. 

Mahangila (2014) investigated the impact of corporate income tax penalty, procedural 

justice, retribution, and the interaction between retributive and procedural justice on 

the income tax compliance behaviour of SMEs in Tanzania. He found that the 

corporate income tax penalties levied on managers are more effective compared to the 

corporate income tax penalties charged on corporations. Furthermore, the retributive 

justice of the corporate income tax penalties are positively correlated to tax compliance 

while the high tax compliance costs are found to be negatively related to tax 

compliance. Similarly, Fjeldstad and Semboja (2001) conducted a survey to explore 
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why Tanzanian citizens decided to either pay or evade their tax. They found that 

income level, probability of being prosecuted, and public service are negatively related 

to tax non-compliance. 

In the Middle East region, Alshira’h (2018) investigated the Jordanian SMEs’ 

compliance to sales tax. The findings show that there is a positive association amidst 

tax audit, penalty, tax morale, tax fairness, and patriotism on the SMEs’ compliance 

to sales tax as well as the negative effects of tax complexity on sales tax compliance. 

Meanwhile, sales tax compliance is not significantly affected by peer influence and 

tax rate. A study on tax compliance in Iraq was conducted by Juhi (2011) who explored 

the correlation between tax fairness and tax compliance among government servants. 

The findings indicate a positive relationship between tax compliance and tax fairness, 

in exchange to the government and tax structure.   

A review of extensive literature on SME tax compliance behaviour reveals that several 

studies emerged from the developed economies. Whereas, fewer research exists for 

the case of developing economies as compared to the developed economies. In the case 

of the Middle East, only a single related study by Alshira’h (2018) is found, although 

the study focuses specifically on sales tax compliance and not on  income tax 

compliance. The review indicates that there is a dearth in the literature concerning the 

methodological approach, the factors examined, and the scope or coverage of existing 

studies. 

First, there is a scarcity of research in the business domain  that applies the 

methodological approaches of the Fischer’s Model despite the fact that this model has 

shown more robustness in assessing the determinants of tax compliance as compared 
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to other models. Secondly, despite the availability of several factors examined by the 

existing literature as the tax compliance determinants especially for developed 

economies, several scholars further acclaim the requirement for more assessment of 

tax compliance among SMEs in order to extend the present understanding of the 

relevant factors that determine tax compliance (Musimenta et al., 2017; Alshira’h et 

al., 2018; Nur-tegin, 2008; Chan & Mo, 2000). This implies that the factors influencing 

tax compliance behaviour are not exhaustive, thus new factors need to be incorporated 

to enhance better insight pertaining to SMEs tax compliance.  

Thirdly, concerning the scope of existing studies, the literature has shown that the 

majority of the related studies are found in developed economies while the developing 

economies lags in terms of studies on the determinants of SMEs tax compliance. This 

strongly necessitates the crucial need for more research to be conducted particularly in 

this region and generally across the developing economies, with special consideration 

on the importance of SMEs in propelling the economic development of the region.       

Among the factors investigated are internal revenue service, operational audits 

personal income tax rate, and trust (Hanlon, et al., 2005; Joulfaian, 2000; Birskyte, 

2014;  Mas’ud,  Manaf & Saad 2014b), work family conflict, tax complexity, business 

size, tax fairness, and tax penalty (Mahangila, 2014; Ayuba et al., 2015; Abdul-Jabbar, 

2009; Abdul and McFie, 2020), and tax knowledge (Brainyyah,  2013; Inasius, 2015; 

Pertiwi et al., 2020). However, limited studies have explored the possible influence of 

other factors such as political instability, tax compliance costs, and zakat payment as 

well the moderating effects of government subsidies removal on the tax compliance of 

SMEs generally and specifically among developing countries. Finally, an overview on 
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the crucial findings based on the reviewed studies on international tax compliance 

among SMEs is available in Appendix C. 

2.7 Tax Compliance Behaviour Studies in Yemen 

In spite of the growing issue of low-income tax compliance in Yemen, scarce studies 

have been conducted and minimal information is available about the determinants of 

tax non-compliance. A check on the literature revealed that there are published Yemeni 

tax non-compliance7 studies for the period between 2009 and 2020.  

For instance, Gabran (2009) is perhaps the first study on tax evasion in Yemen aimed 

towards analytical examination to determine the current reality on tax evasion in 

Yemen. The research focuses on three vital questions, namely (1) Why actually leads 

to tax evasion in Yemen? (2) What effect does tax evasion have? (3) What approaches 

to decrease tax evasion?. The objectives of this study are to identify the real and actual 

size of tax evasion in Yemen and the forms of tax evasion, to identify the methods 

used by evaders and the classes of tax evasion activities, to identify the contribution of 

each sector of society to bear the public burden, and whether it is identical to the size 

of the entry per sector, as well as to identify the means used to combat smuggling and 

evasion at present and whether they are sufficient to prevent evasion. The findings 

reveal that the taxpayers are dissatisfied with the income tax department and the 

government’s unfairness is found to be the major reason for tax evasion in Yemen.  

A similar study was conducted by Al-Ttaffi (2009) to examine the major reason behind 

the spread of tax evasion among Yemeni taxpayers. The study employed the use of 

 
7 Tax compliance and tax non-compliance will be used interchangeably. Tax non-compliance is the 
reverse side of compliance. It is the opposite of all that is compliance These terminologies include tax 

evasion, tax avoidance (O’Shaughnessy, 2014). 
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questionnaire to investigate the influence of twelve variables on tax evasion. The 

findings show that fairness in the part of government and tax system are positively and 

significantly correlated with tax evasion while gender, age, marital status, nature of 

occupation, and experience have positive correlation with tax evasion. Although Al-

Ttaffi (2009) investigated the influence of Islamic religious perspective (the taxpayers’ 

perspective towards halal and haram), the study did not specifically investigate the 

effects of zakat payment and how it might be considered as double taxation by Yemeni 

citizens.  

Income tax evasion is also studied by Aljaaidi et al. (2011) who measured the 

perception of the citizens concerning income tax evasion. The results indicate that old 

people, female, single people, level of income, and employees who work for the 

government are negatively related with tax evasion. In this regard, citizens with high 

level of education perceive tax evasion as a serious crime as compared to those with 

low and medium education level. Helhel and Ahmed (2014) also explored the 

association between factors affecting tax attitudes with tax compliance among 

individual taxpayers using questionnaires distributed in Sana’a, Yemen. They 

categorise the possible factors influencing tax non-compliance as internal and external, 

which include tax rate, unfair tax system, penalties, as well as tax audit and tax 

amnesties. The results reveal that both higher tax rates alongside tax system unfairness 

represent the most critical factors linked to low compliance among Yemeni 

individuals. Moreover, taxpayers’ compliance is influenced by inadequate tax auditing 

and tax penalties with slight deterrent effects alongside the tax amnesties awarded.  

Recently, Al-Ttaffi (2017) investigated the influence of the Islamic religious 

perspective, geopolitical differences, qualities of the public governance, tax service, 
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penalties, and tax rate on SMEs behaviour. The results reveal that Islamic religious 

perspective and geopolitical differences have significant influence on SMEs behaviour 

while the tax service qualities of both tax service and public governance have 

significant negative influence on the level of tax non-compliance. Furthermore, tax 

rate positively influences the level of tax non-compliance but the influence of penalties 

on the level of tax non-compliance is statistically non-significant. 

Finally, Bin-Nashwan, Al-Hamedi, Marimuthu and Al-Harethi (2020) studied on the 

effects of fairness perceptions on the tax compliance of individuals in the Hadhramout 

Governorate. Based on the survey, it is concluded that fairness, desired tax rate, self-

interest, and government exchange are significantly associated with tax compliance, 

whereas compliance decision is not affected by special provisions. 

A review of past studies reveals that researches in Yemen have focused more on 

individual taxpayers. However, only one study focuses on SMEs taxpayers (Al-Ttaffi, 

2017). Concurrently, the review also indicates that to date, other tax compliance 

models have been used in the majority of existing studies. Nevertheless, no study has 

investigated the business sector or individuals in Yemen using the Fischer’s model. 

Unlike the Fischer’s model, other models or theories are limited as they only focus on 

a single dimension of determinant factors. These extant studies have also focused on 

demographic factors as well as the tax system structure variables. Thus, scarce studies 

have investigated the tax compliance costs, political instability, peer influence, 

perception of corruption, zakat payment, and the moderating effects of the removal of 

government subsidies in the Yemeni context. Consequently, there exist a vital need to 

conduct studies pertaining to the income tax compliance of SMEs, especially 

considering its role as a crucial tax revenue source in Yemen and its contribution to 
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the local economic growth. An overview on the key outcomes of previous Yemeni tax 

compliance literature is provided in Appendix D. 

2.8 Determinants of Tax Compliance Behaviour 

Jackson and Milliron (1986) recognized 14 factors as the determinants of tax 

compliance that are assessed in most tax literature. According to Fischer (1993), the 

14 variables are grouped into four main categories to form the Fischer’s Model. The 

current study further adapts these factors in the Fischer’s Model into the context of 

business organisation or SMEs. Among the existing factors that are adapted into the 

present study are the income of SMEs, attitude and perception (peer influence, tax 

fairness, and perception on corruption), and the tax system structure variables (tax 

audit, tax rate, and tax penalty) . In addition to the existing factors, the study further 

extends the Fischer’s Model by incorporating new factors including political 

instability, tax compliance costs, and zakat payment. The following sections discuss 

the literature on these variables as the key tax compliance behaviour determinants.  

2.8.1 Income of SMEs 

Income of SMEs is an additional determinant in analysing tax compliance behaviour 

identified by the Fischer’s Model. Income level is defined as the positive income or 

gross income of taxpayers (O’Shaughnessy, 2014; Jackson & Milliron, 1986). Income 

visibility or opportunity to evade tax has been considered by several authors as a vital 

explanatory factor explaining tax non-compliance (Fischer, 1993). Income level is 

defined as the degree by which individuals/business economic or social situation offers 

ways towards avoiding detection (Fischer, 1993). Taxpayers’ income represents the 

major criteria through which taxpayers’ payment are assessed (Mansor & Gurama, 
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2016). Based on the above definition, income of SMEs may be interpreted as the 

degree by which SME’s social or economic circumstances provide ways to avoid 

detection.  

Income could reduce or increase tax compliance dependent on an individual’s risk 

preferences and the progressivity of existing income tax system (Jackson & Milliron, 

1986). Various modes are utilised to decide how much tax a person must pay according 

to his or her income (Obaid & Mat-Udin, 2020). For the purpose of determining SMEs’ 

income, tax authorities around the world have applied a variety of methods for 

imposing and collecting such taxes for the respective government. Accordingly, 

income tax is imposed on SMEs taxpayers based on the prevailing tax law and in 

proportion to the SMEs’s income (Obaid & Mat-Udin, 2020). The phenomena of 

SMEs’ income have been captured by several theories and most importantly by the 

deterrence theory.    

The deterrence theory has a wide application among the literature concerning on the 

income of SMEs and tax compliance behaviour. On the basis of the deterrence theory, 

Hamm (1995) specifies that the compliance decision of taxpayers depends on four 

factors: tax rate, income of the taxpayer, possibility of audit, and punishment. The high 

sensitivity and relevance of income in relation to the amount of tax paid by SMEs and 

the consequent influence on their tax compliance behaviour have accounted for several 

empirical researches. These studies seek to uncover how the income of SMEs 

influence the tax compliance of several taxpayers in different contexts.  

The majority of tax compliance theoretical models predict that tax non-compliance 

tends to increase in accordance with the increase in the income of SMEs 
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(O’Shaughnessy, 2014; Andreoni et. al., 1998; Alm, McClelland & Schulze, 1992a). 

In their study, they showed that several cases of underreported taxes are by high -

income earners. According to Teng and Manual (2016), perceived opportunity and 

decision frame are the essential determinants of tax non-compliance behaviour where 

their experimental study on individual taxpayers from Malaysia has found that 

perceived opportunity is the essential predictor of tax non-compliance. In this regard, 

Alm et al. (1992a) and O’Shaughnessy (2014) also report that higher income leads to 

higher reported non-compliance. Their findings show the existence of a negative 

correlation amidst the income level of taxpayers with tax compliance.  

Additionally, Freire-Serén and Panadés (2008) report that income level possesses a 

negative association with tax compliance. The reason for this negative relationship is 

probably because as the income level increases, there should be a corresponding tax 

rate rise, which in turn encourages taxpayers to avoid the high tax bracket by hiding 

some of their income to shift to a lower income bracket. In the same context, Joulfaian 

(2000) and Bloomquist (2003) found that high income level has a significant effect but 

is negatively related to tax compliance. Also, Hofmann, Voracek, Bock and Kirchler 

(2017) examined the tax compliance across sociodemographic categories and found a 

negative significant influence of income towards tax compliance at Western countries. 

Furthermore, Hamm (1995) establishes that tax compliance is negatively related with 

the level of income, whereas Andreoni et al. (1998) found that an increase in income 

level corresponds with the decrease in tax compliance. However, Ho and Wong (2008) 

argues that income has a negative link with tax compliance. Witte and Woodbury 

(1985) suggest that low level of tax compliance is associated with the upper and 

middle-income groups, whereas Hanno and Violette (1996) assert an uncertain link 
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between tax compliance with income level. Meanwhile, Engida and Baisa (2014) 

found income to be related with tax compliance that is negative and significant 

direction. It shows that the level of income serves as a prominent decider to the level 

of compliance among taxpayers. Similarly, Mansor and Gurama (2016) examined the 

relationship between income status with tax non-compliance among personal 

taxpayers in Nigeria. Their findings indicate positively and significantly relationship 

between income level and tax non-compliance.  

There is also a paucity in the literature that shows a positively significant relationship 

between income and tax compliance. Ali, Cecil and Knoblett (2001) is among the few 

studies that report on the increase of tax compliance in correspond to the increase in 

income level but at a lower tax rate. Similarly, Johns and Slemrod (2010) contend that 

taxpayers having low income level possess greater likelihood to evade taxes. 

Furthermore, low incomes earners are known to underreport taxes in several cases. 

Such evidences hence advocate Chang and Schultz (1990) who suggest that tax 

compliance is positively associated to income level.  

Alternatively, another group of studies has indicated insignificant effects of  income 

level with tax compliance. In line with this, Baldry (1987) found that income level and 

tax compliance do not have a significant relationship, implying that there is no 

significant impact of high or low income on the decision of a taxpayer to evade taxes. 

Furthermore, Jackson and Milliron (1986) discover that income with tax literature is 

mixed and uncertain while several current researches agree with the statement. Park 

and Hyun (2003) report that income level shows no significant variation on tax 

compliance behaviour. 



 

 58 

Nevertheless, only one study has investigated the income level among individual 

taxpayers in Yemen. Obaid and Mat-Udin (2020) investigated the effects of income 

level and tax non-compliance for individual taxpayers in Hadhramout (a governorate 

in Yemen). They found that there is a negative correlation between income level with 

tax non-compliance.   

Overall, the relationship between the income of SMEs and tax compliance is still 

ambiguous as the findings differs across studies as indicated by most researches (e.g. 

Alm et al., 1992a; O’Shaughnessy, 2014; Mansor & Gurama, 2016; Obaid & Mat-

Udin, 2020). Based on the above discussion, the association between the income of 

SMEs and tax compliance behaviour still needs further investigation (Richardson & 

Sawyer, 2001). Consequently, more studies are needed to determine the association 

between the income of SMEs and their tax compliance behaviour since income level 

is one of the primary factors influencing tax compliance behaviour. Additionally,  

limited studies have examined the association between the income of SMEs with tax 

compliance among SMEs operating in Middle Eastern countries. Therefore, the 

association between the income level of SMEs and SMEs’ tax compliance in Yemen 

is examined in this study. 

2.8.2 Attitude and Perception 

Attitudes and perceptions develop over time and change as a result of business 

taxpayers’ experiences (Torgler & Shaffner, 2007). The taxpayers’ current attitudes 

not only influence their future compliance behaviour but also serve as a reason for 

their perceptions of previous compliance behaviour. Thus, it is significant to exercise 

caution while interpreting the outcomes of studies that have investigated the 

relationships between attitudes alongside the perceptions concerning tax compliance. 
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In this study, the relationships between attitudes and perception are investigated 

through three variables namely tax fairness, peer influence, and perception of 

corruption. They are discussed in the subsequent sections. 

2.8.2.1 Tax Fairness  

Tax fairness is a critical factor of a good tax system and is considered one of the main 

determinants of taxpayers tax compliance (Feld, Frey & Torgler, 2006; Jackson & 

Milliron, 1986; Thomas, 2012; Alshira’h & Abdul-Jabbar, 2019; Azemi, Palil, Amir 

& Said, 2020). Studies have recognised the ambiguity in the term fairness, thus 

accepting a general definition of tax fairness has been difficult. Hence, the literature 

has advanced several dimensions of tax fairness (Bin-Nashwan et al., 2020). Overall, 

this study recognises the general classification of tax fairness into two dimensions 

(Jackson & Milliron, 1986; Azmi & Perumal, 2008; Alshira’h & Abdul-Jabbar, 2019). 

The first dimension encompasses fairness in the commerce followed by interest 

accrued from tax given. Whereas, the second dimension comprises justice to 

taxpayers’ burden as compared to other taxpayers (taxpayers’ comprehension of 

horizontal and vertical fairness in governing tax laws) (Jackson & Milliron, 1986; 

Wenzel, 2003; Alshira’h & Abdul-Jabbar, 2019;  Azmi and Perumal, 2008). The 

phenomena and dimensionality of tax fairness have been captured by several theories, 

most importantly the equity theory.    

Among the notable study that relates the equity theory with tax fairness is Porcano and 

Price (1992). The study proposes that equity theory traditionally signifies two fairness 

categories embedded in tax system that is horizontal and vertical equity. In case of 

horizontal equity, it is considered as the provision of equal treatment for equ ally 

circumstanced individuals (i.e. taxpayers) with comparable economic status should 
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pay equivalent taxes. In vertical equity, suitable differentiation is offered amongst 

unequal individuals within same group, implying that rich individuals are compelled  

to pay higher taxes than individuals earning low income. Owing to the sensitivity of 

tax fairness and its important role, several empirical researches have emerged to assess 

the link between tax fairness with tax compliance. 

Several studies have investigated how fairness exerts significant influence over tax 

compliance by testing the influence of one or more dimensions of fairness in different 

contexts and with different approaches. These studies include Alm, Cronshaw and 

Mckee (1993), Falkinger (1995), Moser, Evans and Kim (1995), Wenzel (2002), Belay 

and Viswanadham (2016), Alshira’h & Abdul-Jabbar (2019), Ya’u and Saad (2019), 

and Pertiwi et al. (2020). Other studies investigated fairness based on a cross cultural 

perceptive (Gilligan & Richardson, 2005; Richardson, 2006). Most of these studies 

established that fairness is positively related to tax compliance. Although these studies 

vary in context, methodology, theory, and the dimensions of tax fairness examined, 

the results have been diverged with the majority indicating a positive relationship. 

Among the extant empirical study on tax fairness that reports positive relationship is 

Solano-Garcia (2017) who found that for policy instruments to be the voters’ 

preference, it has to show strong fairness and consequently ensures tax compliance. In 

a similar approach, Hartner-Tiefenthaler, Rechberger and Kirchler (2013) found tax 

departments fairness along with governance method instil trust among communities 

and persuade taxpayers about the fairness in tax law. When asked about what they 

think about the tax system, most citizens express their fairness concerns, subsequently 

leading to tax compliance. The positive finding from earlier researches is supported by 

several other studies (Ahmed & Kedir, 2015; Alm et al., 1992a; Andreoni et al., 1998; 
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Belay & Viswanadham, 2016; Chan et al., 2000; Feld & Frey, 2006; Jimenez & Iyer, 

2016; Jurney, Rupert & Wartick, 2017; Muche, 2014; Puspita, Subroto & Baridwan, 

2016).  

Similarly, Ajaz and Ahmad (2010) proclaim that tax fairness increases tax compliance 

and that public governance quality increases tax fairness. By arguing that public 

governance quality produces a suitable tax system, where the tax system is perceived 

to be unfair, taxpayers can rationalize this unfairness as a justification for non-

compliance with the tax law. This is also confirmed in Maseko (2014) who points out 

that SMEs’ perceptions towards tax fairness affect tax compliance choices.  

More recently, Pertiwi et al. (2020) investigated the effects of fairness tax compliance 

for MSMEs in Indonesia. The findings show that tax fairness has positive influence on 

MSMEs’ tax compliance. In addition, Abdul and McFie (2020) present tax fairness 

with the tax compliance behaviour of large and medium sized business taxpayers in 

Kenya. The findings reveal that fairness perceptions have positive effects on tax 

compliance.  

In contrast to the positive influence of tax fairness reported by the majority of extant 

studies, limited studies have shown a negative influence of tax fairness. Notably, 

Tumwesigye (2011) discovered a significantly negative relation in regards to tax 

fairness with tax compliance. Also, Djajanti (2020) found a significant negative 

association amidst tax fairness and voluntary taxpayer compliance. Another group of 

studies such as Saad (2011) have indicated that tax fairness exerts insignificant 

influence on tax compliance. The study focuses on various dimensions of fairness by 

including vertical fairness, horizontal fairness, administrative fairness, exchange 
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fairness, personal fairness, retributive fairness, and general fairness on tax compliance. 

Except for horizontal fairness, the study found that all dimensions of fairness to be 

insignificant. The finding is also supported by preceding studies (e.g. Abdul-Jabbar, 

2009; Benk, Çakmak & Budak, 2011; Engida & Baisa, 2014; Palil, Zain & Faizal, 

2012). 

In Yemen, only two studies have investigated the tax fairness among individual 

taxpayers. The first study is Helhel and Ahmed (2014) whose finding indicates th at 

unfair tax system is a crucial factor associated with the low compliance within the 

Sana’a Governorate. Meanwhile, Bin-Nashwan et al. (2020) examined system fairness 

using its dimensions with tax compliance on individual taxpayers within the 

Hadhramout Governorate. Their finding indicates that system fairness particularly 

general fairness, preferred tax rate, exchange with government, and level of self -

interest have positive significant relation with tax compliance. 

Overall, the relation amidst tax fairness with tax compliance remains ambiguous as the 

findings differ across studies. Also, most researches (e.g. Bin-Nashwan et al., 2020; 

Djajanti, 2020; Belay & Viswanadham, 2016; Engida & Baisa, 2014; Andreoni et al., 

1998) on tax fairness and tax compliance have focused on individuals, whereas SMEs’ 

tax compliance with tax fairness has received little interest. Furthermore, it is asserted 

that vital matters such as tax fairness surfers a neglect in the extant literature, 

particularly within the Middle East region (Bin-Nashwan et al., 2020). This 

necessitates more studies that focus on determining the relation between tax fairness 

with tax compliance. The current study deliberates on tax fairness as a key tax 

compliance determinant. Considering the researcher’s best knowledge, scarcity exists 

pertaining to studies on how tax fairness impacts the tax compliance behaviour of 
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SMEs in Yemen. Therefore, the current study investigates the relationship between tax 

fairness and SMEs’ tax compliance in Yemen. 

2.8.2.2 Peer Influence 

Peer influence is a portion of the attitudes and perceptions in the Fischer’s Model. In 

the context of SMEs, peer influence is regarded as the effects of people who are 

influential on SMEs’ owner-managers as well as social influences such as close 

friends, family members, current or future managers, and spouse and significant others 

(Al Zeer, Alkhatib & Alshrouf, 2019; Bidin & Sinnasamy, 2018; Hanno & Violette, 

1996; Jackson & Milliron, 1986). Several preceding literature found peer influence to 

have significant impact on the determination of compliance choice (Bobek, Roberts & 

Sweeney, 2007; Blanthorne & Kaplan, 2008). Furthermore, Wenzel (2002) argues that 

peer influence exerts ‘significant effects’ on the decision to comply. Hence, Lefebvre, 

Pestieau, Riedl and Villeval (2015) report the significance of not ignoring the presence 

of peer impact when examining the tax compliance behaviour. Therefore, this study 

defines peer influence as the effects of people who influences SMEs’ owner-managers 

on their tax compliance decision, thus contributing in shaping their attitude regarding 

tax compliance.  

In the case of SMEs, peers have significant influences on the tax obligation behaviour 

of their counterparts where the management of SMEs will evade tax payment if they 

feel that their peers are evading without receiving punishment (Alshira’h, 2019; Bidin 

& Sinnasamy, 2018; Maseko, 2014). A taxpayer is affected by the perception or 

behaviour of their peers. In contrast, if the taxpayer regards their peers as honest, their 

tax moral will rise (Frey & Torgler, 2007). However, the relationship between tax 

compliance and social norms is complex (Kirchler, Hoelzl & Wahl, 2008). Peer groups 
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have a potent effect on the preferences, behaviour, and personal values of taxp ayers 

(Puspitasari & Meiranto, 2014). Chau and Leung (2009) and Braithwaite (2001) state 

that peers’ influence is reflected in the taxpayers’ anticipation in relation to the 

disapproval or approval of tax compliance, whereas Alm and Mckee (1998) found that 

social norms are a major determinant of tax compliance. The phenomena of peer 

influence have been captured by several theories, most importantly the social influence 

theory.    

Social influence theory has been used to examine peer influence by several studies. 

Alkhatib, Abdul-Jabbar, Abuamria and Rahhal (2019) suggest that social influence 

theory focuses on the emotion, opinion, or behaviour of SMEs’ owner-managers as 

affected by other SMEs’ owner-managers. Such claim is also supported by Sussman 

and Gifford (2013). Among the existing literature on tax compliance determinants, it 

is discovered that peer influence shows significant association with tax compliance 

(Richardson & Sawyer, 2001). Consequently, taxpayers’ behaviour is unintentionally 

or intentionally affected by their surrounding environment or peers (Obaid & Mat-

Udin, 2020). Several empirical researches have emerged to create better understand on 

the interplay between peer influence and tax compliance.  

Most literature recognises the positive and significant effects of peer influence on 

compliance decision (Bobek et al., 2007; Blanthorne & Kaplan, 2008). Furthermore, 

Wenzel (2002) affirms that peer influence possesses substantial impact upon tax 

compliance. Moreover, literature on tax compliance behaviour has discovered a 

positive relation amidst tax compliance with peer influence (Bobek et al., 2013; Çevik, 

& Yeniçeri, 2013; McGee et al., 2012; Tusubira & Nkote, 2013). Adding to the above 

studies, Alkhatib et al. (2019) investigated on the perspective of income tax non -
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compliance amongst the Palestinian SMEs and found that peer influence has a positive 

significant relationship with tax compliance. 

A number of tax compliance studies have consistently found negative links between 

tax compliance and peer influence (O’Shaughnessy, 2014; Alon & Hageman, 2013; 

Palil et al., 2012; Torgler, 2012; Frey & Torgler, 2007). Furthermore, Sinnasamy and 

Bidin (2017a) examined the direct relationship and probability of detection as a 

moderator with peer influence as the independent variable to determine excise duty 

non-compliance issue. They found that peer influence positively exerts significant 

association with the non-compliance on excise duty. However, other studies declare 

that peer influence shows insignificant relationship with tax compliance behaviour 

(e.g. Alshira’h, 2019; Bidin & Sinnasamy, 2018; Borrego,  Lopes & Ferreira, 2013; 

Wenzel, 2004; Chan & Mo, 2000; Chan et al., 2000). 

In conclusion, the relationship between peer influence with tax compliance has shown 

inconsistency in the literature. Most researches (e.g. O’Shaughnessy, 2014; Blanthorne 

& Kaplan, 2008; Torgler, 2012) on peer influence and tax compliance have focused 

on individuals, although SMEs’ tax compliance alongside tax fairness has received 

little interest. Consequently, further studies are needed to investigate the association 

between peer influence and the tax compliance behaviour among SMEs since peer 

influence is one of the primary factors influencing tax compliance. Likewise, little or 

no study exists that assesses the relationship between peer influence and the tax 

compliance behaviour of SMEs in Yemen. Thus, this study investigates the 

relationship between peer influence and SMEs’ tax compliance within Yemen. 



 

 66 

2.8.2.3 Perception of Corruption  

Corruption stands as a political, economic, and social phenomenon that challenges and 

bedevils all countries in numerous capacities (Rohwer, 2009). The problem of 

corruption is probably as old as a government itself (Campbell, 2013). Also, corruption 

commonly connotes the economic, social, and political phenomenon that involves 

power misuse for personal gain (Aguilera & Vadera, 2008; Rohwer, 2009). The 

concept of corruption stands to be one of major problems that hampers development 

in many developing countries (Marjit, Seidel & Thum, 2017). Corruption among the 

staff of tax authorities can negatively impact tax revenue generation as shown by 

several empirical evidence (Joulfaian, 2009). Taxpayers are bounded to pay bribes as 

auditors show the will to accept such bribery. In this case, the tax agency is most likely 

to forgo auditing as compared to when the taxpayers offer no bribe and auditors accept 

no bribes (Chander & Wilde, 1992). 

Imam and Jacobs (2007) define corruption as an illegal or unauthorized behaviour 

perpetrated by public officers in an authoritative position to directly receive bribe or 

deploy a comrade or family member to receive on their behalf and in exchange offer 

some benefits obtainable to the public (such as taxpayers). This can affect compliance 

behaviour. In this regard, opportunities for corruption in tax authority may start from 

taxpayers (companies or individuals) and immoral tax officials. However, the literature 

shows that various factors facilitate the persistence of corrupt practices in tax authority 

such as the low pay of tax officials and lack of professional ethics (Besley & McLaren, 

1993).  

Other factors that influence the corruption of a government include high complexity 

in the tax systems and procedures, high degree of discretion for tax officials, lack of 
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proper supervision and monitoring, lack of commitment from political leaders, and 

overall public sector environment (Aiko & Logan, 2014; Imam & Jacobs, 2014). These 

factors are prevalent in the customs alongside tax administrations for several 

developing nations with the inclusion of most Middle East countries (Imam & Jacobs, 

2014). Martin, Cullen, Johnson and Parboteeah (2007) measure the perception of 

corruption is peculiar advantage involved in direct assessment then, the theoretical and 

substantive gains that emerges with bribery alongside ethics researchers. The 

phenomena pertaining to the perception of corruption have been captured by several 

theories, most importantly the social influence theory.    

Among the notable study that relates the social influence theory with the perception of 

corruption is Obaid (2017), which posits that the taxpayers’ attitude towards tax 

payment is a function of their belief in paying tax. If a taxpayer has a positive belief in 

terms of its importance as one of major sources of government revenue and also how 

the revenue is being judiciously used to provide social amenities, he or she may as well 

have a positive attitude towards tax payment as well as possess favourable tax 

compliance behaviour. 

Several studies have investigated the connection between corruption and tax 

compliance from different perspectives. Some studies consider corruption from a 

wider scope (Alon & Hageman, 2013; Litina & Palivos, 2016). For instance, some 

examined  general corruption perception that involves corruption in the public and 

private sector while others have focused on corruption within the political class and 

how it affects tax compliance. Also, another category of studies specifically focuses 

on corruption in tax administration in various contexts (Bilotkach, 2006; DeBacker, 

Heim & Tran, 2015; Imam & Jacobs, 2014; Joulfaian, 2009).  
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The extant literature has critically assessed the effects that corruption exerts on tax 

compliance in various contexts. Several preceding studies establish that corruption is 

negatively related to tax compliance (Obaid & Mat-Uain, 2020; Akdede, 2006; Alm, 

Martinez-Vazquez & McClellan, 2014; Alon & Hageman, 2013; Mansor & Gurama, 

2016; Imam & Jacobs, 2007; Bilotkach, 2006; McGee & Maranjyan, 2006; Picur & 

Riahi-Belkaoui, 2006; Uslaner, 2010).  

On the other hand, several studies such as Akdede (2006), Litina and Palivos (2016), 

and Muhrtala and Ogundeji (2013) have shown that corruption is positively related 

with tax compliance. These studies have established that positive and significant 

relationship exists amidst the perception of corruption with tax compliance. 

Conversely, Alkhatib et al. (2019) conducted a study on income tax non-compliance 

for the case of Palestinian SMEs. They found that corruption has insignificant effects 

on tax evasion. Similarly, Imam and Jacobs (2014) report an insignificant finding. In 

Yemen, only the study by Obaid and Mat-Udin (2020) investigated the relationship 

between corruption with tax non-compliance involving individual taxpayers in the 

Hadhramaut Governorate. They establish a positive correlation between corruption 

and tax non-compliance.   

Based on the preceding discussion, the association between the perception of 

corruption with tax compliance requires further investigation. However, corruption 

alongside tax compliance studies have been investigated with focus on individual 

level, although SMEs’ tax compliance and corruption are neglected. Dbwan (2014) 

emphasises that corruption is a social factor that has a great importance on the 

behaviour of taxpayers especially considering that individuals and organizations are 

affected by the general societal behaviour. Therefore, more studies are required 
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towards exploring the relationship between the perception of corruption with tax 

compliance. However, to the researcher’s best knowledge, limited studies have been 

conducted in Yemen that focus on the relationship between the perception of 

corruption with the tax compliance for Yemeni SMEs. Therefore, this study also 

examines the relationship amidst the perception of corruption and tax compliance 

among Yemeni SMEs. 

2.8.3 Tax System Structure 

Fischer et al. (1992) and Jackson and Milliron (1986) propose that the structure of tax 

system significantly determines tax compliance. Specifically, the Fischer’s Model 

identifies the factors responsible for the effectiveness of tax system structure along 

with its efficiency, which includes tax penalty, tax rate, probability of detection, 

complexity of tax system, and tax revenue mobilization (O’Shaughnessy, 2014). 

Empirical findings relate these factors with compliance (Fischer, 1993; Chan et al., 

2000; Jackson & Milliron, 1986). Based on the current study, tax system structure 

contains three variables, namely tax audit, tax rate, and tax penalty as discussed in the 

next sub-section. 

2.8.3.1 Tax Audit  

Tax audit can effectively determine tax compliance (Jackson & Milliron, 1986). Tax 

audit involves examining the tax return of taxpayers, accounts, and also financial 

information that ensure proper information reportage in accordance to tax law 

alongside the verification of reported amount of tax (Gupta & Nagadevara, 2007).  

In general, increased probability of tax audit promotes tax compliance whereby tax 

audit implies the probability that tax authorities will identify non-compliant taxpayers' 
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attempt to address it (Chau & Leung, 2009). The importance of the audit variable is 

understood as it has received much attention in both economic and social- 

psychological models of tax compliance behaviour (Fischer, 1993). Ahmed and Kedir 

(2015) specify that tax authorities conduct audits to raise tax collection and encourage 

tax compliance. Audit has been proxied in the literature as audit probability, perceived 

detection probability, audit rates, as well as previous audit experience and audit 

frequency (Everhart, 2018; Olaoye & Ogundipe, 2018; Wuyah, Aku & Ahmad, 2018; 

Ariel, 2012; Slemrod, Blumenthal & Christian, 2001; Kamdar, 1997; Christensen, 

Hite, 1997; Fischer, 1993;  Dubin, Graetz & Wilde, 1990).  

Among the earlier model employed to explaine tax compliance is the deterrence theory 

(Jackson & Milliron, 1986). This theory asserts that crucial factors deterring taxpayers’ 

illegal behaviours include a higher degree of tax audits of taxation (Allingham & 

Sandmo, 1972). One of the studies that relates the deterrence theory with tax audit is 

Casal, Kogler, Mittone and Kirchler (2016). The study affirms that tax compliance 

determinants such as tax audit are unlikely to discard the deterrence instruments 

concepts employed by tax departments in combating tax non-compliance. Owing to 

the sensitivity of tax audit and its important role, several empirical researches have 

emerged to investigate the link between tax audit with tax compliance.  

Existing studies have viewed audit from different perspectives depending on their 

scope and method of study. A pioneering study by Allingham & Sandmo (1972) has 

applied the deterrence instruments on compliance and found tax audit to positively 

influences tax compliance. Several other studies also confirm such result between tax 

audit with tax compliance (e.g. Abdul-Jabbar, 2009; Everhart, 2018; Fischer, 1993; 
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Inasius, 2015; Kirchler et al., 2008; Modugu & Anyaduba, 2014; Slemrod et al., 2001; 

Biabani & Ramezani, 2011; Wuyah et al., 2018). 

More recently, Nguyen, Pham, Tam, Truong and Tran (2020) has examined tax audit 

with tax compliance among Vietnamese firms. The study found that tax audit h as 

positive influence with tax compliance. Also, Alshira’h and Abdul-Jabbar (2020) 

conducted a study with the purpose of exploring the factors impacting tax audit and 

tax compliance among Jordanian manufacturing SMEs. Their findings indicate that 

tax audit is positively associated with indirect tax compliance. Meanwhile, 

investigation on tax auditing and generation of tax revenue in Nigeria by Amah and 

Nwaiwu (2018) has found a positively significant effect between desk audit with 

personal income tax compliance. 

Alternatively, a group of extant studies has established that tax audit exerts a negative 

significant relationship with tax compliance (Feld & Frey, 2007; Mittone, 2006; 

Slemrod et al., 2001). A study by Palil et al. (2012) found that there exists negative 

correlation amongst tax audit with tax compliance. in Furthermore, excise duty, tax 

audit, and tax non-compliance are shown to be positively and significantly related 

(Sinnasamy & Bidin, 2017b).  

Meanwhile, fewer extant studies including Wärneryd and Walerud (1982) and Spicer 

and Thomas (1982) have reported a lack of statistical evidence to support the effects 

of tax audit on tax compliance. Several studies have also revealed an insignificant 

association between tax audit with tax compliance (Modugu, Eragbhe & Izedonmi, 

2012; Muche, 2014; Tilahun & Yidersal, 2014; Gërxhani & Schram, 2006).  
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Based on the literature discussed above, the link between tax audit and tax compliance 

is still unclear and varies across different contexts. Hence, further studies are necessary 

to broaden the investigation on the relationship between tax audit with tax compliance 

behaviour especially when there is scarcity of such studies. In addition, most part of 

the literature on tax audit with tax compliance has focused on the income tax in 

developed countries, whereas Middle East countries such as Yemen have received very 

limited focus. Moreover, prior studies that examined tax audit with tax compliance 

mainly focus on individual taxpayers while the case of SMEs’ tax compliance 

alongside tax audit remains scanty, thus requiring further examination. Although the 

tax audit for a tax system structure is considered highly significant, scarce studies exist 

on this critical factor particularly among SMEs in Yemen. Therefore, in this study, the 

relationship between tax audit with SMEs’ tax compliance in Yemen is investigated. 

2.8.3.2 Tax Rate  

Tax rate represents a major construct within the tax system in the Fischer’s Model 

(Chau & Leung, 2009; Richardson, 2006). Tax rate refers to the tax amount charged 

on taxable items and paid by taxpayers as stipulated by tax law (Fischer, 1993). Also, 

Americans For Fair Taxation (AFFT, 2007) defines tax rate as the percentage of charge 

accrued to corporation or individual. The current study defines tax rate as the tax levied 

on SMEs by the government as determined by their income or earnings. 

In general, the tax structure consists of two forms of tax rates: the proportional rate 

system and flat tax rate (Graham, 1996). The Yemeni tax authorities designed a mix 

tax rate system which comprises of income and different income bands. For instance, 

under the SMEs income tax system, the revenue generated by the resident is taxable 

irrespective of the source, that is from domestic or international sources. On the other 
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hand, the income generated by the non-residents is tax deductible especially if the 

money is made from Yemen. However, several tax rates systems apply to residents, 

estimated according to the size or business type. The extensively implemented 

corporate tax rate usually falls between 20% to 35% as shown in Table 2.1 in Section 

2.2.1.1 (YTA, 2011). 

The deterrence theory considers tax rate as a factor that significantly determines tax 

compliance choice (Allingham & Sandmo, 1972) and the effects of tax rate on 

compliance involves cost and benefit analysis by the taxpayers. It is also said that a 

greater tax rate should have minimised after tax income then increases tax compliance 

thus assuming a reducing risk aversion (Allingham & Sandmo, 1972). Some studies 

found support for this relationship (Ali et al., 2001; Alm et al., 1995; Feinstein, 1991; 

Hai & See, 2011; Weber, Fooken & Herrmann, 2014; Adebisi & Gbegi, 2013; 

Olowookere & Fasina,  2013).  

Existing studies have viewed tax rate from different perspectives depending on their 

scope and method of study. Some studies have indicated positive significant influence 

in determining compliance decision (e.g. Aronmwan, Imobhio & Izedonmi, 2015; 

Adebisi & Gbegi, 2013; Olowookere & Fasina, 2013; Hai & See, 2011; Alm et al., 

1992a, 1995; Yitzhaki, 1974; Allingham & Sandmo, 1972). Similarly, Engel, 

Galetovic and Raddatz (2001) proclaim that the tax rate is positively linked with VAT 

tax compliance. Also, the level of trust amongst taxpayers with the respective 

government is arguably the most important role in determining the impact of tax rate 

on compliance (McKerchar & Evans, 2009). In the event of low trust level, the tax rate 

is considered unreasonable, whereas high trust will result to the acceptance of the same 

tax rate as a contribution to societal goals. Boone, Khurana and Raman (2013) state 
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that taxpayers will pay tax if they perceive convenience with other elements regardless 

of the tax rate. This shows that increasing the tax rate is positively correlated  with 

increasing tax compliance. 

On the contrary, most studies found negative relationship between the two factors 

(Freire-Seren & Panades, 2013; Teng & Manual, 2016; Inasius, 2015; Ottone, Ponzano 

& Andrighetto, 2018; Yusof et al., 2014). Several studies have reported an 

insignificant influence of tax rate (e.g. Modugu et al., 2012; Richardson, 2006; 

Alshira’h & Abdul-Jabbar, 2020). Ottone et al. (2018) investigated tax compliance 

while focusing on different organizations in Sweden and Italy and found that tax 

compliance falls as tax rate increases. This finding is supported by McGee and Bose 

(2008) and McGee (2007) who suggest that there is no relationship between tax rate 

and tax non-compliance. Moreover, Olowookere and Fasina (2013) did not find any 

relationship between tax rate with tax compliance along with Abdul-Jabbar (2009) 

who found that the impact of tax rate on tax non-compliance is inconclusive. In 

Yemen, the increase of tax rate is found to have positive correlation with the increase 

of income tax non-compliance (Al-Ttaffi, 2017; Obaid & Mat-Udin, 2020). 

Based on the prior discussion on tax rate and tax compliance, the literature shows a 

vague and inconsistent conclusion on the relationship. Also, the major researches on 

tax rate with tax compliance are dominant at the individual level (Obaid & Mat-Udin, 

2020; Ottone et al., 2018; Olowookere & Fasina, 2013). Whereas, few researches have 

been conducted that focus on SMEs’ tax compliance and tax rate. Therefore, further 

studies are required to assess how tax rate interrelates with SMEs’ tax compliance 

especially in recognising the role of tax rate as a major tax compliance determinant. 

Based on the evidences from the reviewed literature, it is identified that few studies 
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have examined the relationship between tax rate with SMEs’ tax compliance 

particularly for the Middle East region. Therefore, this study further assesses the link 

between tax rate and SMEs’ tax compliance in Yemen. 

2.8.3.3 Tax Penalty  

Penalty is regarded as a vital factor in the tax system that influences tax compliance 

(Devos, 2013). Penalties alongside sanctions are exploited to avoid tax non -

compliance, and whilst considered effective, it is deemed to be a highly costly 

approach (Dunn, Farrar & Hausserman, 2018). The present study refers tax penalty as 

the fines and sanctions enforced on SMEs that commit income tax offenses. Penalties 

are regarded as an essential approach towards deterring unwanted behaviours. In the 

case of tax evasion, high penalties deter tax evasion because it renders evading taxes 

riskier to taxpayers (Kirchler, Muehlbacher, Kastlunger & Wahl, 2010; Braithwaite, 

2001). The phenomena and dimensionality of tax penalty have been captured by 

several studies using the deterrence theory.    

Noteworthy among the studies that relates the deterrence theory with tax audit is Casal 

et al. (2016) who affirm that it is impossible to disregard tax penalty as a deterrence 

instrument employed by tax departments to curtail non-compliance. Owing to the 

sensitivity of tax penalty and its important role, several empirical researches have 

emerged to explore the link between tax penalty with tax compliance.  

In the literature, Allingham and Sandmo (1972) indicate a positively significant 

relation between tax penalty with increased tax compliance. Several other studies 

affirmed this positive association amidst tax penalty with tax compliance (e.g. 

Alshira’h & Abdul-Jabbar, 2020; Oladipupo & Obazee, 2016; Thiga & Muturi, 2015; 
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Castro & Scartascini, 2015; Bruce-Twum, 2014; Arcand & Graziosi, 2005; Engida & 

Baisa, 2014; Doran, 2009; Feld & Frey, 2006; Witte & Woodbury, 1985; Fischer et 

al., 1992).  

Contrarily, several studies have discovered that tax compliance is negatively related to 

tax penalty (Martinez-Vazquez & Rider, 2005; Fjeldstad & Semboja, 2001; Feld & 

Tyran, 2002). Yusof et al. (2014) examined the SMCs’ tax non -compliance in 

Malaysia using secondary data from the Inland Revenue Board of Malaysia in 2011 

comprising 375 tax-audited files. The study found that penalty rate has a negative 

relation to tax compliance. Alternatively, some studies found no relationship between 

tax compliance and penalties (e.g. Kuria, 2013; Mohdali, Isa &Yusoff, 2014; Palil & 

Mustapha, 2011). 

In Yemen, Al-Ttaffi (2017) reports that tax penalty is insufficient to reduce tax non-

compliance. Whereas, Obaid and Mat-Udin (2020), Helhel and Ahmed (2014), and 

Aljaaidi et al. (2011) indicate that the increase in tax penalty is positively connected 

with tax non-compliance among Yemeni individual taxpayers. 

In summary, previous studies have rendered inconsistent findings on the influence of 

tax penalty on tax compliance. In addition, the majority of studies relating tax penalty 

with tax compliance is dominant at the individual level while tax penalty in relation to 

SMEs’ tax compliance is scanty. Thus, this justifies the need for studies that focus on 

determining the relationship between tax penalty and tax compliance behaviour among 

SMEs. This is particularly significant as tax penalty is one of the major factors for tax 

compliance. As evident in the literature, scarcity exists involving studies that focus on 

the relationship between tax penalty and SMEs’ tax compliance especially in the 
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Middle East. Thus, the present study examines the relationship between tax penalty 

and SMEs’ tax compliance in Yemen. 

2.8.4 Political Instability  

Political instability (Uncertainty) is defined as the “propensity of a change in the 

executive, either by ‘constitutional’ or ‘unconstitutional’ means” (Alesina, Özler, 

Roubini & Swagel, 1996, p.3). Cullen, Turner and Washington (2018) contend that 

when a larger segment of a country’s residents distrust the government, a fraction of 

individual/company’s income tax is evaded. Abodher, Ariffin and Saad (2018) assert 

that recurrent changes in regimes or administrations create an unstable polity in a 

nation.  

The extent of an unstable polity assesses individual’s perception of uncertainty of 

governance in a nation (Abidin & Haseeb, 2018; Haseeb, Hartani, Abu Bakar, Azam 

& Hassan, 2014; Grootel, 2010). According to Katz and Owen (2009), the role of 

uncertainty turns out to be very essential for taxpayers during political transition. The 

political instability (uncertainty) concerning the choice of different probable 

impending policy of the government can as well affect the economic decisions of the 

taxpayers and a likelihood of creating political tensions on the government. As a result 

of the taxpayers’ financial decisions, the economic transition in such situation shows 

a significant increase in various degree of tax non-compliance along with capital flight. 

Thus, uncertainty is governed by one’s perception, level of confidence, as well as 

internal and external efficiency (Grootel, 2010). Considering the social nature of 

political instability, several studies have employed a number of theories, most 

importantly the social influence theory. 
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According to the social influence theory, the behaviour of an individual is largely 

linked with a number of factors or persons who are part of the environment such as the 

government or political environment (Friedkin, 2006; Abodher, Ariffin & Saad, 2016). 

Thus, the tax behaviour of taxpayers has been linked to the nature of government or 

political stability by several studies using this theory. Notably, Abodher et al. (2016) 

employed this theory to assess the relationship between tax compliance behaviour and 

political instability. The result shows that having a positive belief on tax authority 

favours tax compliance. This implies that tax behaviour is influenced by the attitude 

of the government towards tax revenue whereby political instability is considered to 

discourage the judicious utilization of tax revenue, thus stimulating negative believe 

or tax compliance behaviour.  

Therefore, swift changes in the socio-economic and political policies of governments 

could influence the behaviour of taxpayers. In this regard, taxpayers are compelled to 

undertake economic decisions with the understanding that a new government will 

come into power and change the policies of the current government (Grossman, 1994). 

A taxpayer must decide to conceal a certain amount of funds from being accessed by 

tax authorities so as to compensate for an uncertain future (Grossman, 1994). On this 

premise, a number of empirical studies have investigated on how the political 

instability factor affects tax compliance behaviour within several contexts.  

In several literatures, political instability has been investigated in the taxation area, 

whereas very few studies have been conducted between political instability and tax 

compliance. For example, Cullen et al. (2018) noted that when a larger portion of a 

nation’s citizens holds a positive opinion of a government, an insignificant fraction of 
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income tax is evaded. In addition, Tedds (2010) also observed that political instability 

burden among other factors determines the level of tax compliance.  

Additionally, Abodher et al. (2018) have investigated on the effects of political 

instability especially on the political factors related to tax non-compliance behaviour. 

By distributing a questionnaire to 498 Libyan self -employed taxpayers, the study 

found that political affiliations as well as instability possess significant effects on tax 

non-compliance amongst self-employed Libyans. Kirchler et al. (2008) elucidate in 

the Slippery Slope Framework that a collaborative environment is regarded to be a 

perfect situation where the taxpayers and tax authorities develop or consummate a 

good connection, as the taxpayers are interested in paying tax following their trust on 

the authorities.  

Elbahnasawy (2020) also stressed on the importance of political environment in 

relation to the governmental tax effort. The outcomes demonstrate that democratic 

governance arrangement and a stable political environment are linked with better tax 

effort and revenues. In contrast, the findings by Zheng, Gu and Xu (2019) show that 

the democratic transition under autocracies or hybrid regimes substantially erodes tax 

compliance. Additionally, Tarmidi (2019) reports that the perception of tax uncertainty 

arises which causes a decrease in tax compliance. 

Furthermore, political instability could affect state institutions from operating 

efficiently and ultimately prompts taxpayers to evade taxes. There are numerous 

literatures revealing that the effectiveness of institutions such as stability of 

government and tax authorities make a difference and taxpayers would be encourage 
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to pay their taxes when there is stability or these institutions are perceived to be 

efficient and effective (Filippin, Fiorio & Viviano, 2013).  

Alm et al. (1992a) and Nur-tegin (2008) set up laboratory experiments to study how 

compliance responds to the uncertainty about tax policies and enforcement, which may 

stem from the lack of information, frequent changes, ambiguity of the tax code, as well 

as non-uniform training of tax auditors. They argue that uncertainty induces taxpayers 

to report more income. It is obvious that most existing literatures have consistently 

reported positive relation concerning democracy with tax compliance. Nevertheless, 

there are very few empirical studies on the relationship between political instability 

with tax compliance and all existing studies have been carried out at the OECD 

countries. 

Yemen is one of the countries that is affected by the Arab Spring where a revolution 

and political instability started at the beginning of 2011 until the current time. Political 

factors serve as a vital determinant in the investigation of tax compliance behaviour in 

Yemen. Moreover, this political instability largely affects the Middle East region. 

According to Sarker (2014), Middle East is a region that plays a crucial role in global 

politics. Therefore, this study will focus on the Middle East region, specifically 

Yemen. In the Middle East, the political institutions have undergone several 

transformations as a result of the Arab uprising. The effects of the Arab Spring has led 

to the re-alignment of regional powers and a shift in power balance equation within 

the region backed by their foreign allies. 

Based on the above discussions, the relation between political instability with tax 

compliance still needs further investigation. Further researches are needed to ascertain 
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or establish the relationship between political instability and SMEs’ tax compliance 

behaviour since political instability is among the primary factors influencing tax 

compliance. Furthermore, there is a lack of studies conducted to investigate the relation 

between political instability with the tax compliance of SMEs in Yemen and the  

Middle East despite the high rate of political instability experienced by this region. 

Therefore, this study fills the gap by investigating the relationship between political 

instability and SMEs’ tax compliance in Yemen. 

2.8.5 Tax Compliance Costs  

Tax compliance costs is defined as the value of resources expended by taxpayers to 

meet their tax obligations (Sandford, 1995). According to Ariff and Pope (2002), tax 

compliance costs are the costs incurred by the taxpayers in meeting the conditions set 

by the tax regime. Adam and Yusof (2018) termed tax compliance costs as all costs 

sustained by private and corporate businesses to comply with all tax laws without the 

tax amount itself. In essence, many of such incurred costs are often associated with 

information handling activities like record keeping or filing tax returns together with 

the tax data.  

Several classifications of tax compliance costs are discussed in the literature, which 

include commencements, temporary and regular costs, avoidable and unavoidable 

costs, economic and non-economic costs, and external and internal costs 

(Chunhachatrachai, 2013; Hanefah, Ariff & Kasipillai, 2002). Relevant to this study is 

the last classification, which is the external and internal compliance costs. External tax 

compliance costs are payments to tax experts for their services to the taxpayers, such 

as lawyers, accountants, tax agents, or any other advisers outside the business. On the 

other hand, internal tax compliance costs cover all costs incurred internally in the 
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course of conforming with the tax law, such as the costs of staff and other 

miscellaneous costs (Musa, 2018).  

International empirical research on tax compliance costs is scarce. There has been a 

number of investigations in certain countries and regions around the world including 

Australia (Pope, 1993; Tran-Nam & Glover, 2002), US (Slemrod & Venkatesh, 2002), 

UK (Hudson & Godwin, 2000; Hansford & Hasseldine, 2012), Malaysia (Adam & 

Yusof, 2018; Fauziati & Kassim, 2018; Ibrahim & Pope, 2011; Sapiei & Abdullah, 

2014; Abdul-Jabbar, 2009), Indonesia (Savitri & Musfialdy, 2016), South Africa 

(Smulders, Stiglingh, Franzsen & Fletcher, 2017), Nigeria (Musa, 2018; Onoja & 

Odoma, 2020), and Kenya (Omondi & Theuri, 2019).  

Moreover, many researches have placed much emphasis on the estimation of 

compliance costs in different countries without investigating its effects on tax 

compliance (e.g. Blažić, 2004; Chunhachatrachai, 2013; Slemrod & Venkatesh, 2002) 

Thus, the connection concerning tax compliance cost and tax compliance  and non-

compliance behaviour is still unexplored (Richardson & Sawyer, 2001). This 

emphasises the need to study such effects and to investigate the likely connection 

involving tax compliance costs and tax compliance variables. On contrast, a few 

researches have investigated the impact of tax compliance costs on tax compliance 

(e.g. Abdul-Jabbar, 2009; Adam & Yusof, 2018; Nur-tegin, 2008; Sapiei & Abdullah, 

2014).  

Findings from several studies (Nur-tegin, 2008; Franzoni, 2000; Mahangila, 2017) 

have shown that tax compliance costs possess negative effects on tax compliance. 

Similar negative relationship is also reported by Onoja and Odoma (2020) who 
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emphasise that administrative tax compliance costs discourage the tax compliance 

level in Nigeria. Contrary to the negative relationship, other studies such as Omondi 

and Theuri (2019) report that compliance costs have positive as well as significant 

effects in relation to the level of tax compliance. The study recommends enhanced 

training and sensitization to create awareness and reduce compliance costs among 

small scale traders in Kenya. Also, Sapiei and Abdullah (2014) and Musa (2018) 

discovered a positive relationship involving tax compliance costs and tax compliance. 

Unlike the earlier studies, a few others have found an insignificant relationship. Abdul-

Jabbar (2009) observed the existence of an insignificant relationship relating to tax 

compliance costs on the tax non-compliance behaviour among Malaysian SMEs.  

In Yemen, all taxpayers operate under the Self -Assessment System (SAS) where they 

are obliged by regulation to decide their taxable incomes, calculate their tax liabilities, 

and present their tax returns. Hence, the SAS shifts more responsibilities to the 

taxpayers which makes them to incur extra internal and external costs. However, the 

tax law in Yemen requires all SMEs taxpayers to have their returns endorsed by a tax 

consultant before it is accepted by the tax authority (Act. 17 YTA, 2010). However, 

given the complex and soaring costs of compliance due to the nature of the Yemeni 

tax system, SMEs may find ways to evade taxes in their struggle to minimize costs and 

grow their business (Coolidge, 2010; Gabran, 2009). 

In summary, the relation involving tax compliance costs as well as tax compliance 

behaviour still requires further investigation. Consequently, further researches are 

needed to establish the relationship between tax compliance costs and SMEs’ tax 

compliance behaviour since tax compliance costs is among the primary factors 

influencing tax compliance behaviour. As no researches have been conducted on the 
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relationship between tax compliance costs and the tax compliance behaviour of SMEs 

in Yemen, this study investigates the relationship between tax compliance costs and 

SMEs’ tax compliance in the country. 

2.8.6 Zakat Payment  

Zakat is regarded as an obligatory charity that forms the five important pillars of Islam 

(Rahman, Alias & Omar, 2012). The Shariah describes zakat as the redistribution of 

wealth to the most deserving group of people (Rahim & Kaswadi, 2014). Payment of 

zakat is also defined as the act of purifying one’s wealth so as to gain Allah’s blessing 

(Arif, Alwi & Tahir, 2011). Payment of zakat is usually from the proportion of wealth 

made by Muslim individuals and companies especially in Muslim nations such as 

Yemen, Egypt, Oman, Malaysia, and Saudi Arabia. 

The measurement of zakat payment is related to the decision of Muslims to comply 

with the zakat authority and forfeit a fraction of their wealth, income, or property based 

on the prescribed zakat law, rules, and regulations (Noor & Saad, 2016; Bidin, Othman 

& Azman, 2013). Paying zakat to the official zakat authority or unofficially to the 

needy is a fulfilment of one of the fundamental pillars of Islam (Obaid et al., 2020a). 

Every Muslim is obliged to comply with the command and pay according to the 

Islamic principles and zakat law to attain satisfaction in this worldly life and the 

hereafter (Sanep, Ghani & Zulkifli, 2011). Considering the social and spiritual nature 

of zakat payment, several studies especially among Muslim majority countries have 

employed a number of theories to explain the phenomena of zakat, most importantly 

the social exchange theory. 
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Among the researches on zakat that applied the social exchange theory is Muda, 

Marzuki and Shaharuddin (2009) who conducted an exploratory research to examine 

the factors that influence zakat contribution. The study considers zakat as a form of 

exchange and further emphasises that items are exchanged for their utility or economic 

value. The value can be represented as an real or definite material return or quantifiable 

benefits which accrue to individuals or a symbolic value, for instance: pleasure, 

satisfaction or blessings as in the case of zakat that a person gets from this deed of 

giving (Ekeh, 1974). Thus, many interesting studies have been conducted to 

understand the concept of zakat in various fields and across many countries.  

In Malaysia, Liana (2018) investigated the distribution pattern of individual income 

tax and zakat contribution among Muslim taxpayers and the norms that motivate their 

tax and zakat payment behaviour. Findings of the study show that most Muslims 

taxpayers prefer to pay more zakat in comparison with the actual amount required to 

pay by the Islamic law. For Muslim taxpayers, the zakat refund is a chance or a 

prospect of evading paying income tax or less income tax payment in the Malaysian 

context. 

In another study, Mohdali and Pope (2014) examined the impact of religiosity on 

taxpayers’ compliance attitudes in Malaysia. The results reveal that religiosity has a 

significant positive impact on voluntary tax compliance signifying that strong religious 

beliefs and values held by many Malaysians strongly influence their charity given 

behaviour. Ghani, Aziz, Tajularifin & Samargandi (2018) suggest that the institutions 

in charge of zakat should focus on increasing their efficiency in order to restore 

confidence and trust among zakat payers. Also, Islam and Salma (2020) stress that 

zakat plays a significant role in the Muslim socioeconomic development. 
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In Yemen, the tax authority has different laws from the zakat authority. Therefore, 

there is no direct administrative link between them. Accordingly, each authority 

collects amounts due from citizens individually. Hence, the tax authority collects full 

taxes from taxpayers regardless of whether the taxpayer has paid or has not paid zakat 

and whether the amount of zakat is higher or lower than the amount of tax collected 

(Al-Ttaffi, 2017). 

Zakat and income tax payments are essential for the development of the nation and 

socio-economic welfare of the community (Liana, 2018). Zakat payment in Yemen is 

mandatory just like tax payment. It is a duty for both small and big businesses to pay 

zakat annually (Al-Ttaffi, 2017; Bin-Nashwan et al., 2017). It is administered by 

GDZO. The government collects zakat and uses it to provide essential amenities for 

the poor. Individuals with different category of income  such as gold and silver, 

liquidity, cultivation, livestock, products, income, minerals are required to pay zakat 

(Bin-Nashwan et al., 2017). Most companies and individuals see zakat as double 

taxation as both tax and zakat are paid yearly by individuals and companies  on the 

basis of income covered in that particularly (Al-Ttaffi, 2017).Thus, it is important to 

examine the influence of zakat payment on tax compliance of business entities in 

Yemen. 

In brief, the relationship between zakat payment and tax compliance behaviour still 

needs further investigation in a country where the majority of citizens are Muslim. 

There is scanty research conducted on the relationship between zakat payment and 

SMEs’ tax compliance. Al-Ttaffi (2017) recommends that the impact of zakat payment 

on taxpayers’ behaviour in Yemen should be investigated. Therefore, in this study, the 
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relationship between zakat payment and SMEs’ tax compliance in Yemen is 

investigated. 

2.9 Removal of Government Subsidies as Moderator  

Baron and Kenny (1986) are commonly cited in social science researches to support 

indirect relationships, i.e. mediation and moderation effects. The paper of Baron and 

Kenny was set with the main objective of explaining the concepts of mediator and 

moderator with regards to their usage in research and statistical analyses using 

correlations and analyses of variance. The paper distinguishes between the mediator 

and moderator variable.  

Accordingly, Baron and Kenny (1986, p. 1173) posit that mediator is a variable “which 

represents the generative mechanism through which the focal independent variable is 

able to influence the dependent variable of interest”. In other words, a mediator 

variable explains the relationship between the independent and the dependent 

variables.  

Alternatively, Baron and Kenny (1986, p. 1173) identify moderator as a va riable 

“which partitions a focal independent variable into subgroups that establish its 

domains of maximal effectiveness in regard to a given dependent variable”. In other 

words, a moderator is introduced when the relationship amongst the dependent and 

independent variables is inconsistent or unpredictably weak. The moderator is 

introduced to provide clues about “why” and “how” the independent variable affects 

the dependent one. The current study uses only moderator variable.  
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Additionally, the inclusion of removal of government subsidies as moderator in the 

current research is in conformity with the suggestion by Baron and Kenny (1986) who 

recommended that an interacting variable needs to be introduced with a probable 

uncertainty concerning the relationship amongst exogenous and endogenous variables. 

Baron and Kenny further reveal that when a weak or inconsistent relationship exists 

between predictors and criterion variables, then a moderator is necessary. Furthermore, 

moderators are mostly considered as either an antecedent (independent variable) tested 

in existing studies or a contextual factor that is relevant across various fields of study 

(Memon, Cheah, Ramayah, Ting, Chuah & Cham, 2019). Hence, the use of removal 

of government subsidies as a moderator in this current study is justified, especially 

considering the inconsistencies in findings among several reviewed studies that 

employed similar variables as in the current study. 

In addition, a moderator is normally perceived as an exogenous variable that can 

influence the strength and/or the direction of the relationship between another 

exogenous variable and the endogenous variable (Wilken, Jacob, & Prime, 2013). It is 

further seen as a variable that alters the association between the exogenous and 

endogenous variable (Sekaran & Bougie, 2016). Hence, a moderating variable may be 

considered as any variable that can: 1) change the strength of a relationship and/or 2) 

change the form of the relationship. In view of the role of subsidy as government 

contribution to the welfare of citizens and as dividend of governance, the removal is 

expected to indicate a lack of government support to the businesses and citizens which 

influence the decision of taxpayers. Therefore, the inclusion of removal of government 

subsidies as moderator in the research framework is assumed to have the ability to 

improve or predict the relationship between economic factors and psychological 

factors on tax compliance behaviour of SME owners/managers. 
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Additionally, the inclusion of removal of government subsidies as moderator in the 

current research is in conformity with the suggestion by Baron and Kenny (1986) who 

recommended that an interacting variable needs to be introduced with a probable 

uncertainty concerning the relationship amongst exogenous and endogenous variables. 

Baron and Kenny further reveal that when a weak or inconsistent relationship exists 

between predictors and criterion variables, then a moderator is necessary. Hence, the 

use of removal of government subsidies as a moderator in the current study is justified, 

especially considering the inconsistencies in findings among several reviewed studies 

that employed similar variables as in the current study. 

The Yemeni government has provided subsidy in almost all of its economic sectors 

(Al-Shamahi, 2015; Al-Mutawakel, 2014). Subsidy refers to the benefits offered to 

any individuals, businesses, as well as institutions by a government. It is commonly in 

the form of cash payment or tax reduction. Subsidy is usually aimed at removing some 

form of burden and it is provided for the general interest of the public in order to 

promote a social good or an economic policy (Myers, 2001). Raji et al. (2018) state 

that subsidy is a mean whereby the prices paid for goods and services by consumers 

to be less than the market level while above the market level for producers. The subsidy 

can be in a way of tax reduction, cash, as well as in the form of discount on the cost of 

goods and services such as the fuel subsidy. The primary aim of subsidies on goods 

and services is to boost business activities and for individuals to purchase the needed 

goods and services that could not be afforded under typical situations. Subsidies might 

come in varied forms, those that direct and indirect impact on prices (Ayuba, 2016). 

Studies have examined that subsidies have direct impacts including tax reductions, 

grants, as well as price control. Removal of  government subsidies has been 
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investigated in many areas with focus on its direct impact on the economy and society, 

for instance the fuel subsidy removal by Al-Batly (2014) in Yemen, Abdelrahim 

(2014) in Jordan, and Yusoff and Bekhet (2016) in Malaysia. In similar context, Ayuba 

et al. (2015) investigated the effects of perceived service orientation on the association 

between the removal of fuel subsidy and tax compliance behaviour in Nigeria. They 

report a negative connection involving the removal of fuel subsidy and tax compliance 

among SMEs. This finding may assist the appropriate tax agencies to create a new 

criterion that would ensure efficient service training through tax education and other 

forms of tax services which will in turn reduce the level of tax non-compliance. 

In addition, Taiwo (2012) asserts that the impact of fuel subsidy removal would make 

businesses as well as individuals to consume less fuel while paying lesser taxes. Hence, 

this aspect  of the argument is in conformity with the precepts of social exchange 

theory together with its relations with fuel subsidy removal as well as tax compliance 

behaviour. Taiwo (2013) further suggests that fuel subsidy removal would cause 

severe pressures on disposable income as well as the intensification of an additional 

loss of tax revenue and greater cost of enforcing compliance.  

In the Malaysian context, Ling et al. (2016b) examined governmental subsidies and 

GST compliance among the general people. They found weak positive relations  

involving governmental subsidies and GST compliance. Also, Ling et al. (2016a) 

investigated the relationship between price, government subsidies, as well as income 

inequality with GST compliance among Malaysian consumers. They found a negative 

relationship between the removal of government subsidies and GST compliance. 

Moreover, Yusoff and Bekhet (2016) found that the removal of fuel tax subsidy policy 

has a strong effect on final energy demand and potential energy savings.  
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On another note, subsidies with indirect impacts consist of technology sponsored by 

the government and government regulations in f avour of a specific market amongst 

others (Abdullateef et al., 2018). Additionally, many studies provide empirical support 

on the relations involving the removal of government subsidies and other factors, such 

as the effects of the cost of business activities on SMEs’ tax compliance (Hoai & 

Thang, 2013; Hope & Singh, 1995; Odemero, 2012; Leicester, Levell & Rasul, 2012; 

Torgler, 2003b). For example, Torgler (2003b) argues that taxpayers are likely to 

comply with tax rules in a situation where the exchange relating to paid tax and 

performed government services is found to be justifiable. Leicester et al. (2012) 

suggest that social preferences might affect the individual support to the redistribution 

policies.   

Another indirect effect of subsidy was studied by Akerele (2018) that focused on the 

impacts of limited oil subsidy removal on the living standard of Rural Populace in 

Nigeria. The author found that increase in fuel price has affected agricultural 

production as it has increased the cost of transportation as well as the cost of fuelling 

machines and tractors. This study recommends that the removal of fuel subsidy policy 

should be implemented in stages to prevent a hike in the price of food items.  

Al-Batly (2014) states that the Yemeni government removes subsidies from goods and 

services in the country. Unfortunately, the budget deficit that it meant to tackle still 

persists (Al-Shamahi, 2015; Al-Mutawakel, 2014). Therefore, the lack of provisions 

of basic amenities by the government may likely affect the taxpayers' compliance 

behaviour as they may perceive that the government has been unfair towards them. 

Hence, the compliance behaviour will be negative. Following the argument of the 

social exchange theory, it is argued that people are psychologically obligated and thus 
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forced to return the material or non-material benefits that they received from an 

individual that benefited them (Blau, 1964).  

The link between the removal of government subsidies and economic circumstance in 

Yemen is due to high cost of raw materials and other operational difficulties of SMEs 

in the country. Friedrich Ebert Stiftung (FES, 2014) conducted a study and found that 

removal of government subsidies is among the main obstacles that challenge the 

country’s development and leads to an increase in the operational cost of businesses 

and SMEs. Therefore, the removal of government subsidies would negatively impact 

taxpayers’ compliance behaviour (Ayuba, 2016). FES (2014) also illustrates that the 

citizens of Yemen do not trust the government in a such a way that their cost of living 

is increasing and the relief from subsidies are abolished. Thus, the removal of 

government subsidies may significantly affect tax compliance in the Yemeni context. 

In the same vein, Al-Shamahi (2015) shows that among the economic challenges faced 

by the Yemeni citizens as a result of government subsidies removal include the high 

cost of raw materials for manufacturing businesses, political instability, and the 

government weakness and inability to fully respond to the needs of citizens 

holistically.  

In summary, the relation involving the removal of government subsidies with tax 

compliance behaviour still requires further research. To the best of the researcher’s 

knowledge, there is an absence of studies that investigate the removal of government 

subsidies as a moderator in tax compliance behaviour especially in Yemen. In addition, 

Al-Ttaffi (2017)  recommended the examination of economic circumstances as a 

moderator in the Yemeni tax compliance context while Alshira’h et al. (2018) 

Specifically, recommended further investigation of the impact of government 
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subsidies removal. Therefore, the removal of government subsidies is examined as a 

moderator in the relationship between  the independent variables and dependant 

variable for SMEs’ tax compliance behaviour in Yemen which was not done before in 

the literature. 

2.10 Theories Related to Tax Compliance Behaviour 

A theory can be regarded as a formal and testable description of several events which 

include reasons, justifications, or rationalizations of how entities relate to each other 

(Zikmund, Babin, Carr & Griffin, 2013). Previous studies have shown that many 

factors influence tax compliance behaviour (Alm & Torgler, 2011; Alshira’h, 2018; 

Feld et al., 2006). Therefore, adopting some theories alone may be unable to explain 

the complex nature of tax compliance. Moreover, no particular theory could totally 

describe the phenomena of tax compliance behaviour (Alm, 1991; Alm, 1999; Trevino, 

2008; Nar, 2015; Ayuba, Saad & Ariffin, 2016). 

Hence, explaining the tax compliance behaviour requires identifying the multitude of 

factors which influence tax compliance behaviour. These factors could probably be 

further than the typical economics-of-crime approach to involve theories of behaviour 

advocated or implied by psychologists and sociologists (Alm et al., 1995; Alm, 1991). 

In this regard, Andreoni et al. (1998) state that incorporating the economic theory 

alongside social psychology theory is vital. In addition, Sapiei et al. (2014a) assert that 

the behavioural and economic approaches lay much emphasis in understanding and 

explaining the tax compliance behaviour.  

The economic approach is based on the idea of the economic rationality while the 

behavioural approach follows the concepts from sciences as in sociology as well as 
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psychology. Therefore, the current study is based on the deterrence explanation on the 

relation between the income of SMEs, tax audit, tax rate, tax penalty, and tax 

compliance costs with SMEs’ tax compliance behaviour and the socio -psychological 

theories (equity theory, social influence theory, as well as social exchange theory). The 

equity theory provides explanation between tax fairness and SMEs’ tax compliance. 

Meanwhile, the social influence theory provides explanation between peer influence 

perception of corruption and political instability with SMEs’ tax compliance 

behaviour. This is followed by the social exchange theory that relates between zakat 

payment, removal of government subsidies, and SMEs’ tax compliance behaviour in 

association with the Fischer’s Model to determine the tax compliance behaviour 

among SMEs in Yemen. The following sub sections provide an overview on the 

theoretical foundation of this study. 

2.10.1 Deterrence Theory  

Economic studies on tax compliance have been established from Becker’s Model 

(1968) of the economics-of-crime that is utilized to combat illegal actions. The theory 

was applied in taxpayers’ compliance behaviour by Allingham and Sandmo (1972) in 

shaping the deterrence theory of tax non-compliance. Hence, the deterrence policy is 

founded on the simple idea that the threat of penalties and the probability of detection 

will prevent crime (Matthews & Agnew, 2008). The deterrence theory seeks to 

examine the deterrence effect that various levels of punishment have on people’s 

decisions either to comply or not comply with the law.  

Thus, it is basically assumed that with the deterrence approach, taxpayers could 

participate in tax compliance decisions because of the probable consequences of being 

noticed and penalized (Alm, Jackson & McKee, 1992b). The theory posits that the 
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behaviour of taxpayers is inspired by circumstances like the tax rate  in determining the 

consequences related to the evasion or penalties of non-compliance, the possibility or 

likelihood for detection, as well as the penalties of the infringement or fraud that aid 

in the determination of the costs (Allingham & Sandmo, 1972; Becker, 1968).  

Obviously, the theory is founded on the fact that a taxpayer pays taxes out of fear of 

being detected and punished when he/she evades paying taxes (Alm, 2012; Alm, 

Cherry, McKee & Jones, 2008; Alm, 1999). Thus, taxpayers are expected to maximize 

their anticipated utility on tax non-compliance risk, reflecting on the gains from the 

success of tax non-compliance against tax audit and penalty and maximum rewards 

with minimized costs. Hamm (1995) specifies that in deterrence theory, the 

compliance decision of taxpayers depends on four factors: tax rate, income of the 

taxpayer, possibility of auditing, as well as punishment. This actually means that if the 

probability of detection is likely or certain and the cost or penalties attached to it are 

severe, this will, in turn, lead to higher degree of tax compliance.  

Meanwhile, in the presence of low audit probabilities and low penalties, the expected 

outcome of returns in relationship to evasion or non-compliance will definitely go high 

all things being equal (Fjeldstad, Sjursen & Ali, 2013). Jackson and Milliron (1986) 

are of the view that numerous tax compliance researches have emphasised this 

particular theory especially in reference with the relative deterrence impact of various 

categories of penalties. Nevertheless, the theory has suffered much criticism for 

emphasizing entirely on economic variables or factors as well as the coercive aspects 

of compliance at the expense of other factors (Sandmo, 2005).  
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The critiques of the deterrence theory argue that the theory is based on three 

assumptions: people know what the penalties are for, people have good control of their 

actions, and people make choices about their behaviour based on logic and not desire 

(Al-Ttaffi, 2017). This concludes that the deterrence model is not adequate in 

explaining tax non-compliance (Graetz, Reinganum & Wilde, 1986). Dwenger, 

Kleven, Rasul and Rincke (2014) found that deterrence has an insignificant effect in 

relation to intrinsic motivation of tax compliance, whereas it has a large influence on 

the extrinsic motivation for tax compliance. Therefore, it is expected that a new way 

to enforce taxes will be found based on a psychological approach to economics (Frey, 

2003). In summary, the deterrence perspective alone is deficient in explaining why 

many taxpayers willingly comply with the tax law. That is why it is not the only 

underpinning theory in this study, but rather it form part of the underpinning theories 

of the study that support some of the study variables. Therefore, it justifies the need to 

consider other theories related to tax compliance behaviour such as the socio -

psychological theory. 

2.10.2 Socio-Psychological Theories 

The task of addressing the phenomena of tax compliance from various perspectives 

have led to the emergence of a different approach as of the deterrence perspective to 

the socio-psychological method. The social-psychology theory is utilized to explain 

the human behaviour. It was first considered to explain the determinants of tax 

compliance in the late 1950s (Onu & Oats, 2014). Scholars from sociology and 

psychology who have studied tax compliance report that this phenomenon is a social 

issue (King & Sheffrin, 2002). Sociologists and psychologists opine that the behaviour 

of taxpayers could be irrational as a result of influence from the surrounding 
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environment or by self-recognition of the membership of a group that results to 

interactions in the form of social norms and peer influence (Ritsatos, 2014). The socio-

psychological theory indicates that compliance or non-compliance occurs when an 

individual accepts the influence of another individual or a group as he/she is eager to 

achieve a positive reaction from the others (King & Sheffrin, 2002). 

The socio-psychological theory not only pays attention to the taxpayers’ own 

behavioural along with peer influences but also on the influence of the government’s 

achievement and the tax officers’ treatment to taxpayers (Kirchler, 2007; Snavely, 

1990). Thus, the success of tax compliance also relies on the collaboration among 

taxpayers, government, and tax authorities. In this regard, a number of theories under 

the socio-psychological approach had been utilized in tax compliance research which 

includes the equity theory (Adams, 1965), social exchange theory (Blau, 1964), and 

social influence theory (Bandura, 1977). The application of these theories in this 

research is justified by its application in earlier studies as discussed in the following 

sub-sections. 

2.10.2.1 Equity Theory  

The equity theory is attributed by Adams (1965). This theory postulates that 

individuals ascertain fairness based on results with the believe that rewards and 

penalties should be divided appropriately with reference to contributions and inputs 

(Bobek, 1997). Fairness is a fundamental element in a social system that is related to 

the allocation and distribution of resources. Addressing fairness perceptions can be 

achieved by means of the equity theory (Saad, 2011) which is part of the social-

psychology approach (Adams, 1965). In this regard, tax compliance literature has 

applied the equity theory to determine the level of taxpayer’s satisfaction (King & 
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Sheffrin, 2002). The equity theory implies that taxpayers would conform to tax rules 

when they recognise the system determining that the rules is equitable 

(O’Shaughnessy, 2014). Therefore, if the tax system is viewed as unfair or the 

taxpayers perceive disparity between their own economic standing in contrast with 

others, tax evasion will occur to restore equity in the tax system (King & Sheffrin, 

2002). Generally, there is a definite influence of supposed fairness in tax -related 

matters, which suggests that the perception of fairness could improve tax compliance 

(Verboon & Van Dijke, 2012).  

In summary, several studies have used the equity theory to explain tax compliance 

(e.g. Obaid, Ibrahim & Mat-Udin, 2020c; Alshira’h & Abdul-Jabbar, 2019; King & 

Sheffrin, 2002; O’Shaughnessy, 2014; Saad, 2012). Thus, the theory is used in the 

present research to shed more light on the relation between tax fairness and tax 

compliance behaviours among the Yemenis SMEs which was not done before.  

2.10.2.2 Social Influence Theory 

The social influence theory serves as a basis for understanding individual's social 

behaviour that is related to some personal attributes. Social influence theory identifies 

different types of social factors which comprise of compliance, identification, and 

internalization (Kelman, 1958, 1961; Bandura, 1977; Becker, Randall & Riegel, 

1995). The theory shows how individuals’ commitment influences the attitude towards 

a given behaviour. The theory states that compliance from an individual takes place 

when he/she believes in achieving positive feedback from another person or group of 

persons with a normative commitment (Crisp & Turner, 2007). On the other hand, 

identification by individual users occurs when they exhibit behaviour and self -defining 

relationship with an active commitment that is capable of showing satisfaction with 
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the policies of another person or group of persons. Internalization occurs when 

individual users adopt a behaviour because of policy corresponding to their values and 

motivation to comply. These social influence factors increase the individual’s belief 

which in turn induce him/her to respond to potential gain in social status (Malhotra & 

Galletta, 2005; Tsai & Bagozzi, 2014). 

Social influence theory is also employed in tax literature to explain the relation 

between social norms (peers) as well as tax compliance (Sussman & Gifford, 2013). 

Based on the literature review on tax compliance determinants, it is discovered that 

social norms have a significant relationship with tax compliance (Jackson & Milliron, 

1986; Richardson & Sawyer, 2001). Consequently, the taxpayers’ behaviour is 

unintentionally or intentionally affected by their surrounding environment. Therefore, 

the various geopolitics of taxpayers result in different attitudes and probably lead to 

the various behaviours among the taxpayers (Al-Ttaffi & Abdul-Jabbar, 2016). 

The perception of corruption under the social influence theory explains that  tax 

compliance behaviour and attitude are influenced by the behaviour and social norms 

of a taxpayer’s referral group (Snavely, 1990). These reference groups include 

relatives, neighbours, and friends. Therefore, corruption being an illegal or 

unconstitutional act perpetrated by a public official by means of the position occupied 

to collect bribes promptly or via a family member or comrade for a service or benefits 

obtainable to a member of the public (Imam & Jacobs, 2007).  

Abodher et al. (2016) employed this theory to assess the relationship between tax 

compliance behaviour and political instability. The result indicates that having a 

positive belief on tax authority favours tax compliance. This implies that tax behaviour 
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is influenced by the attitude of government towards tax revenue where political 

instability is considered to discourage the judicious utilization of tax revenue, thus 

stimulates negative believe on tax compliance behaviour. 

Several studies have used the social influence theory to explain tax compliance (e.g. 

Alshira’h, 2019; Alkhatib et al., 2019; Abodher et al., 2016; Al-Ttaffi, 2107). Thus, 

the theory is used in the current study to explain further on the relation between peer 

influence, perception of corruption and political instability, and tax compliance 

behaviour which was not done before to the best of researcher knowledge and available 

up-to-date literatures in Yemen.  

2.10.2.3 Social Exchange Theory 

The social exchange theory was developed by George Casper Homans in 1958. 

Additional improvements to the theory was provided by Blau (1964). The social 

exchange theory is considered to be one of the most influential conceptual models for 

understanding behaviours (Cropanzano & Mitchell, 2005). According to Blau (1964), 

the social exchanges demand trust whereas the economic exchanges have very specific 

results. Hence, the connection between the government and the taxpayers can be seen 

as a psychological contract or rational, which includes powerful loyalties and 

emotional links. Based on this perspective, taxation is a price paid for government’s 

services and maintenance of the legal system. Thus, tax compliance may be regarded 

as a form of social exchange between the government and the taxpayers. 

As Cropanzano and Mitchell (2005) argued, the exchange between the government 

and the taxpayers are not restricted to material goods but also include symbolic values 

such as support and respect. Thus, a customer-oriented tax authority is important in 
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shaping taxpayers’ compliance behaviours. In such situation, taxpayers can be more 

willing to comply when they recognise the tax system as being fair or that good 

governance provides quality public goods and services (Taiwo, 2012). These services 

can be in the form of subsidies by the government and zakat payment of the taxpayers. 

In relation to taxation, when the gains obtained by taxpayers through the government 

are perceived to be valuable, they would be more willing to comply.   

Zakat payment is considered as an obligatory form of social exchange between 

Muslims and the government that is considered as a general practice by Yemen as a 

Muslim country. Muda et al. (2009) examined zakat payment based on the social 

exchange theory where the entire transactions include certain forms of exchange and 

items are exchanged in respect of its economic or utilitarian value. Therefore, this 

implies that the payment of zakat could be due to real material return or quantifiable 

gains that is obtainable to the payer. Again, this can be symbolic values such as 

pleasure or satisfaction that an SMEs owner/manager achieves from the act of giving 

zakat.  

Furthermore, among the social services offered by the government to taxpayers is the 

provision of subsidy with respect to essential goods and services. Accordingly, this 

study assumes that subsidy removal increases the burden of cost such as the cost of 

raw-materials, production, transportation, and overhead expenses which may directly 

and indirectly affect SMEs taxpayers’ compliance behaviour. As Taiwo (2013) further 

reiterates, fuel subsidy removal would increase the burden on chargeable income 

coupled with an increasing additional loss of tax revenue as well as high cost for 

enforcing compliance. This suggests that SMEs taxpayers who face any hardship 

consequent to the subsidy removal may not comply (Ayuba et al., 2015).  
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Several studies have used the social exchange theory to explain tax compliance (e.g. 

Alabede, 2012; Alshira’h, 2018; Ayuba et al., 2015; ; Leder, Mannetti, Hölzl & 

Kirchler, 2010; O’Shaughnessy, 2014). Thus, the theory is employed in the current 

study to explain further on the relationship between zakat payment and removal of 

government subsidies as the moderator and tax compliance behaviour. A large body 

of theoretical and empirical models have emerged alongside many variants in several 

researches on tax compliance, notably the Financial Self -Interest Model and the 

Fischer’s Model. 

2.10.3 Models of Tax Compliance  

Researchers have contributed substantially to tax compliance literature that led to the 

growth of numerous models in relation to tax compliance. These models include the 

Allingham and Sandmo‘s A-S Model and the Fischer’s Model. The current study 

derives its model from the one proposed by Fischer et al. (1992). The discussion of the 

models is as below. 

2.10.3.1 Financial Self-Interest Model 

Among the novel model in tax compliance studies is the Allingham and Sandmo 

(1972) or the Financial Self-Interest Model which shapes the theory of tax non-

compliance. The Financial Self-Interest Model of Allingham and Sandmo (1972) or 

the A-S Model was stemmed from Becker’s (1968) economic of crime approach 

seminar work and was developed on the premise of the deterrence theory. The 

Allingham and Sandmo (1972) Model opines that the only mean to guarantee people 

to pay their taxes is the utilization of the deterrence policy like the application of threat 

for punishment, including the possibility of audit, the gravity of the penalty, and an 
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increase in the tax rate. The graphical representation of financial self - interest is shown 

in Figure 2.3. 

 

 

 

 

 

 

Figure  2.3 

Financial Self- Interest Model  

 Source: Adapted from Fischer, 1993, p. 23 

As shown in Figure 2.3, the Financial Self -Interest Model is cantered on the deterrence 

theory where tax rate, audit probability, as well as penalty arrangement are aspects 

within monetary compliance cost that affect taxpayers’ behaviour in complying with 

tax obligation. Nevertheless, empirical studies have demonstrated that the reasons 

affecting the compliance behaviour of taxpayers are more extensive than those 

indicated in the Financial Self-Interest Model and that the relation between the factors 

are not simple. Thus, the Fischer’s Model was advanced based on the combination of 

several factors. 

2.10.3.2 Fischer’s Model  

Allingham and Sandmo's (1972) study was the first to apply Becker’s Model of Crime 

(1968) in forming the theory of tax non-compliance. The use of the deterrence theory 

as a single tool to understand tax behaviour has been criticized repeatedly by many 

researchers. For instance, Feld et al. (2006) found that despite the low level of 

deterrence, the degree of tax compliance is high in some countries, and as such, the 

model fails to fully explain tax compliance behaviour. A comprehensive review by 

Jackson and Milliron (1986) summarises 14 key factors that influence compliance. The 
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14 factors are categorized into four groups as shown in Figure 2.4. The four groups 

show that the Fischer’s Model includes four classifications, namely (1) demography 

(gender, age, as well as education); (2) non-compliance opportunity (level of income, 

sources of income, and education); (3) attitudes and perceptions (tax moral, tax 

fairness, and peer influences); and (4) tax system / structure (tax complexity, tax audit, 

tax penalty, and tax rates). Fischer et al. (1992) arranged these factors into a single 

integrated model combining both the socio-psychological and economic approaches, 

thus resulting in a popular model known as the Fischer’s Model.  

Figure 2.4 
Fischer’s Model. 

Source: Adapted from Fischer, 1993, p. 33 
 

Earlier researches have examined aspects influencing tax compliance by expanding 

the Fischer’s Model using a combination of several important factors (Alabede, 2012; 

Alshira’h, 2018; Chau & Leung, 2009; Hanefah, 1996). Alshira’h (2018) conducted a 

study on sales tax compliance by applying the deterrence theory and socio -

psychological theory, including the equity theory, social exchange theory, identity 

social, social learning, and moral reasoning. Similarly, Alabede (2012) investigated 

the factors influencing taxpayers’ compliance behaviour by applying the deterrence 
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theory and socio-psychological theory, including the social exchange theory, social 

influence, prospect theory, and  cognitive theory. 

The Fischer’s Model is considered in the current study as a robust model that 

incorporates the economic, sociological, and psychological factors examined in this 

study to examine compliance behaviour (Chau & Leung, 2009). Thus, the Fischer 

Model provides theoretical linkages between determinants of tax compliance across 

several studies, as it covers a wider number of factors. Thus, it remains a major 

theoretical foundation for several empirical studies with emergence of a few contextual 

variants.   

In spite of the various expansions to the Fischer’s Model, to the best of the researcher’s 

knowledge, the model is still unable to include elements which are of relevance to a 

nation as Yemen. Hence, the current research attempts to enlarge the Fischer’s Model 

by integrating the effects of zakat payment, tax compliance costs, and political 

instability as the independent variables and removal of government subsidies as a 

moderator on the tax compliance behaviour within the framework of SMEs in Yemen. 

The significance of these variables must not be overlooked in considering the tax 

compliance behaviour particularly in Yemen. As a consequence, extent Fischer’s 

Model in respect of this research offers the utilization of the enlarged Fischer’s Model 

within the framework of income tax environment by concentrating mainly on the 

owners/managers of SMEs. The Fischer’s Model concerns more on individuals while 

the extend Fischer’s Model of this research places much emphasis on the business 

context. Table 2.6 summarises the relevant theories employed in the current study. 
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Table 2.6 
Summary of the Relevant Tax Compliance Theories 
Theory Variables tested Source 

Deterrence Theory Non-compliance opportunity 

(income of SMEs). 

Tax system structure (tax  audit, 

tax rate, tax penalty). 

Tax compliance costs. 

Becker (1968) 
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Equity Theory Tax fairness. Adams (1965) 

Social Exchange 

Theory 

Zakat payment and removal of 

government subsidies.  

Blau (1964) 

Social Influence 

Theory  

Peer influence and perception of 

corruption and political instability. 

Kalman  (1958) 

Source: Compiled by author 

2.11 Summary of chapter 

This chapter has introduced the relevant literature in respect of the research and 

presented an overview on the importance of the tax system in Yemen. The chapter has 

also explained the tax law for SMEs income tax which is the main source of 

government revenue in Yemen. In addition, the chapter has reviewed previous 

researches on the concept of tax compliance and also various relevant studies on the 

determinants of tax compliance. In particular, this chapter has reviewed literature on 

tax compliance behaviour and discussed the role of government subsidies removal as 

the moderator. Finally, the relevant theories, mainly the deterrence theory and the 

socio-psychology theory are discussed. The review of the literature leads to the 

integration between two main theories as this could provide sufficient clarification 

related to the factors influencing tax compliance behaviour. The chapter concludes 

with a table that summarises the theories that are used in this study and the next chapter 

shall discuss on the research methodology applied in this research. 

 



 

 107 

CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction  

This chapter presents about the steps taken in developing the framework and the 

research methodology that guide the study. It begins with the research framework 

followed by the second part that outlines the research hypotheses that correspond to 

the specified research objectives. The next sections then focus on the research design 

as well as the operational definition and measurements. This is followed by the next 

sections that are concerned with the data collection, pilot study, data collection method 

which explains the study’s survey instrument. Finally, the data analysis procedure is 

explained before presenting an overview of the chapter. 

3.2 Research Framework 

As mentioned in Chapter One, the major motivation of this research is to investigate 

the determinants of SMEs’ tax compliance behaviour in Yemen. Thus, the research 

framework of this study depicts the link between relevant determinants of SMEs’ tax 

compliance behaviour by considering the Fischer’s Model as the underlying theory.  

Even though not all the variables in the Fischer‘s et al., (1992) model were adopted. 

Nevertheless, the model indicates the importance of non-economic factors in the 

relationship to tax compliance, about which the current study is concerned. The model 

also offers a framework linking most of the important variables to SMEs tax 

compliance.  

The framework could not be adopted totally, but some aspects of economic and 

psychological factors were adapted to develop the framework for the current study. 
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The Fischer’s Model is regarded as a all-inclusive model as it incorporates the 

economic, sociological, and psychological factors in examining tax compliance 

behaviour. Various researchers had expanded the Fischer’s Model by adding new 

variables to align with their research objectives (Alabede, 2012; Alshira’h, 2018; 

Ayuba, 2016; Chau & Leung, 2009; Hanefah, 1996).  

The model is popular in tax compliance environment, due its popularity, the model 

was expanded by many scholars (Alabede, 2012; Atawodi & Ojeka, 2012; Chau & 

Leung, 2009; Manaf, 2004; Ayuba, 2016), and it was suggests that the model is also 

relevant in modern tax compliance domain. Additionally, the model is still relevant in 

a country like Yemen where low tax compliance is high. Also, the model was modified 

and enlarges by incorporating new variables such as zakat payment, tax compliance 

cost, political instability, and removal of subsidy which was not done before.  

Notable studies such as Alabede (2012) extended the model by introducing perceived 

tax service quality as an independent variable along with other variables such as public 

governance quality and attitude towards tax evasion. Alabede’s study is also 

introduced the moderating effects of personal financial condition and risk preference 

to investigate tax compliance in Nigeria. Ayuba (2016) contributed to the model by 

expanding Fischer et al.‘s (1992) tax compliance with two independent variables; work 

family financial commitment  and fuel subsidy removal and two moderating variables 

perceived service orientation and perceived corruption) in relationship to tax 

compliance behaviour of SMEs owners/managers. Also, Alshira’h (2018) had 

introduced additional variables into the Fischer’s Model including patriotism and 

public governance as the moderator to study how Jordanian SMEs behave in terms of 
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sales tax compliance. Thus, the research framework of this study is shown in Figure 

3.1. 

 
 

Figure 3.1  
Research Framework   
 

 

This research framework consists of SMEs’ tax compliance behaviour as the 

dependent variable and the income of SMEs, tax fairness, perception of corruption, 

peer influence, tax audit, tax rate, political instability (uncertainty), tax penalty, tax 

compliance costs, and zakat payment as the independent variables. This study 

introduces economic circumstances, i.e. removal of government subsidies, as a 
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behaviour. The introduction of these new variable as determinants of SMEs tax 

compliance is justified from reviewed literature (Alshira’h, 2018; Ayuba, 2016; 

Alabede, 2012; Atawodi & Ojeka, 2012; Manaf, 2004; Tayip, 1998;  Hanefah, 1996). 

Similarly, this thesis has omitted a few variables because they are more appropriate in 

determining the compliance of individuals. Such variables include occupation, income 

source, demographic variable (age, gender, and education), and complexity. 

Subsequently, new variables are added to align with this research. These variables are 

tax compliance costs, political instability, and zakat payment as the independent 

variables and removal of government subsidies as a moderator of the research 

framework in examining SMEs’ tax compliance behaviour in the Yemeni context. 

The equity theory, social exchange theory, and social influence theory as part of the 

socio-psychological approach are incorporated to the Fischer’s Model to provide 

justification for SMEs’ compliance behaviour (Jackson & Milliron, 1986). Therefore, 

this research framework can be considered to be built on the integration of both 

economic and socio-psychological theories8. This allows for broader examination on 

the determinants of tax compliance. The socio-psychological theory assumes that 

taxpayers do not depend on a selfish utility (James & Alley, 2002) while the economic 

theory assumes that a taxpayer is rational and will always maximise the expected 

utility of the tax non-compliance (Alm, 1999; Allingham & Sandmo, 1972). Overall, 

this integration emphasises on the framework of this thesis. The next section discusses 

the hypotheses proposed in this study. 

 
8 These theories are detailed in Table 2.4 for Chapter Two. 
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3.3 Hypotheses Development 

This section outlines how the hypotheses of this thesis were developed. Sekaran (2003) 

states that a hypothesis is considered as a logical assumption of association between 

two or more variables expressed in the form of statements that could be investigated. 

For the purpose of the thesis, the hypotheses are proposed regarding the influence of 

the IVs (i.e. income level, perception of corruption, tax fairness, tax penalty, peer 

influence, tax audit, tax rate, tax compliance costs, political instability, and zakat 

payment) on the DV (SMEs’ tax compliance behaviour). The hypotheses are numbered 

from H1 to H20 of which H1 to H10 are related to the first objective and denote the 

direct relationships between the IVs and DV. H11 to H20 are concerned with the 

second objective which tests the effects of the moderator on the relationship between 

the IVs and DV. Hypotheses development was guided by past studies as reviewed in 

the previous chapter. The development of hypotheses for each relationship is discussed 

in the subsequent sub-sections. 

3.3.1 Income of SMEs and SMEs Tax Compliance Behaviour 

Income level refers to how much the situation of an individual / business economic or 

social contributes to their decision to evade tax (Fischer, 1993). Income level has been 

considered by several authors as a key explanatory variable that determines taxpayers’ 

behaviour (e.g. Kirchler, 2007; Lederman, 2010). The deterrence theory has a wide 

application among literature concerning the income of SMEs and tax compliance 

behaviour (Hamm, 1995). The theory hypothesises an indirect or negative influence 

between income on tax compliance. 

Several researchers have discovered the negative influence of income level on tax 

compliance (e.g. Mansor & Gurama, 2016; O’Shaughnessy, 2014; Andreoni et. al., 
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1998; Alm et al., 1992a; Freire-Serén & Panadés, 2008; Joulfaian, 2000; Bloomquist, 

2003; Hofmann et al., 2017; Hamm, 1995; Witte & Woodbury, 1985; Hanno & 

Violette, 1996; Engida & Baisa, 2014). On the contrary, very few studies have found 

income level to be positively associated with tax compliance (e.g. Obaid & Mat-Udin, 

2020; John & Slemrod, 2007; Ali et al., 2001; Schultz, 1990). Alternatively, other 

studies have indicated insignificant effects between income level with tax compliance 

behaviour (Park & Hyun, 2003; Chang & Schultz, 1990; Baldry, 1987; Jackson & 

Milliron, 1986).     

Fischer (1993) concludes that high structural opportunities may likely lead to more 

non-compliance than those with low structural opportunities9. Based on the above 

discussion and according to the deterrence theory, it is hypothesized as follows: 

H1: There is a negative relationship between income of SMEs and SMEs’ tax 
        compliance behaviour. 

3.3.2 Tax Fairness and SMEs Tax Compliance Behaviour 

The success of a tax system may largely depend on how taxpayers think about the 

system in terms of whether it is fair to them or otherwise. Tax fairness is when a tax 

system considers the taxpayers’ ability to pay (Benk, Budak & Cakmak, 2012). The 

equity theory has a wide application among literature concerning tax fairness and tax 

compliance behaviour (Porcano & Price, 1992). The theory postulates a positive 

influence of tax fairness on compliance. 

 
9 High opportunity is regarded as possibility of receiving cash or barter income from direct sources 
during trade activities (Fischer, 1993). Low opportunity is when such incomes are subject to full third-

party reporting. 
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Most past researches report that tax fairness influences tax compliance positively. This 

means when taxpayers perceive the system to be fair to them, they tend to comply 

(Pertiwi et al., 2020; Alshira’h & Abdul-Jabbar, 2019; Ya’u & Saad, 2019; Ahmed & 

Kedir, 2015; Ajaz & Ahmad, 2010; Belay & Viswanadham, 2016; Gilligan & 

Richardson, 2005; Jurney et al., 2017; Maseko, 2014; Solano-Garcia, 2017). This 

implies when taxpayers perceive tax to be just or fair, there is bound to be higher rate 

of compliance among the taxpayers and vice versa. However, there are studies that 

report negative outcomes (Tumwesigye, 2011; Djajanti, 2020). Others found that tax 

fairness does not have any significant impact on tax compliance (Abdul-Jabbar, 2009; 

Engida & Baisa, 2014; Palil et al., 2012; Benk & Çakmak, 2011; Saad, 2011). 

Following the discussion and in line with the assumptions of the equity theory, it is 

hypothesized as follows: 

H2: There is a positive relationship between tax fairness and SMEs’ tax compliance 
behaviour.                                                        .                                                         

3.3.3 Peer Influence and SMEs Tax Compliance Behaviour  

As used in the present thesis, the term peer influence refers to the pressure of business 

owner-managers on each other as well as social influences (Alshira’h, 2019). Peer 

influence can be referred as the pressure of business owner-managers on each other as 

well as social influences such as close friends, family members, current or future 

manager, and spouse / significant others (Hanno & Violette, 1996). The social 

influence theory explains that compliance occurs when a taxpayer accepts the 

influence from another taxpayer or group as they are desirous of achieving a positive 

reaction from others (Kelman, 1961). 
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Many studies have reported positive impact of peer influence on tax compliance (e.g. 

Blanthorne & Kaplan, 2008; Bobek et al., 2007; Wenzel, 2002; Alkhatib et al., 2019; 

Bobek et al., 2013; Çevik, & Yeniçeri, 2013; McGee et al., 2012; Tusubira & Nkote, 

2013). This implies that peer influence among taxpayers is reflected in their approval 

or otherwise on tax compliance. 

Contrary to those discussed in the preceding paragraph, other researchers have found 

negative effects of peer influence on compliance (O’Shaughnessy, 2014; Alon & 

Hageman, 2013; Palil et al., 2012; Bidin & Sinnasamy, 2017b). However, few studies 

found that the link between peer influence and tax compliance is insignificant and 

negative (Bidin & Sinnasamy, 2018; Borrego et al., 2013; Alshira’h, 2019; Wenzel, 

2004). Thus, from past research, the effects of peer influence on compliance have 

showed mixed results. These arguments together with the assumption of the social 

influence theory was used as a guide in proposing the following hypothesis: 

H3: There is a positive relationship between peer influence and SMEs’ tax compliance   
behaviour. 

3.3.4 Perception of Corruption and SMEs Tax Compliance Behaviour 

Corruption connotes the misuse of power to gain personal benefits (Aguilera & 

Vadera, 2008). Corruption is widespread among tax authorities in many emerging 

countries (Imam & Jacobs, 2014). Thus, the impact of corruption is an important 

variable that should be investigated. Social influence theory with the perception of 

corruption have postulated a negative relationship. Numerous researchers have 

discovered a significant and negative influence of corruption on tax compliance (Obaid 

& Mat-Uain, 2020; Akdede, 2006; Alm et al., 2014; Alon & Hageman, 2013; Imam & 
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Jacobs, 2007; Mansor & Gurama, 2016). This is an indication that corruption affects 

compliance.  

In a different vein, other researchers have reported positive relationship between 

corruption and compliance with tax (e.g. Akdede, 2006; Litina & Palivos, 2016; 

Muhrtala & Ogundeji, 2013). Conversely, Imam and Jacobs (2014) and Alkhatib et al. 

(2019) have reported insignificant results. As previous studies have reported mixed 

findings, it is important to further investigate the relationship. Going through existing 

literature, there are limited research on the relationship between corruption perception 

and SMEs’ tax compliance behaviour among Yemeni SMEs. Based on the above 

discussion and guided by the social influence theory, it is proposed as follows: 

H4: There is a negative relationship between perception of corruption and SMEs’ tax 
compliance behaviour. 
 

3.3.5 Tax Audit and SMEs Tax Compliance Behaviour 

The official examination of taxpayers returns conducted by the tax department as 

required by the law is referred to as tax audit. It is the assumption of the deterrence 

theory that tax audit would positively influence tax compliance (Allingham & Sandmo, 

1972). This position has also been confirmed by several studies such as Abdul-Jabbar 

(2009), Everhart (2018), Fischer (1993), Modugu and Anyaduba (2014), Biabani and 

Ramezani (2011), Slemrod et al. (2001), Wuyah et al. (2018), Nguyen et al. (2020), 

and Alshira’h and Abdul-Jabbar (2020).  

Contrary to studies that found a positive relationship, studies like Feld and Frey (2007), 

Mittone (2006), Slemrod et al. (2001), and Sinnasamy and Bidin (2017a) have reported 

negative findings. Moreover, there are studies that found no relationship between the 
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two phenomena such as Modugu et al. (2012), Muche (2014), Tilahun and Yidersal 

(2014), and Gërxhani and Schram (2006). Earlier, Fischer et al. (1992) stated that the 

outcomes of investigations on the effects of tax audit on compliance are inconsistent. 

In line with the discussed literature, the following is hypothesised: 

H5: There is a positive relationship between tax audit and SMEs’ tax  
         compliance behaviour.  

3.3.6 Tax Rate and SMEs Tax Compliance Behaviour 

The portion of an individual’s income paid to government as stipulated by the tax laws 

is referred to as the tax rate (Mansor & Gurama, 2016). According to the assumption 

of the deterrence theory, tax rate positively and significantly influences compliance 

(Allingham & Sandmo, 1972). It should be noted that Allingham and Sandmo (1972) 

suggest that tax rate influences compliance by way of income and substitution effects. 

The authors posit that the imposition of tax rate that is considered as high by the 

taxpayers shall reduce their post-tax, hence reducing their willingness to comply.  

Previous literature have found mixed results. According to Nur-tegin (2008), tax rate 

has an ambiguous relation with tax compliance. Moreover, Kirchler (2007) reported 

that it is a crucial factor in compliance. However, he argued that the exact effect is not 

very clear because of several mixed findings. Hence, Modugu and Anyaduba (2014) 

and Richardson (2006) show that tax rate has either positive or negative relationships 

with tax compliance. Moreover, some authors have reported positive and significant 

effects of tax rate on compliance behaviour (Boone et al., 2013; Aronmwan et al., 

2015; Adebisi & Gbegi, 2013; Olowookere & Fasina, 2013; Alm et al., 1995; Yitzhaki, 

1974). 
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Contrary to the above studies, others found that tax rate influences compliance 

negatively and such relationship is significant (Freire-Seren & Panades, 2013; Inasius, 

2015; Ottone et al., 2018; Teng & Manual, 2016; Yusof et al., 2014) while others found 

insignificant relationship (Modugu et al., 2012; Richardson, 2006; Alshira’h & Abdul-

Jabbar, 2020; Olowookere & Fasina, 2013; Abdul-Jabbar, 2009). Therefore, in line 

with the literature reviewed in the preceding paragraphs and the assumptions of the 

deterrence theory, the following hypothesis is proposed: 

H6: There is a positive relationship between  tax rate and SMEs’ tax compliance    
behaviour.  

3.3.7 Tax Penalty and SMEs Tax Compliance Behaviour 

An important tool of tax administration is penalty and it is very crucial for compliance 

enforcement (Kirchler, 2007). In a simplified form, tax penalty refers to the fines and 

other punishments given to SMEs that break the tax law (Alshira’h & Abdul-Jabbar, 

2020). According to Allingham and Sandmo (1972) and based on the assumption of 

the deterrence theory, tax penalty positively influences compliance.  Other authors 

have also supported this position (Alshira’h & Abdul-Jabbar, 2020; Oladipupo & 

Obazee, 2016; Thiga & Muturi, 2015; Castro & Scartascini, 2015; Bruce-Twum, 2014; 

Fischer et al., 1992; Witte & Woodbury, 1985). 

There are other studies that reported negative association between tax penalty and tax 

compliance (Martinez-Vazquez & Rider, 2005; Fjeldstad & Semboja, 2001; Yusof et 

al. 2014; Obaid & Mat-Udin, 2020; Feld & Tyran, 2002). Additionally, some authors 

reported insignificant influence of tax penalty on compliance (Kuria, 2013; Mohdali 

et al., 2014; Palil & Mustapha, 2011; Al-Ttaffi, 2017). Therefore, the effect of tax 

penalties on compliance is largely inconsistent (Sinnasamy, Bidin & Ismail, 2015). 
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Hence, guided by past studies discussed in the preceding paragraphs and the 

assumptions of the deterrence theory, it is proposed as follows: 

H7: There is a positive relationship between  tax penalty and SMEs’ tax compliance 
behaviour. 

3.3.8 Political Instability  and SMEs Tax Compliance Behaviour 

According to Alesina et al. (1996), political instability refers to the tendency for 

changing members of the executive through constitutional or unconstitutional means. 

Previous studies state that political instability (uncertainty) maybe contribute to 

enhancing taxpayers’ trust or non-trust in government and strengthens their 

relationship with the government. Political stability enables taxpayers to have 

confidence in the ruling government. However, uncertainty arising from the unstable 

situation in policies might describe the positive relationship between government 

instability and tax compliance. Political instability is likely to increase compliance as 

it creates uncertainty among SMEs and they will try to avoid more unfavorable tax 

regime or policies )Al-Rabaee, 2014). According to Alm et al. (1992a) and Nur- tegin 

(2008) there is a positive association between political instability (uncertainty) and tax 

compliance. This is because, the presence of policy instability creates uncertainty 

among taxpayers and in order to avoid unfavourable changes the taxpayers are 

compelled to comply (Alm, et al. 1992a). Thus, the uncertainty of the policy 

environment plays a role on taxpayers in the economies and willingness to decide 

whether to comply or not (Alm, et al. 1992a; Nur- tegin, 2008; Abodher et al., 2018). 

Although there are limited research regarding political instability and tax compliance, 

some of the few available studies have linked political instability to tax compliance 

and that the relationship is significant (Nur- tegin, 2008; Alm et al., 1992a).  On the 
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other hand, some studies have found a negative relationship, for instance Abodher et 

al. (2018), Kirchler et al. (2008), Ser (2013), Torgler (2003), and Cullen et al. (2018).  

Alm et al. (1992a) explains that uncertainty induces taxpayers to report more income. 

Specifically, Imam and Jacobs (2014) state that MENA countries are lacking in 

political accountability and have entrenched inefficiency and corruption in 

governance. There are an abundant of studies reporting that the quality of governance 

is crucial in motivating taxpayers to pay tax. They comply more with tax provision if 

they consider the government to be responsive to their needs (Filippin et al., 2013). 

Based on the above discussion, it is hypothesized as follows: 

H8: There is a positive relationship between  political instability and SMEs’ tax 
compliance behaviour. 

3.3.9 Tax Compliance Costs and SMEs Tax Compliance Behaviour 

A lot of research has been conducted on how tax compliance costs affect compliance. 

Sandford (1995) define tax compliance costs as the amount of resources/effort 

expended in the process of paying tax liabilities. Most studies on tax compliance costs 

investigated estimated expenditure incurred by taxpayers. However, few studies have 

focused on how such costs affect compliance. Hence, this study develops the 

hypothesis on its influence on SMEs’ tax compliance in line with the assumptions of 

the deterrence theory. The deterrence theory indicates that a high cost would 

discourage compliance. In Yemen, the tax law requires all SMEs taxpayers to have 

their returns endorsed by a tax consultant before it is accepted by the tax authority 

(Act. 17 YTA, 2010).  
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Among the studies that had been conducted, some studies indicate a negative 

significant link between tax compliance and tax compliance costs (Nur-tegin, 2008; 

Franzoni, 2000; Mahangila, 2017; Onoja & Odoma, 2020). Surprisingly, a few studies 

discovered that compliance costs may influence compliance positively (Omondi & 

Theuri, 2019; Musa, 2018; Sapiei & Abdullah, 2014). On his own part, Abdul-Jabbar 

(2009) found that this relationship is not significant.  

Importantly, Mahangila (2017) reports that lower cost of compliance motivates 

taxpayers to discharge their responsibilities. Similarly, a report by a research 

consortium (Europe Economic Research, 2013) suggests that reducing tax compliance 

costs might increase voluntary tax compliance  (Mahangila, 2017). Tax jurisdictions 

that have high compliance costs might appear unfair to taxpayers. If taxpayers and 

SMEs know that they are unfairly treated in terms of incurring too much cost of 

compliance, they may try to evade tax. Based on the above position and in line with 

the deterrence theory, it is proposed as follows: 

H9: There is a negative relationship between  tax compliance cost and SMEs’ tax 
compliance behaviour. 

3.3.10 Zakat Payment and SMEs Tax Compliance Behaviour 

Payment of zakat has been found to significantly influence savings and trust in 

government (e.g. Ghani et al., 2018; Liana, 2018; Mohdali & Pope, 2014; Wahid & 

Ahmad, 2014, Bidin et al., 2013). Borrowing from the social exchange theory, the 

relationship between tax compliance behaviour and zakat payment is postulated to be 

positive. However, the effects of zakat payment on tax compliance behaviour are still 

unclear. Therefore, this study contributes by testing the impact of zakat payment on 

the SMEs’ tax compliance behaviour in the Yemeni context. 
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In some countries like Malaysia, the financial system connects between zakat and tax 

as the amount of zakat paid is rebated from the tax due (Khamis et al., 2014). Such 

regulation may enhance taxpayers to comply with the tax rules, and thus the level of 

tax compliance is improved. However, this relief is not applicable in other countries 

including Yemen where citizens are required to pay the full amount of zakat and tax 

as well (Al-Ttaffi, 2017). 

Based on social exchange theory, tax compliance increases when citizens perceive 

corresponding benefits from the government to be adequate and also decreases when 

taxpayers perceive otherwise. Referring to the Yemeni law, tax and zakat are required 

to be paid in full amount. Thus, most of the companies and individuals see it as double 

taxation as both tax and zakat are paid yearly by them. Based on this evidence, it is 

important to investigate the level of zakat payment by SMEs in Yemen for two reasons, 

which are: (1) the taxpayers see it as double taxation, and (2) there is no direct benefit 

to the particular taxpayer from the payment. On the contrary, it is also argued that zakat 

compliance indicate a high level of “Iman” (faith), thus ensuring taxpayers oblige to 

responsibility of tax compliance, hence creates positive effect of zakat payment on tax 

compliance. Al-Ttaffi (2017) investigated the Islamic religious perspective in terms of 

‘halal’ (permissible) or ‘haram’ (forbidding) and its influence on the tax non -

compliance. The author found that the Islamic religious perspective has significant 

influences on taxpayers’ behaviour. From the above discussion and the socio exchange 

theory, it is proposed as follows: 

H10: There is a positive relationship between zakat payment and SMEs’ tax compliance 
behaviour. 
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3.3.11 The Moderating Role of Economic Circumstances: Removal of 

Government Subsidies  

One of the earliest scholars on the moderation and mediation effects was Baron and 

Kenny (1986). The authors posit that a moderating variable impacts the direction of an 

existing link between the IV and DV. Additionally, the moderator also may affect the 

strength of existing relationship. Concern about the reasons for tax evasion and other 

illegal actions has increased considerably in current times (Torgler & Schneider, 

2007). Though some studies have tested many variables to determine the moderating 

effects between IVs and tax compliance as well as its determinants, from the literature 

reviewed by the researcher, none has used the removal of government subsidies as a 

moderator that tests the relationships for tax compliance studies, especially in Yemen.  

This study assumes that the removal of government subsidies may influence the impact 

of the IVs on the DV, i.e. tax compliance behaviour. This agreement is placed on the 

basis that development can only be brought about if cooperation exists between the 

government and citizens. In an ideal world, developing nations require significant 

funds for such development and in this regard, tax revenues constitute a crucial source 

that of funding the government can rely on (Andreas & Savitri, 2015). According to 

the quid pro quo argument, tax compliance is partially dependent on the taxpayers’ 

receiving significant subsidies in exchange for their tax payments (Al-Batly, 2014). In 

this regard, Al-Ttaffi (2017) and Alshira’h et al. (2018) recommended the investigation 

of economic circumstances as a moderator in the Yemeni tax compliance environment.  

As discussed in Chapter Two, removal of government subsidies has a significant 

impact on different issues including SMEs (Abdelrahim, 2014; Hoai & Thang, 2013; 

Hope & Singh, 1995; Myers, 2001; Odemero, 2012; Raji et al., 2018; Yusoff & 
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Bekhet, 2016). However, several prior studies have investigated the impact of removal 

of government subsidies on tax compliance, some of which reported a negative effect 

of removal of government subsidies on tax compliance (Ayuba et al., 2015; Taiwo, 

2013; Ling et al., 2016a). Al-Batly (2014) states that the Yemeni government removed 

subsidies from goods and services in the country as well as the fuel subsidy in 2015. 

Thus, taxpayers who suffer from difficulties in terms of social amenities may feel that 

the government is not responsive to their needs. Consequently, they might resort to tax 

non-compliance. The current study incorporates the removal of government subsidies 

as a moderating variable in the relationships between tax compliance behaviour and 

the IVs because it is predicted that this variable has a potential effect on the 

relationship.  

This study assumes that incorporating removal of government subsidies as a moderator 

might influence the relationship between tax compliance and its determinant variables. 

It is rational to indicate that the level of removal of government subsidies perceived 

by the taxpayers may affect their behaviour irrespective of the relationship between 

other IVs and SMEs tax compliance. This assumption justifies the hypothesis proposed 

as follows: 

H11: Removal of government subsidies moderates the relationship between income of 
SMEs and SMEs’ tax compliance behaviour. 

H12: Removal of government subsidies moderates the relationship between tax fairness 
perception and SMEs’ tax compliance behaviour. 

H13: Removal of government subsidies moderates the relationship between peer 
influence and SMEs’ tax compliance behaviour. 

H14: Removal of government subsidies moderates the relationship between perception 
of corruption and SMEs’ tax compliance behaviour. 
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H15: Removal of government subsidies moderates the relationship between tax audit 
and SMEs’ tax compliance behaviour. 

H16: Removal of government subsidies moderates the relationship between tax rate 
and SMEs’ tax compliance behaviour. 

H17: Removal of government subsidies moderates the relationship between tax penalty 
and SMEs’ tax compliance behaviour. 

H18: Removal of government subsidies moderates the relationship between political 
instability in the government and SMEs’ tax compliance behaviour. 

H19: Removal of government subsidies moderates the relationship between tax 
compliance costs in the government and SMEs’ tax compliance behaviour. 

H20: Removal of government subsidies moderates the relationship between zakat 
payment in the government and SMEs’ tax compliance behaviour. 

3.4 Research Design 

The way the study is designed is explained in this section. The designed was done in 

order to enable effective conduct of the research framework. Hence, a research design 

provides the necessary direction for conducting research (Hair, Wolfinbarger, Money,  

Samouel     & Page, 2015). The current study investigates the determinants of SMEs’ tax 

compliance. The survey design was chosen because it is believed to provide relevant 

information that will assist in attaining the set objectives. Additionally, the survey 

design is preferable to effectively provide answers to the research questions.  

The thesis utilized the quantitative design to investigate issues that affect tax 

compliance behaviour among Yemeni SMEs. The method is used in this research 

because of its capacity to address the objectives of the research. Yemen as a research 

area is chosen because of the limited research in the field of interest. The quantitative 

approach is used to predict and provide explanation for social phenomena (Wellington 

& Szczerbinski, 2007). Quantitative research attempts to achieve research objective 

using empirical estimation that involves numerical measurement and analysis (Kumar, 
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Talib & Ramayah, 2013). Thus, findings from the quantitative data analyses are 

expressed in numerical form and the solution of the research problem is derived from 

statistical patterns found. 

This study used cross-sectional method to collect data from the questionnaire. Cross-

sectional research collects data once over a period to answer the research questions 

(Kumar, et al., 2013). It is more appropriate for this study as the study requires 

information on tax compliance for a given time period. In addition, the period of this 

study is appropriate for a longitudinal design that collects data from two or more 

periods. Moreover, other constraints such as effort and costs of longitudinal d ata 

collection necessitate the choice of cross-sectional design. This study seeks 

quantitative information via a questionnaire from the respondents about their 

perceptions and compliance.  

Survey research is the most popular method of social sciences research (Hair, Money, 

Samouel & Page, 2007). Abdul-Jabbar (2009) asserts that the survey method remains 

as a popular method in the social sciences and is likely to remain the most common 

design for research in the tax compliance literature. The survey method is considered 

appropriate considering features of the variables investigated in this research. It is 

necessary to depend on primary data collection when facing difficulties in finding the 

data necessary from secondary sources. This is particularly important when the study 

concerns data pertaining to social, psychological, economic, and demographic 

characteristics, as well as the motivation and behaviour factors. Therefore, this study 

utilizes primary sources of data. 



 

 126 

3.5 Operational Definitions and Measurement of Variables 

The operational definition of the IVs is presented to clearly explain how they were 

measured. Also, this section describes the measurement process of the variables. This 

is the process of describing the properties of phenomena of interest to the researcher 

by assigning values in a valid and reliable manner. Items employed to measure the 

variables are arranged systematically in a questionnaire. Although the more the 

number of items the better, the minimum number of items adequate in  measuring a 

construct varies, but Kline (2016) recommends a minimum of three items. The 

questionnaire used in this study was adapted from past research. Items were measured 

using five-point Likert-Scale ranging from ‘Strongly disagree (SD)’ to ‘Strongly agree 

(SA)’. Operational definitions and measurements of the constructs investigated in the 

thesis are explained as follows: 

3.5.1 SMEs Tax Compliance Behaviour (TCB) 

SMEs tax compliance behaviour is the DV investigated in this thesis. In the thesis, it 

is regarded as the correct recording of details of income tax and not being fraudulent 

in the details of tax liability. Previous studies indicate that measuring tax compliance 

is difficult (Ahmed, Chetty, Mobarak, Rahman & Singhal, 2012; Alm, 1999; Freire-

Seren & Panades, 2013). The current study measures tax compliance behaviour by 

adapting six items from Gilligan and Richardson (2005). In this study, the extent of 

the participants’ agreement was assessed with a five-point Likert-type scale ranging 

from 1 = strongly disagree to 5 = strongly agree. Non-compliance is suggested when 

respondents choose strongly disagree, while strongly agree suggests that respondents 

comply in paying income tax. Table 3.1 presents the items of SMEs tax compliance 

behaviour. 
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Table 3.1 
Measurement of SMEs Tax Compliance Behaviour. 

No. Items 

1. It is not wrong to under report SMEs certain income since this behaviour does not 

harm government spending. 

2. With how things cost these days in Yemen, it is not right for me to comply fully with 

tax authority. 

3  It is ok to hold a little bit on taxes since the government is not doing well to support 

SMEs. 
4. Because of many big enterprises paid less taxes if compared with SMEs, so if 

someone like I underpaid a little bit, it is not much a big deal. 

5. Chances of getting caught by low compliance behaviour motivated my tax low 

compliance and worthwhile. 

6. If I understand I deserve a deduction that the tax authority will not let me take, this 
situation discourages my overall tax compliance behaviour. 

Source: Adapted from Gilligan and Richardson (2005). 

3.5.2 Income of SMEs 

Based on Fischer (1993), the current study defines income level as actions linked with 

the degree to which an SME’s economic or social situation provides way to avoid 

detection pay tax. In this study, the income of SMEs is a demographic variable 

explaining the level of SMEs’ income in determining their tax income in relation to 

the compliance behaviour. The section contains one item which has dichotomous and 

multiple-choice answers. The participants were requested to tick applicable income 

level that they fall to. Measurement of this variable was adapted from YMIT (2014) 

and Abdullah et al. (2018). The range of income level of the respondents are depicted 

in Table 3.2: 

Table 3.2 
Measurement of Income of SMEs 

No.               Items 

1 YER 1,500,000 and below 

2 YER 1500,001 – YER200 Million 
3 YER 201 Million –YER 500 Million 

4 YER 501– YER1billion 

5 More than YER1 billion 

Source: Adapted from YMIT (2014); Abdullah et al. (2019) 
Note: 1USD = 485  YER   (Centre Bank of Yemen). 
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3.5.3 Tax Fairness  

In this thesis, tax fairness is regarded as the fairness in the distribution of tax 

registration threshold and penalties as well as costs falling on tax registered. The 

present study adapted eight items from Azmi and Perumal (2008) to measure tax 

fairness. The items fall into three dimensions: tax structure, self -interest, and general 

fairness. Azmi and Perumal’s (2008) measurement is similar to other scholars such as 

Gilligan and Richardson (2005). This section assesses the respondents’ perceptions on 

a five-point Likert-type scale. Strongly disagree indicates that tax system is not fair 

while strongly agree suggests that the tax system is fair. Table 3.3 shows the items 

used to measure tax fairness in this study. 

Table 3.3 
Measurement of Tax Fairness  

No. Items 

1. Generally, the burden of the income tax is not fairly distributed among the SMEs. 
2.  SMEs have paid their fair share of income tax. 

3. The benefits SMEs gain from government is not fair in terms of their tax payment.  

4. Some legal deductions are not fair to SMEs because they do not fair to them. 

5 SMEs whose have the same incomes should pay the same amount as tax regardless 

of the kind of investment they make, how many  their financial obligations.  
6. High income SMEs have a greater ability to pay income taxes, so it is fair they should 

pay a higher rate of tax than low income SMEs. 

7. Compared to other SMEs, our SMEs pay less than fair share of income tax.  

8. Current income tax laws require SMEs to pay more than their fair share of income 

tax. 

Source: Adapted from Azmi and Perumal (2008). 

3.5.4 Peer Influence 

This study defines peer influence as the effect of people who are significant to SMEs 

owner-managers with respect to their income tax compliance decision, which 

contributes to shape their attitudes towards tax compliance (Alshira’h, 2019). The 

current study adapted six items from Braithwaite (2001) to measure peer influence. 

These items are considered more relevant than those from other studies like Bobek, et 
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al. (2007) and Webley, Adams and Elffers (2002). Although Webley et al. (2002) 

investigated indirect tax among SMEs using only one item, it is considered to be 

insufficient to measure peer influence. Also, Bidin and Sinnasamy (2018) conducted 

a study in the context of tax compliance excise duty among importers and their 

measurement only has five items, which is not considered sufficient to measure peer 

influence in SMEs. This section assesses the respondents’ perception using five -point 

Likert-scale with (1) “strongly disagree‟ and (5) “strongly agree‟. Strongly disagree 

indicates that peer influence is perceived to be low while strongly agree suggests that 

peer influence is perceived to be high. Table 3.4 shows the items of peer influence.  

Table 3.4 
Measurement of Peer Influence  

No. Items 

1. “Most people who are important to SMEs owner-manager think that SMEs should 

file their tax return” 

2.  “Most people who are important to SMEs owner-manager think it is unacceptable to 

overstate tax deductions on their income return”. 

3. “Most people who are important to SMEs owner-manager think that the tax they pay 

is fair given the services they get from the government”.  
4. “Most people who are important to SMEs owner-manager prefer to pay less tax even 

if it means receiving a more restricted range service” 

5 “Most people who are important to SMEs owner-manager think that tax non-

compliance is a trivial offense”. 

6. “Most people who are important to SMEs owner-manager think the government 
should actively discourage participation in the informal sector”.  

Source: Adapted from Braithwaite (2001) 

3.5.5 Perception of Corruption  

In this thesis, perception of corruption is regarded as bribing tax officials or other 

government officials in order to facilitate government services (Rohwer, 2009). 

Corruption can be measured using direct observation (Olken & Barron, 2009) or a 

survey (Bird, Martinez-Vazquez & Torgler, 2014). However, it is easier to measure 

corruption by asking about someone’s perception than from direct observation of 

corrupt acts (Olken & Pande, 2012).  Four items from Martin et al. (2007) were utilized 
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in measuring perception of corruption. Respondents’ perceptions were captured using 

five-point Likert-scale. Strongly disagree indicates that corruption is low while 

strongly agree suggests that corruption is high. Table 3.5 shows the items of perception 

of corruption. 

Table 3.5 
Measurement of Perception of Corruption  

No. Items 

1. It is common in Yemen for SMEs to pay some additional unofficial payments to get 

things done in respect to their taxes.  

2.  SMEs in Yemen often make unofficial payments to public officials to get exempted 

from paying due taxes.  

3. In Yemen, SMEs make some unofficial payments to tax officials to reduce their taxes 

and income.  

4. SMEs are affected with corruption when it comes to tax payment and dealing with 

government or tax officials. 

Source: Adapted from Martin et al. (2007) 

3.5.6 Tax Audit 

The current study defines tax audit based on Gupta and Nagadevara (2007), i.e. the 

examination of SMEs tax submissions, accounts, and financial records to ensure that 

they follow tax provisions and  prepare accurately. For the purpose of measuring tax 

audit in the present study, four items were adapted from those previously used by 

Wenzel (2004) and Christensen and Hite (1997) to seek the perceptions of respondents 

on the chance of them being chosen to be audited. These are considered more relevant 

than those from other studies (Faridy, Freudenberg, Sarker & Copp, 2016; Woodward 

& Tan, 2015). Although Woodward and Tan (2015) conducted their study in the 

context of VAT compliance, it only has two items to measure tax audit, which is 

considered insufficient. Respondents were asked to assess the relative importance of 

tax audit where strongly disagree indicates that chance of being audited is low while 
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strongly agree suggests that chance of being audited is high. The items are as depicted 

in the following table. 

Table 3.6  
Measurement of Tax Audit 

No. Items 

1. The chances of being audited are high so that it is not advisable to try to cut down a 

little on SMEs income taxes for various reasons. 

2.  There are chances that any discrepancy in the tax return will be detected.   
3. It is likely that an annual tax return with a discrepancy will be audited. 

4. If a business is chosen for audit it is likely that the audit will identify any discrepancy.  

Source: Adapted from Christensen and Hite (1997) and Wenzel (2004).  

3.5.7 Tax Rate 

The Fischer’s Model is crucial in investigating compliance because of its emphasis on 

tax rate (Mas’ud et al., 2014a). This study measures tax rate as the perceptions of 

respondents on the suitability/acceptability of the tax rate imposed on SMEs (Alshira’h 

et al., 2018) using  five items adapted from Gilligan and Richardson (2005) with some 

refinements to be in alignment with the SMEs tax compliance context as it is 

considered to be more suitable than those of other studies. This section assesses the 

respondents’ perceptions using five-point Likert scale. Strongly disagree indicates that 

tax rate is unsatisfied while strongly agree suggests that tax rate is satisfied. Table 3.7 

illustrates the items of tax rate. 

Table 3.7 
Measurement of Tax Rate 

No. Items 

1. Tax rate on large company should be more than tax rate for SMEs.  

2.  Large company taxpayer should pay proportionately more than SMEs. 

3. Tax rate should not be the same for companies and SMEs. 

4. It is affordable to SMEs to comply with tax if the tax rates are high. 

5. SMEs can comply with tax if the tax rate is objective. 

Source: Adapted from Gilligan and Richardson (2005). 
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3.5.8 Tax Penalty 

This study defines income tax penalty as fines and other punishments imposed on 

SMEs for tax offenses (Alshira’h & Abdul-Jabbar, 2020). For the measurement of tax 

penalty in the current study, four items were taken from Braithwaite (2001). This 

section assesses the perceptions of participants using five-point Likert-type scale with 

1 representing “strongly disagree‟ and 5 “strongly agree‟. Strongly disagree indicates 

that tax penalty is perceived to be low while strongly agree suggests that tax penalty is 

perceived to be high. Table 3.8 reports the measurement items of tax penalty. 

Table 3.8 
Measurement of Tax Penalty 

No. Items 

1. “SMEs that are discovered for tax non-compliance will be forced to pay the tax they 

owe with interest”. 

2.  “SMEs that are discovered for tax non-compliance will be forced to pay large penalty 

and pay the tax they owe with interest”. 

3. “SMEs that are discovered for tax non-compliance will be taken to court and pay the 

tax they owe with interest”. 

4. “SMEs that are discovered for tax non-compliance will be taken to court, pay a 

substantial penalty and pay the tax they owe with interest”.  

Source: Adapted from Braithwaite (2001) 

3.5.9 Political Instability  

This study defines political instability based on Alesina et al. (1996, p3) who refers 

political instability as “the propensity of a change in the executive either by 

‘constitutional’ or ‘unconstitutional’ means”. The frequency of changes influences the 

stability or country. The measurement of political instability in this study was assessed 

as one’s perception of uncertainty of governance in the country (Abidin & Haseeb, 

2018; Haseeb et al., 2014). Based on Grootel (2010), uncertainty in governance affects 

one’s perception and confidence, internal efficiency, and external efficiency 

measurement. The present study adapted nine items scale developed by Grootel 
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(2010). The items fall into three dimensions: confidence, internal efficiency, and 

external efficiency. Strongly disagree indicates that political instability is low while 

strongly agree suggests that political instability is high. Items utilized to measure 

political instability are presented in the following table: 

Table 3.9 
Dimensions and items of Measurement of Political Instability  

Dimensions Items 

Perception and 

Confidence 

1. SMEs have confidence in Yemen tax authority which as a result 

increase my tax compliance behaviour. 

2. Confidence in tax institution determine my tax compliance 

behaviour in Yemen. 

3. SMEs believe that justice is fairly administered in Yemen tax 

administration. 

Internal Efficiency 4. Internal efficiency in compliance and collecting taxes 

encourage my tax compliance in Yemen.   

5. Poor internal efficiency in terms of process and tax filling 

discourage my tax compliance behaviour.  

6. SMEs believe that political protests are not a threat to Yemenis 

internal stability for tax compliance. 

External efficiency 7. External environment in terms of government legislature to 

SMEs discourage my tax compliance behaviour.  

8. Political forces associated with government official and policies 

influence my tax compliance behaviour.  

9. SMEs believe that the current political situation in Yemen is 

stable for SMEs tax compliance. 

Source: Adapted from Grootel (2010). 

3.5.10 Tax Compliance Costs 

This study considers tax compliance costs as the expenditure made by taxpayers to 

meet their prescribed obligations under the tax law and regulations other than the 

actual tax sum (Sandford, 1995). Tran-Nam, Evans, Walpole and Ritchie (2000) define 

it as the monetary value of resources that taxpayers expend to comply with the tax law. 
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Even though the resources are theoretically considered as part of the compliance costs, 

it is a common practice to exclude it from the estimation of compliance costs (Abdul-

Jabbar, 2009). Similarly, the psychological costs of compliance are not considered a 

purely compliance costs (Abdul-Jabbar, 2009). Measurement items were previously 

used in Abdul-Jabbar (2009) and Sandford, Godwin and Hardwick (1989). 

Respondents were asked two main questions to estimate the internal tax compliance 

costs. Meanwhile, the other main question required the respondents to estimate the 

external tax compliance costs. This resulted in a single item (total amount in Yemeni 

Real) as the total compliance costs. The questions are summarised in Table 3.10. 

Table 3.10 
Measurement of Tax Compliance Costs10 

No. Internal Costs External Costs 

1. Estimate of the internal staff cost for 

tax activities of the year in 

consideration.  

Give an estimate of the costs of compliance 

activities provided by an external tax 

consultant.  

2. Estimate of the non-staff costs of 

compliance of the year in 

consideration. 

 

Source: Adapted from Abdul-Jabbar (2009) and Sandford et al (1989). 

However, the measure of tax compliance costs has a significantly different mean and 

standard deviations in the data. In such situations of high variation, data transformation 

is considered to normalize the data (Osborne, 2010). Nevertheless, the Partial Least 

Squares Structural Equation Modelling (PLS-SEM) is somehow tolerant about the 

assumption of normality of distribution as extremely abnormal data can cause errors 

in the results (Hair, Hult, Ringle & Sartedt, 2014a). In line with Abdul-Jabbar (2009) 

 
10 The table provides a summary of the estimation/measurement of tax compliance costs. See 

Appendix A for details. 
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who transformed tax compliance costs into Log ten in his regression analysis as well 

as Musa (2018) who transformed tax compliance into Log five in his regression 

analysis, the current study transformed the tax compliance costs in the measurement 

and structural model analyses into Log five. Consistent with the current study, Musa 

(2018) and Abdul-Jabbar (2009) tested a regression model that includes tax 

compliance costs and other variables in ratio and Likert scales respectively.     

3.5.11 Zakat Payment 

The current study defines zakat payment as the mandatory payment by SMEs that meet 

the necessary criteria of wealth and as the act of purifying one’s wealth in order to gain 

Allah’s blessing (Arif et al., 2011). The current study adapted seven items to measure 

zakat payment from the study of Bidin et al. (2013), which measured zakat payment 

by indirect ways in the context of tax. This section assesses the perceptions of 

participants using five-point Likert-type scale with (1) “strongly disagree‟ and (5) 

“strongly agree‟. Strongly disagree indicates that respondents have low zakat payment 

requirement while strongly agree suggests that respondents have high zakat payment. 

Table 3.11 demonstrates the items of zakat payment. 

Table 3.11 
Measurement of Zakat Payment 

No. Items 

1. SMEs in Yemen must pay zakat based on their income. 

2. Paying tax on SMEs is somehow their priority. 

3.  SMEs are responsible for paying zakat irrespective of their income. 

4. SMEs should pay Zakat if it fulfils the requirements. 

5. SMEs know how to calculate their zakat and they are complying with the authorities. 

6. SMEs know where to remit their zakat accordingly. 

7.  SMEs pay their zakat and tax directly to the government.  

Source: Adapted from Bidin, et al. (2013). 



 

 136 

3.5.12 Removal of Government Subsidies  

According to Al-Batly (2014) and Al-Mutawakel (2014), subsidy is an economic 

policy involving benefits provided to an individual, business owners, or institutions 

that is usually paid by the government via cash or a tax discount or reduction. From 

the above perspective, subsidy is about the general subsidy on individuals, businesses, 

as well as institutions operating in the country. The subsidy is typically given to reduce 

the burden on social goods and it is often in the overall interest of the public (Myers, 

2001). Removal of government subsidies is defined as the remove of any measure that 

maintains the prices paid for products or goods to be below the market level of 

consumers and above the market level for producers. Several studies have measured 

the removal of government subsidies using different scales. For the measurement of 

the removal of government subsidies in the current study, nine items were adapted 

from Abdelrahim’s (2014). In this study, the extent of the participants’ agreement was 

assessed on a five-point Likert-type scale ranging from 1 = strongly disagree to 5 = 

strongly agree. The following table depicts the items utilized to measure subsidy 

removal by the government in Yemen. 

Table 3.12 
Measurement of Removal Government Subsidies 

No. Items 

1 Removal of subsidy decrease comparative advantage among SMEs. 

2 Removal of subsidy has made cost of transport much higher. 

3 Removal of subsidy has increased budget deficit to SMEs in Yemen. 

4 Removal of subsidy increases smuggling of goods or raw material by the SMEs 

5 Replacing subsidy by aid to SMEs will encourage production. 

6 Replacing subsidy by cash transfers to the SMEs can ease cost of transport. 

7 Replacing subsidy by lowering fees can discourage smuggling. 

8 Replacing subsidy by lowering income tax on SMEs. 

9 Replacing subsidy by safety nets for weak SMEs. 

Source: Adapted from Abdelrahim (2014). 
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Table 3.13  presents a summary of items for the variables in this study and their adapted 

sources this study consists of 12 variables conceptualized as the determinants of tax 

compliance among SMEs in Yemen. These variables were measured using 62 items 

which were all adopted from existing studies as show in Table 3.13. While the 

responses were based on Likert scale with the exception of Income and tax compliance 

costs variables which were of categorical and estimated types respectively.   

Table 3.13 summarizes all variables and sources of adaption used in this study. 

Table 3.13 
Variables Measurements and Sources 
No. Variable Code Source of 

adaption 

Supported by 

Recent LR 

Items Scale 

1 SME Tax 
compliance 

Behaviour 

STCB Gilligan and 
Richardson 

(2005) 

Ayuba et al.(2016); 
Musa (2018) 

6 Likert scale 

2 Income of SMEs ISMEs YMIT (2014 Abdullah et 
al.(2019) 

5 Categorical 

3 Tax Fairness TAF Azmi and 

Perumal 
(2008) 

Umer, (2017); 

Sinnasamy and 
Bidin (2017b) 
Thomas (2015) 

8 Likert scale 

4 Peer Influence  PIN Braithwaite 

(2001) 

Al Zeer et al. 

(2020); Alshira’h 
(2019). 

6 Likert scale 

5 Perception of 
Corruption  

PCO Martin et al. 
(2007) 

Musa (2018) 4 Likert scale 

6 Tax Audit  TAU Christensen 

and Hite 
(1997) and 

Wenzel (2004). 

Sapiei et al. (2014); 

Musa (2018). 

4 Likert scale 

7 Tax Rate  TRA Gilligan and 
Richardson 
(2005). 

Ayuba et al.(2016); 
Sinnasamy and 
Bidin (2017b) 

5 Likert scale 

8 Tax Penalty TPE Braithwaite 

(2001) 

Alshira’h and 

Abdul-Jabbar 
(2020). 

4 Likert scale 

9 Political 
Instability  

POI Grootel (2010). Abodher et al 
(2018). 

9 Likert scale 

10 Tax Compliance 

Costs  

TCC Abdul-Jabbar 

(2009) and 
Sandford et al 

(1989). 

Musa (2018) 4 Estimate 

Internal & 
External 

Cost. 

11 Zakat Payment  ZPA Bidin, et al. 
(2013). 

Bin-Nashwan et al 
(2017) 

7 Likert scale 

12 Removal of 
Government 

Subsidies 

RGS Abdelrahim 
(2014) 

Ayuba (2016) 9 Likert scale 
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3.6 Data Collection 

Data collection is considered as an issue of key importance in designing this research. 

Primary data was obtained using a questionnaire survey administered to taxpaying 

SMEs in Yemen. The population, sample, and sampling techniques of the study are as 

follows. 

3.6.1 Population, Sample and Sampling Technique 

Population refers to a complete group of people or objects that have a common set of 

characteristics or certain phenomenon under investigation (Kumar et al., 2013; 

Sekaran, 2003). Several experts have emphasised the importance of population and 

sampling in designing a research (Hair, Sarstedt, Hopkins & Kuppelwieser, 2014b; 

Krejcie & Morgan, 1970; Sekaran, 2003; Zikmund et al., 2013). The population of this 

study is SMEs in the manufacturing sector with the total number of 27,796 SMEs in 

2014 (YMIT, 2014) as described in Chapter Two (section 2.3). The subjects of this 

study are SMEs owners’ managers Chief executive officer and Managing director in 

Yemen manufacturing sector. This statistic is considered to be valid because political 

instability began in 2015 and the country is still unstable (Debbich, 2019). Therefore, 

it is not expected that the country has established many SMEs in the manufacturing 

sector during the period from 2015 up to the current date. 

Sampling involves choosing an adequate and representative set from a population to 

enable the generalization of the population’s features based on the randomly selected 

sample (Sekaran & Bougie, 2013). In reference to the recommended sample of Krejcie 

and Morgan (1970), the sample of this study should be 377. However, Israel (2009) 

suggests that researchers may take more than the required sample to cater for possible 

non-response. Particularly, Israel (2009) advises for researchers to increase their 
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sampling by at least 30% to compensate for likely non-response. Consequently, the 

sample size of the current study is increased to 490 to overcome the probable non-

response rate. 

Having decided on the total number of the potential respondents to 490, the sampling 

technique determines the actual respondents from the population to whom the 

questionnaires would be distributed. Researchers commonly use two main techniques, 

namely the probability and non-probability sampling. The first type presents equal 

opportunity of being selected to all elements of the population, whereas in non -

probability sampling, all elements have no pre-determined chance of being selected 

(Krejcie & Morgan, 1970). Probability sampling was used in this study to determine 

the individual businesses to whom the questionnaires would be administered. This is 

because the aim of this study is to draw an unbiased sample from the population and 

it is also crucial for a wider generalizability of the results of this study (Sekaran & 

Bougie, 2016). 

Probability sampling may be conducted in two ways - complex or simple probability 

sampling (Sekaran & Bougie, 2013). A sample is simple random when each element 

of the population can be chosen while it is complex when the sampling procedure 

offers a more viable and more efficient alternative to simple random probability 

sampling. This study employed the stratified random sampling technique as it provides 

more generalizability and less bias (Sekaran & Bougie, 2013). The MS Excel computer 

program was used to achieve the simple random sampling. This was done by 

generating random numbers of the sample size from the list of the population.         
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Yemen comprises more than 22 governorates. However, the current study is focused 

on 10 governorates where a large number of manufacturing SMEs are located, i.e. 

more than 82% of the total of 27,796 manufacturing SMEs. Stratified random was used 

in the sampling design and it is a process of segregating random selected from every 

stratum (Sekaran & Bougie, 2016). Stratified random sampling is an efficient research 

sampling design that can provide adequate information on a given sample size of study 

population. As indicated earlier, the population is 27,796 manufacturing SMEs (see 

Table 2.2). The first step is defining the stratum and the logical stratum in this study is 

the governorates of Yemen. According to YMIT (2014), 82.95% of manufacturing 

SMEs in Yemen are located in these 10 governorates, namely Sana'a,  Ta'izz, 

Hadramaut, Ibb, Al Hudaydah, Adan, Dhamar, Shabwah, Lahij, and Abyan. This is 

followed by identifying the number of manufacturing SMEs in each governorate based 

on the proportions of manufacturing SMEs in each governorate (see Table 2.4). Table 

3.14 shows the calculation of the sample size in the 10 Yemeni governorates.  

Table 3.14  
Determining the Number of Subjects in the Sample for 10  Governorates in Yemen 

Governorates Number of 

SMEs in 

governorates 

The proportion 

of SMEs in the 

strata 

The proportion 

of each stratum 

in the sample  

(Adjusted rates) a 

Number of 

respondents in 

the Sample b 

Sana'a 6190 22.27% 27% 132 

Ta'izz 3871 13.93% 17% 83 

Dhamar, 2237 8.05% 9.7% 47 

Hadramaut, 2082 7.49% 9% 44 

Ibb 3402 12.24% 14.8% 73 

Al Hudaydah 1911 6.88% 8.3% 41 

Adan 735 2.64% 3.2% 16 

Shabwah 802 2.89% 3.5% 17 

Lahij 717 2.58% 3.1% 15 
Amran 1051 3.78% 4.5% 22 

other Governorates 4798 17.3% - - 

Total 27,796 100% 100% 490 

Source: Prepared by the author based on the statistics provided by YMIT (2014). 

a: The quota of each governorate is determined by multiplying the proportions of each governorate with the total 

population and dividing the yield to the total manufacturing SMEs of the 10 governorates (total 22,998): For 

example, in Sana'a (22.27% × 27,796 / 22,998 = 27%).  

b: the quota of each city the number of subjects in a sample by multiplying the numb er of sample size by the quota 

of each city from the sample. For example, in Sana'a the sample size by (490 × 27% = 132).  
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The present study examines the influence of the investigated IVs on tax compliance 

among Yemeni SMEs. The unit of analysis of the present study is SMEs which is 

represented by the SMEs owner-managers11 , who in most cases are the owners of the 

enterprises. These owners and managers can provide the required information 

reflective of the real situation in the enterprise regarding the variables of the study. 

Consequently, it is assumed that managers are independent as they are also the owner 

of the business. Additionally, respondents, either owners or managers, are supposed to 

be fully aware of their rights and duties towards the government. 

3.6.2 Questionnaire Design and Translation  

A questionnaire refers to a set of structured questions designed to retrieve data required 

for a research by collecting information from the targeted respondents (Fowler, 2013). 

The process of data collection through the use of questionnaire is considered to be both 

cost and time efficient as it allows respondents to respond to the instrument based on 

their convenience without undue interference from the researcher (Adomi, Ayo & 

Nakpodia, 2007). Questionnaires are very helpful as a data collection instrument 

particularly when a large number of respondents are to be reached in various 

geographical regions (Sekaran, 2003). Furthermore, a survey assists in obtaining 

consolidated answers from respondents (Sekaran & Bougie, 2013) and in reducing 

response bias and helping to obtain the required data from respondents within a short 

time (Zikmund et al., 2013).  

The questionnaire of this study comprises of three parts. The first part is about the 

demography of SMEs. This is related to the background profile of the respondents and 

 
11 Some of the SMEs are more structured in terms of organizational structure. In such SMEs, the  

responses may come from chief executive officer (CEO) or managing director (MD). 
 



 

 142 

includes information such as age, gender, marital status, highest educational 

qualifications, period of the SMEs, current position in the business, manufacturing 

sector, accounting system, and number of staff. The second part is tax compliance 

behaviour and its determents. It comprises items relating to the dependent, 

independent, and moderating variables. The third part is related to tax compliance costs 

(internal and external compliance costs). See Appendix A for the sample 

questionnaire. 

The questionnaire was first drafted in English but was later translated into Arabic, 

which is the official language in Yemen. However, it was later translated back to 

English to ensure the meaning is maintained. This was done because the current study 

attempted to measure and determine the factors affecting tax compliance behaviour in 

the context of Yemeni SMEs. Also, the researcher engaged the service of a translator 

who translated the questionnaire from English to the Arabic language. An Arabic 

language expert equally verified the Arabic version of the questionnaire. See 

Appendixes A, B, and G. 

3.6.3 Instrument Validity 

Instrument validity is categorised into two major groups of content validity and 

construct validity. Content validity refers to an assessment of the suitability of the 

questions to accurately measure the concept under investigation (Boo, Busser & 

Baloglu, 2009). For the purpose of examining content validity, the questionnaire was 

first assessed by experts to identify any case of misunderstanding or ambiguities to the 

expression in the questionnaire (Chen & Hu, 2010; Mills & Gay, 2019). Thus, two 

different content validities were conducted upon the questionnaire. In the first content 

validity, the questionnaire was reviewed by 10 academic experts in accounting to 
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examine the content validity. The ten academicians comprised of five PhD holders and 

lecturers in taxation while the remaining five were PhD scholars in accounting.  

The second content validity was carried out by a panel of experts comprising one 

SMEs owner-managers, one officer in COCA, and two tax auditors from the tax 

administration in Yemen who further refined the questionnaire to enhance its validity 

and accuracy. Generally, the experts confirmed that the survey instrument should be 

short, easy to be answered, and understandable. The experts specifically looked out for 

sentence construction errors, flow, ambiguous statements, and other possible issues. 

The questionnaire was revised accordingly based on the suggestions of the experts.  

Meanwhile, construct validity seeks to determine whether the construct is clearly 

defined (Pallant, 2007). Hair et al. (2007) suggest that construct validity can be verified 

using two methods. The first method is convergent validity, which investigates 

whether the construct of the research relates positively in the evaluation of the 

construct. The second method is discriminant validity, which investigates possible 

correlations between the construct under investigation and others. 

Before going to the field, on 23 May 2019, a cover letter from the Embassy of the 

Republic of Yemen Culture Attaché, Kuala Lumpur was prepared to request the 

cooperation of the SME owners/managers. The letter was further supported by a letter 

for data collection prepared by the authorities of Universiti Utara Malaysia (UUM) for 

the researcher. See Appendix E and F. 
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3.7 Pilot Study 

Pilot study is another method to improve the instrument of a study. It is a preliminary 

administration of the questionnaire on a few members of the target population before 

the main research (Zikmund et al., 2013). Pilot study is a small scale feasibility study 

conducted prior to the main study to gather information to help in improving the 

quality of the study. This study conducted a pilot investigation following the advice 

by Sekaran and Bougie (2016).  The pilot study provided an avenue for a specific pre-

testing of the research instrument of this study. Thus, this study conducted a pilot study 

to get feedback that was used to enhance the procedures of the main data collection. 

The pilot study procedures helped in improving the reliability of a research instrument.  

According to Malhotra and Birks )2007), a sample size of 15 to 30 questionnaires are 

suitable though it can be more than that especially where the test involves several 

levels. This study administered 39 questionnaires to 39 SMEs that were selected from 

the population of the study. During the process of the pilot study, the respondents were 

asked to identify any ambiguities or difficult questions. The pilot study also recorded 

the time taken by the respondents to compete the questionnaire to see if the time taken 

was reasonable. From the distributed questionnaires, 32 were returned and two were 

not properly completed. Hence, 30 questionnaires were considered for analysis 

purposes. 

After the pilot study, all unnecessary and ambiguous questions were then re-adjusted 

or discarded. Reliability takes place when the measurement items measure the same 

construct more than once and produce the same outcomes (Salkind, 2012). There are 

various methods of testing reliability, however, Sekaran and Bougie (2016) state that 

Cronbach’s alpha coefficient stands as one of the most popular methods in testing the 
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inter-item consistency and reliability. The reliability and internal consistency were 

evaluated using the Cronbach’s alpha which is the widely accepted standard for 

evaluating internal consistency (Hair et al., 2014a). The Cronbach’s alpha is used to 

determine to what extent items of a construct are consistent. 

The Cronbach’s alpha evaluation of all constructs was performed to determine the 

internal consistency of all the questionnaire items. This was done using the Statistical 

Package for Social Sciences (SPSS) version 25. According to Hair et al. (2014a), the 

values are further considered as satisfactory if they fall between  0.70 and 0.90. 

Through Cronbach’s alpha test, the instrument of the current study achieved 

satisfactory internal consistency for all variables as shown in Table 3.15. The 

Cronbach’s alpha for the variables of the study are between 0.728 and 0.880. 

Therefore, all the variables have reliability within the required threshold. Considering 

that, the loadings of all the initial items exceeded the recommended threshold of .70 

and above (Hair et al., 2010), all items in the constructs were retained. Also, all the 

questions in the instruments were retained in their original form since there was no 

issue of ambiguity or lack of clarity from the respondents. 

Table 3.15 
Reliability of the Instrument in the Pilot Study (N= 30) 

Variables Items Cronbach’s Alpha 

Tax Fairness  8 0.858 

Peer Influence  6 0.728 

Perception of Corruption  4 0.880 

Tax Audit  4 0.858 

Tax Rate  5 0.853 

Tax penalty  4 0.780 

Political instability  9 0.857 

Zakat payment  7 0.744 

Removal government subsidies  9 0.866 

SMEs Tax Compliance Behaviour  6 0.856 

Note: Income of SMEs and tax compliance costs are not included as it is not a latent variable. 
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3.8 Data Collection Methods and Procedure 

Relate to qualitative data collection method, by state questionnaire  survey is better for 

the purpose of this study.  Several researches in the area of tax compliance have utilised 

the use of survey in collecting data, including Al-Ttaffi and Abdul-Jabbar (2018), 

Alshira’h (2018), Ayuba (2016), and Saad (2011). The data from the survey method 

can be obtained in various ways, including questionnaire (either administered 

personally, by email, mail, or the web and fax) and interview (either via telephone or 

face to face) (Zikmund et al., 2013). This thesis utilised the questionnaire method in 

gathering information from the respondents (SMEs owners/managers). The 

questionnaires were self-administered in which the respondents were given time to 

complete it on their own (Sapiei et al., 2014a). This ensures higher rate of responses 

and increases the validity of the study (Sekaran, 2003). In addition, Zikmund et al. 

(2013) believe that self-administrated questionnaire ensures that respondents assume 

the responsibility in reading and responding to the survey. This explains why the 

researcher had utilised the survey questionnaire to collect data from manufacturing 

SMEs operating in Yemen. As a reminder and to further improve the chance of 

obtaining high response rate, the researcher employed several methods including 

personal visits to the respondents, giving phone calls or sending SMS, and sending 

emails in cases where internet service was obtainable.   

The data collection took place from 1 June, 2019 to 29 August 2019 i.e. for the period 

of three months. During that period the questionnaire was self -administered by the 

researcher to the respective respondents. Within that period of three months, a total 

number of 490 questionnaires were administered out of which a total number of 385 

questionnaires were duly retrieved from the respondents. For more details on the 

questionnaires administered and retrieved refer to Table 4.1 in this thesis.  
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The response rate was ensure by increasing the number of the questionnaires 

administered following the suggestion of Israil (2009) in which he stated that 

researchers may increase their sampling by at least 30% to compensate for likely non-

response. This leads to the present study to increase its self -administered 

questionnaires to reach 490 which were distributed to the study respondents 

accordingly (See section 3.6.1. in this thesis for more details).  

In this study, specifically, t-test of variance was performed to examine the non-

response bias. As such, this study categorized the retrieved questionnaires into to two 

groups namely; early respondents and late respondents and further make comparison 

between the two groups using the independent sample t-test.  Table 4.7 shows that the 

findings of independent-samples t-test values were more than 0.05 (p-value > 0.05). 

Therefore, it can be concluded that non-response bias does not exist and will not 

significantly affect the generalizability of the results of this study. Refer to the Chapter 

4, section 4.3.5. in this thesis for more details.  

3.9 Techniques of Data Analysis  

The statistical data analysis of the current study was conducted by utilising several 

tools from the SPSS software version 25 while inferential statistics was conducted with 

the assistance of the PLS software. Inferential and descriptive statistics were 

performed as part of the data analysis procedures. Inferential statistics investigates the 

relationships while descriptive statistics analyses the respondents demographically. 

SPSS was used for preliminary and descriptive analysis which provided a descriptive 

summary of the respondents’ profiles and assisted in data cleaning to address cases 

like normality, common method bias, missing data, non-response bias, outliers, and 
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multicollinearity (Hair et al., 2014a; Hair, Sarstedt, Ringle & Mena, 2012; Ringle, 

Sarstedt & Straub, 2012). 

For inferential analysis involving the structural equation modelling, the current study 

used PLS path modelling by Smart PLS 3.0 software to analyse the data collected (Hair 

et al., 2012; Ringle et al., 2012). There are numerous factors that make PLS appropriate 

for this research. Firstly, PLS-SEM can test different relationships simultaneously 

(Duarte & Raposo, 2010; Chin, Marcolin & Newsted, 2003).  Secondly, this study 

seeks to introduce a theoretical contribution by examining the relationships between 

ten independent variables, namely the income of SMEs, tax fairness, peer influence, 

perception of corruption, tax audit, tax rate, tax penalty, political instability, tax 

compliance costs, and zakat payment; the dependent variable of SMEs’ tax compliance 

behaviour; as well as the removal of government subsidies as a moderator, which are 

considered to be a complex model.  

In social sciences, the links between variables are increasingly getting complex. Thus, 

researchers are starting to investigate whether there are moderating impacts in some 

of these complex relationships (Lowry & Gaskin, 2014; Uinzi, Chin, Henseler & 

Wang, 2010). Modelling is an appropriate requirement to examine the models that 

have moderating effects (Temme, Kreis & Hildebrandt, 2010). That is because PLS-

SEM handles very complex models (Ringle, Sarstedt, Mitchell & Gudergan, 2018; 

Richter, Sinkovics, Ringle & Schlaegel, 2016; Schubring, Lorscheid, Meyer & Ringle, 

2016). 

The present study applies the Fischer’s Model (deterrence theory and social-

psychology theories). Therefore, using a path modelling technique is a necessary 
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condition as it has been recommended that PLS is preferable when a study seeks to 

extend a theory or prediction (Hair Hult, Ringle & Sarstedt, 2016; Hulland, 1999). 

Data analysis is performed in two steps which are preliminary and main data analysis. 

3.9.1 Preliminary Data Analysis 

The preliminary analysis involves the treatment of outliers, normality, missing values, 

and multicollinearity. Other investigated measures include non-response bias and 

common method variance. The SPSS was used in the preliminary analysis. These 

procedures are essential prior to multivariate analysis and help the researcher to better 

understand the data (Hair, Black, Babin & Anderson, 2010). Preliminary analysis 

ensures that all assumptions of multivariate analysis are satisfied. In this thesis, the 

preliminary analysis began with coding of the data. This involved coding and entering 

the usable questionnaires into the SPSS. After that, the coded data was subjected to 

screening to find any data entry errors. Having ensured correct coding of the data, the 

preliminary analysis started with the treatment of missing values. 

3.9.1.1 Missing Values 

The issue of missing data is critical in a research due to the negative impact on the 

results of empirical studies especially in studies that use a quantitative approach 

(Cavana, Delahaye & Sekaran, 2001). Missing value refers to a situation where a 

respondent did not respond to one or more questions. It could be intentional or may 

have occurred by error (Hair et al., 2014a). Preventive measures were taken to reduce 

the amount of missing data. For example, responses were scrutinized at the point of 

collection to identify possible issues. In cases where answers were not provided, the 

respondents were gently requested to provide them. However, the problem of missing 
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data cannot be completely avoided (Roni, Merga & Morris, 2020; Davey & Savla, 

2010; Enders, 2010; Hair et al., 2010).  

In view of Hair et al. (2010), missing data of less than 10% from the total items might 

be replaced through any imputation method. Other researchers prefer mean 

substitution and suggest that it is easier when replacing missing values if the total 

percentage of missing data is 5% or less (Tabachnick & Fidell, 2013). However, most 

scholars have reached consensus that missing data of 5% or less does not constitute a 

significant problem (Tabachnick & Fidell, 2007). In the context of this study, the mean 

substitution method was used to replace the missing items because the percentage of 

missing data was below 5%. 

3.9.1.2 Outliers 

The extreme observed values for one variable are univariate outliers and extreme 

values for more than one variable are multivariate outliers (Kline, 2016). An outlier 

refers to an excessive response case with an either uncommonly high or low value, 

which can have a negative impact on the analysis result. Outliers cases can occur due 

to variations in the measurement and indicate an experimental inaccuracy (Iacobucci 

& Churchill, 2018). Similarly, the existence of outliers can distort statistical results 

and make generalization impossible except with the same type of outliers. Thus, 

handling outliers cases is another essential step in the preliminary analysis. Hence, this 

study identified and treated multivariate outliers based on Mahalanobis’ measure (D2) 

(Tabachinick & Fidell, 2013). The current study treated only multivariate outliers as 

this takes care of univariate ones (Hair et al., 2010). 
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3.9.1.3 Normality  

Normality indicates that data has a symmetrical distribution exhibiting a shape that 

forms a bell curve (Pallant, 2013). Normality of distribution is a key assumption for 

statistical analysis (Hair et al., 2010). Even though PLS-SEM is somehow tolerant 

about the assumption of normal distribution, it requires the assessment for the 

normality of data as extremely abnormal data can cause errors in the results. The 

assessment of normality involves empirical check of a distribution’s shape (skewness 

and kurtosis) and the normal probability plots (Hair et al., 2014a). 

Previous researches have stated that PLS can provide a model that has an accurate 

estimation even in cases that have non-normal data distribution (Reinartz, Haenlein & 

Henseler, 2009; Wetzels, Odekerken-Schroder & Van Oppen, 2009; Jannoo, Yap, 

Auchoybur & Lazim, 2014; Lowry & Gaskin, 2014). PLS regression has better 

statistical power than the parametric path analysis in the case of both normal and non-

normal data (Kock, 2016). Moreover, Kock (2016) found that PLS-SEM has a more 

widely accepted power threshold with a sufficient sample size under normal data. 

Thus, this study found that it is more suitable to use PLS-SEM with the normal 

distribution. 

3.9.1.4 Multicollinearity Test  

Multicollinearity refers to a situation where the linear correlation between one or more 

than one IVs in a multiple regression is high (Hair et al, 2014a). As suggested by 

Tabachnick and Fidell (2013), IVs should not be extremely correlated up to a value of 

0.9 and above. The test of multicollinearity between the IVs before testing the study 

model is highly favoured by experts (Hair et al., 2010). The existence of 

multicollinearity among the IVs can significantly distort the outcomes of regression 
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analysis and affect statistical significance. Therefore, the present study checks the 

multicollinearity using a correlation matrix, a variance inflation factor (VIF), and the 

tolerance level of the independent variables as these methods have been commonly 

employed to detect multicollinearity (O’brien, 2007; Petter, Straub & Rai, 2007; 

Pallant, 2010). Hair et al. (2014a) note that multicollinearity is not an issue for VIF 

value of 5 and below and a tolerance value above 0.20. 

3.9.1.5 Investigation of Non-response Bias  

The sample of the study was checked to determine the presence of non-response bias. 

This test typically involves a comparison of early and late responses (Armstrong & 

Overton, 1977). Ensuring unbiased representation in the sample is necessary for 

generalization. Non-response bias is one of the errors that can interfere with the 

representativeness of the sample. Therefore, Salkind (2012) suggests that the first step 

for over sampling was used in this study by increasing the original sample by 30%. 

Moreover, the current study used personal administration of the questionnaires and 

embarked on follow ups through personal visit and telephone calls (Iacobucci & 

Churchill, 2018). Additionally, this study checked the response bias by performing the 

non-response bias test based on early and late responses. The T-test analysis was used 

in this regard. 

3.9.1.6 Common Method Variance Test  

Common method variance (CMV) involves the related exclusively to measurement 

procedure as opposed to the actual variables that measures represent (Podsakoff, 

MacKenzie, Lee & Podsakoff, 2003). In this research, there is a need to investigate 

CMV because data for the IVs and DV were obtained simultaneously. Additionally, 
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the same instrument was utilised to obtain the data so CMV is a possibility. Therefore, 

investigating likely issue of CMV in behavioural studies is always important (Meade, 

Watson & Kroustalis, 2007). The threshold for common method basis is that single 

factors should not explain beyond 50% of variance (Podsakoff et al., 2003).  

3.9.1.7 Descriptive Statistics of the Respondents 

The complex and large data obtained from respondents was streamlined through  

descriptive statistics. It provides insight into the pattern of behaviour as well as the 

demographic details of the research sample (Sekaran & Bougie, 2016). The techniques 

mostly utilised in descriptive analysis include mean and standard deviations. 

Moreover, the data was analysed for the demographic profile from the third part of the 

questionnaire. Frequency and percentage were used to present the demographic and 

SMEs business data. The literature evident that similar techniques were used in prior 

tax compliance studies (Musa, 2018; Ayuba, 2016). 

3.9.2 Main Analysis 

The main analysis involved two main evaluations. Firstly, the measurement model that 

involves determining the reliability of measures was performed. Second, the structural 

model involving the extent of the influence of the IVs on the DV. PLS was used for 

the main data analysis of the study.  

PLS is a second-generation technique is that more suitable than the first-generation 

techniques in analysing complex causal modelling relationships (Lowry & Gask in, 

2014). Moreover, it is preferable for investigating complex models that contain 

numerous IVs that explain a few DVs (Hair, Risher, Sarstedt & Ringle, 2019; Chin et 

al., 2003; Fernandes, 2012; Haenlein & Kaplan, 2004). 
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3.9.2.1 Measurement Model 

The measurement model involves the determination of how items in a construct 

exactly measure such construct. The amount of variation can be either positive or 

negative. This is represented in the model by the value on the path lines. The estimation 

of the measurement model is conducted using the PLS-SEM algorithm. The model 

determines an individual item or indicator reliability, internal consistency reliability, 

convergent validity, and discriminant validity in the measuring of the construct (Hair 

et al., 2016).  

1) Individual Item Reliability 

Individual item or indicator reliability is determined by the outer loading of the item, 

which indicates its contribution in explaining a construct. The current study used the 

outer loading of an item to investigate whether the items could be considered reliable 

or not (Hair et al., 2014a). The outer loadings of the items were evaluated based on the 

threshold value of 0.50 and above (Hulland, 1999). Indicator reliability is the square 

of standardized indicators outer loading. It is an indication of how much the variation 

in an item is explained by the construct and is referred to as the variance extracted 

from the item. Hair et al. (2014a) recommend 0.40 and above as the appropriate value. 

2) Internal Consistency Reliability 

This is performed to determine that the different measurement items of a construct are 

consistent with one another (Hair et al., 2016). It enables the researcher to determine 

whether the results across all items of a construct are consistent. One of the consistency 

measures is called composite reliability and it should be 0.60 and above (Hair et al., 

2016). Therefore, this thesis utilised composite reliability to measure the internal 

consistency of items.  



 

 155 

3) Convergent Validity 

It represents how much an item of a construct correlates positively with others in the 

same construct (Hair et al., 2016). It is usually determined through the average 

variance extracted (AVE) and it should be higher than 0.50 (Hair, Ringl & Sarstedt, 

2011; Chin, 1998; Henseler, Ringle & Sinkovics, 2009). 

4) Discriminant validity 

It is performed to determine the uniqueness of a variable among all variables in a model 

(Hair et al., 2014a). It is conducted to find out how much a construct differs from others 

by empirical standards. In determining the discriminant validity, an indicator's outer 

loadings on a construct must be greater than its cross-loadings on others. Similarly, its 

highest correlation with any other construct should be lower than its AVE square root 

(Fornell Larcker criterion) (Fornell & Lacker, 1981; Hair et al., 2014a). Based on the 

suggestion from experts such as Hair et al.(2014a) discriminant validity was assessed 

using the Fornell Lacker criterion. The correlation of constructs were compared with 

square roots of the AVE. Moreover, another technique for investigating discriminant 

validity is the Heterotrait-Monotrait ratio (HTMT) method (Henseler, Ringle & 

Sarstedt, 2015). 

3.9.2.2 Structural Model  

It deals with the influence of the IVs on the DVs and the predictive capability of the 

model (Hair et al., 2016). In the current study, it involves evaluating the direct and 

moderating relationships. The structural model assessment involves the following: 
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1) Coefficient of Determination 

It is also known as R Square (R²) value. It is one of the widely used criterion to evaluate 

structure model and it is a reflection of the level of variance in the DV that is explained 

by the combined IVs (Hair et al., 2010; Hair et al., 2016; Henseler et al., 2009). There 

is no generally accepted value of Coefficient. Falk and Miller (1992) argue that 

acceptability depends on the context and nature of the research. Thus, 0.10 is 

considered as the minimum acceptable value (Falk & Miller, 1992). Moreover, Chin 

(1998) classified the size of coefficient of determination into three levels of weak, 

moderate, and substantial based on the value of 0.19, 0.33, and 0.67 respectively.  

2) Effect Size (f²) 

It determines the effect of a single IV on the DV. In determining the f2, an IV is omitted 

from the model to obtain the difference in R2 to determine whether the omitted 

constructive has strong impact on the DV (Hair et al., 2014a). The values of f2 (0.02 

= small), (0.15 = medium), and (0.35 = large) (Cohen, 1988).  

f2 = 
𝑅2 𝑖𝑛𝑐𝑙𝑢𝑑𝑒𝑑 −𝑅2  𝑒𝑥𝑐𝑙𝑢𝑑𝑒𝑑  

1−𝑅2 𝑖𝑛𝑐𝑙𝑢𝑑𝑒𝑑 
 

3) Predictive Relevance of the Model (Q2) 

This concept refers to the model’s ability to predict by using a blindfolding procedure. 

According to Henseler et al. (2009), the argument is that a structural model should 

convincingly predict the DV and must show empirical evidence. If the value of Q2 is 

larger than 0, this indicates that the exogenous variables have predictive relevance for 

the dependent variable (Hair et al., 2016; Henseler et al., 2009). 
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4) Significance of Path Coefficients 

One of the objectives of the structural model is to determine whether the relationships 

between the IVs and DV are significant or not. It should be noted that in this study, 

there are direct relationships and moderating relationship as well. Both relationships 

are investigated using the bootstrap method. It is recommended that at least, bootstrap 

samples should correspond to the number of valid observations. It is also 

recommended that a minimum of 5,000 bootstrap sample should be used (Hair et al., 

2014a; Hair et al., 2016). 

3.10 Summary of Chapter 

This chapter has introduced the research methods and procedures used to achieve the 

objectives of the research, which was the quantitative research approach. The study 

involves 10 IVs, one moderating variable, and one DV. Based on the theoretical 

framework, 20 hypotheses were developed to realise the objectives of the research and 

the operational definition and measurements of the study variables were provided. This 

chapter also elaborates the population and sampling procedures. A questionnaire was 

designed followed by a pilot study that was conducted before the main data collection 

where the questionnaires were personally distributed by hand to selected SMEs in 

Yemen. Lastly, the data collection and analysis in this research were explained, which 

included the SPSS software version 25 for preliminary and descriptive analysis and 

the Smart PLS 3.0 software for the inferential analysis in the present study. 
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CHAPTER FOUR 

RESEARCH FINDINGS 

4.1 Introduction 

Findings from data analysis are presented and discussed in this chapter. Descriptive 

statistics and profile of the respondents (SMEs) investigated in the research are also 

presented. The results fall into two sections. Firstly, results of  the measurement model 

are presented. This is performed to determine the evidence of reliability and internal 

consistency of items utilised to measure the constructs. Additionally, convergent 

discriminant validities were also investigated and the results are presented in section 

one. Results of the structural model were evaluated in terms of the effect size, 

R=square, predictive relevance, significance of relationships, and goodness of fi t. 

Finally, results of the PLS-SEM analysis using smart PLS 3.0, which examines the 

moderating effects on the structural model are also presented. 

4.2  Response Rate  

A total of 490 questionnaires were administered to owner-mangers in the Yemeni 

manufacturing SMEs. It took approximately three months to retrieve 379 (77%) 

questionnaires from the participants. Six responses were found to be defective and 

were totally excluded from the analysis. Hence, the response rate for the research was 

77% as shown in Table 4.1 which summarises the details of the survey distribution 

and responses rates. 
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Table 4.1  
Summary of Data Collection and Responses Received 

Response Frequency 

Questionnaires distributed 490 

Returned questionnaires 385 

Returned but excluded 6 

Returned and usable questionnaires 379 

Respond rate  77 % 

Valid response rate 72% 

 

The table shows that from 385 questionnaires, four were excluded because more than 

50% of the questions were left incomplete by the respondents. The response rate of 

77% is generally considered as very good (Babbie, 2007; Groves, 2006). More 

particularly, the study’s response rate is considered relatively acceptable in 

comparison with past Yemeni SMEs studies. Although Yemen was in crisis at the time 

of this research, the response rate is considered similar as compared to previous studies 

in Yemen (e.g. 85% in Alkhawlani, Bohar & Shamsuddin, 2019; 67% in Al-Ttaffi, 

2017; 66% in Obaid, 2017; and 61% in Bin-Nashwan et al., 2020). 

4.3 Data Screening and Preliminary Analysis 

For the purpose of identifying possible deviations or violation on the key assumptions 

of multivariate analysis, data screening was performed (Hair et al., 2014a; Zikmund et 

al., 2013). Prior to the preliminary screening, all 379 usable questionnaires were 

assigned codes and inputted into the SPSS software. The next sub-sections explain 

about every procedure for investigating outliers, normality test, multicollinearity, 

missing values, normality, non-response bias, and CMV. 
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4.3.1 Missing Value Report 

Sometimes, participants may omit one or more required responses (Hair et al., 2014a). 

Cavana et al. (2001) recommend that missing data is considered as a critical issue to 

researchers due to the negative impact on the results of an empirical study, especially 

in studies that use a quantitative approach. Additionally, PLS-SEM is sensitive in 

terms of missing data. Data could be missing for many reasons, namely human error 

including transcription errors, respondents may have a misunderstanding o f the 

questions or the topic, they did not know the correct response, or they were unwilling 

to respond to the question (Hair et al., 2010; Sekaran & Bougie, 2016).  

Researchers have agreed that missing percentage less or equal to 5% is considered as 

insignificant (Hair et al., 2014a; Tabachnick & Fidell, 2013). In order to identify and 

treat the missing data, Tabachnick and Fidell (2007) suggest replacing the missing 

values with mean of a nearby point but cases with more than 50% of missing values 

must be removed. Accordingly, 4 questionnaires were deleted as these participants 

answered less than 50% of the questions. Hair et al. (2010) recommend that if the 

missing data is less than 10% of the respondents (cases), it may be replaced through 

any imputation method.  

In the current study, 64 out of the 28,046 data points were missed (0.002). Table 4.2 

shows the percentage of the missing values of all variables. In detail, the distribution 

of missing values are as follows: tax audit, tax rate, and political instability had 5 

missing values each; tax fairness, tax penalty, and zakat payment had 6 missing values 

each; 9 missing values were detected in SMEs’ tax compliance and perception of 
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corruption; while removal of government subsidies and peer influence had 10 and 3 

missing values respectively (see Appendix H). 

Table 4.2 
Total and Percentage of Missing Values 

Variables 
Number of Missing 

Values 

Tax fairness  6 

Peer influence  3 

Perception of corruption  9 

Tax Audit  5 

tax rate 5 

tax penalty 6 

Political instability  5 

Zakat payment 6 

Removal of government subsidies  10 

SMEs tax compliance behaviour  9 

Total 64 

Note: Percentage of missing values = (the total number of missing values / total number of data points) ×100.  

4.3.2 Outliers Analysis 

Observations that do not conform to the main data is referred to as outliers (Barnett & 

Lewis, 1994). Outliers constitute a major problem in survey research (Hair et al., 

2014a). Hence, outlier exposure is another essential step in the data screen ing process 

which has high influence result of any statistical data analysis. Therefore, the use of 

any multivariate technique calls for the identification and treatment of outliers in the 

responses (Hair et al., 2010). Outliers are extreme responses to one or the entire items 

in the questionnaire (Sarstedt, Hair, Ringle, Thiele & Gudergan, 2016). Kline (2016) 

recommends that the extreme observed values for one variable are univariate outliers 

while the extreme values for more than one variable are multivariate outliers. Both 
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outliers may potentially cause problems by distorting the findings of the empirical 

analysis. 

There are many stages to outlier detection. First is an analysis of frequency statistics 

through a table of frequency for all variables to determine if there are any values 

outside the maximum and minimum ranges. Following this step, all data in this study 

was between the maximum and minimum values. The second stage is assessing the 

univariate outliers. Hair et al. (2016) recommend of evaluating the data for univariate 

outliers using a cut-off standardised value of ± 4 (p < 0.001). 

Thirdly, the Mahalanobis distance (D2) was used to assess the multivariate outliers. 

Tabachinick and Fidell (2013) defined Mahalanobis as the distance from the centroid 

of other cases. The centroid refers to the point on the intersection of the variables’ 

means. Based on the number of independent variables of the current study, nine 

represents the degree of freedom in the chi-square table with threshold value 27.88 (p 

= 0.001) (Tabachnick & Fidell, 2014). Then, a comparison was made between the chi-

square value and the Mahalanobis value to determine and delete any case whose 

Mahalanobis values surpassed this threshold (Chi-square). In line with this 

recommendation, seven multivariate outliers were detected and omitted. This was done 

because they may have a negative impact on the accuracy of data analysis as reported 

in Table 4.3. Therefore, the final data set after the omitted cases had 372 cases (see 

Appendix I). 
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Table 4.3  
Multivariate Outlier Detected and Removed 

Case number Mahalanobis Distance 

10 40.69474 

258 35.47530 

265 34.89712 

313 34.68880 

365 31.88954 

78 28.52243 

64 28.26802 

4.3.3 Normality Test 

In determining normality, the study employs skewness and kurtosis. Normality 

indicates that data has a symmetrical distribution exhibiting a shape that forms a bell 

curve (Pallant, 2013). According to Hair et al. (2016), normality is a crucial pre -

requisite in the multivariate analysis. If this assumption is violated, it may cause errors 

in the findings. Several previous researchers have indicated that PLS-SEM can provide 

a model that has an accurate estimation even in cases that have non-normal data 

distribution.  

Firstly, normality test was performed in the present study to check for normality of the 

sample. Among the different methods to evaluate normality, prior studies suggested to 

use skewness and kurtosis values to illustrate the distribution of data (Pallant, 2016; 

Kline, 2016). In social science researches, most measures and scales are skewed either 

negatively or positively (Pallant, 2013). The values of skewness should be within a 

range of +3 to -3 to be considered normal (Kline, 1998). Findings in Table 4.4 confirm 

that the skewness in this study is between +3 and -3 thus satisfying the requirements 
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of a normal distribution. According to Kline (2016), it should only be a problem when 

the value for skewness exceeds 3. 

The normality test of kurtosis reflects the flatness of the distribution curve of the data. 

The negative values of kurtosis refer to shapes flatter than normal while the positive 

values for kurtosis refer to the data distribution being more peaked than the normal 

(George & Mallery, 2016). According to Hair et al. (2016), kurtosis determines the 

peakness of the distribution. Coakes and Steed (2003) suggest that kurtosis values 

should range between +3 and -3. Table 4.5 represents the results of the Kurtosis test in 

this research. The Kurtosis test was conducted for all variables and it fell within the 

ideal suggested range of +3 and -3 as suggested by Kline (2016) and Coakes and Steed 

(2003). It was recently suggested that it should just be an issue when the absolute value 

for kurtosis exceeds 10 (Kline, 2016). Thus, it could be argued that the data displayed 

no problem with kurtosis, hence indicating the normal distribution of the data.  

Table 4.4 
Results of Skewness and Kurtosis for Normality Test  

Variables 

 Skewness  Kurtosis 

Value Std. Error Value 
Std. 

Error 

Income of SMEs -0.502 0.126 -0.491 0.252 

Tax Fairness  -0.914 0.126 0.973 0.252 

Peer Influence -0.157 0.126 0.566 0.252 

Perception of Corruption  -0.860 0.126 1.411 0.252 

Tax Audit -0.574 0.126 0.776 0.252 

Tax Rate  -0.924 0.126 0.541 0.252 

Tax Penalty  -0.432 0.126 -0.037 0.252 

Political Instability  -0.189 0.126 0.570 0.252 

Tax Compliance Costs  -0.280 0.126 -1.086 0.252 

Zakat Payment  -0.805 0.126 1.043 0.252 

Removal of government Subsides  -0.560 0.126 -0.213 0.252 

SMEs Tax Compliance Behaviour -0.270 0.126 -0.323 0.252 
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Secondly, Field (2009) and Coakes and Steed (2009) posit that the normality of data 

with a large sample of 200 and above is better checked with a graph rather with the 

values of skewness and kurtosis. Figure 4.1 shows that the distribution of the data 

collected for this study follows the pattern of normal distribution as all the bars on the 

histogram are close to the normal curve.  

 

 

Figure 4.1  

Histogram and Normal Probability Plot 

 
In summary, the normality results indicate satisfactory outcomes. The values of all 

variables investigated in this study have normal distribution. It should be noted that 

PLS-SEM analysis can proceed even with cases of non-normal distribution (Hair et 

al., 2016) (see Appendix K). 
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4.3.4 Multicollinearity Test  

Multicollinearity exists when there is a higher linear correlation between one or more 

independent variables in multiple regression (Hair et al., 2014a). According to Pallent 

(2013), multicollinearity occurs when the relationship between some independent 

variables is highly correlated. Tabachick and Fidell (2013) recommend that 

multicollinearity between the IVs may interfere with the statistical analysis outcomes. 

Thus, it is considered as a problem because it could indicate unstable regression 

coefficient (Bryman & Cramer, 2009). 

Hair et al. (2010) highly recommend to test of multicollinearity between independent 

variables before testing the study model. Therefore, the current study investigated 

multicollinearity using a correlation matrix as well as the Tolerance value and 

Variance Inflation Factor (VIF) as they have been commonly employed to detect 

multicollinearity (Pallant, 2010; O’brien, 2007). Pallant (2010) recommends that 

multicollinearity probably do not want to include two variables with a bivariate 

correlation of 0.7 or more in the same analysis among independent variables. Table 

4.5 presents the results of the multicollinearity among the independent variables of this 

study. The results indicate that no multicollinearity existed as the correlation. 
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Table 4.5 
Correlation among the Independent Variables 

 TFA PIN PCO TAU TRA TPE PION ZAP RGS 

TFA 1         

PIN .458** 1        

PCO .259** .204** 1       

TAU .401** .340** .159** 1      

TRA .326** .275** .184** .455** 1     

TPE .295** .316** -0.07 .413** .346** 1    

POIN .247** .261** 0.057 .280** .244** .282** 1   

ZPA .296** .267** .191** .268** .309** .177** .191** 1  

RGS .421** .290** .204** .506** .602** .392** .287** .317** 1 

Note: ** Correlation is significant at the 0.01 level (2-tailed). 

 

Next, tolerance and VIF were investigated via the SPSS collinearity diagnostics 

results. Multicollinearity is not an issue when the value of VIF is less than five and 

Tolerance is above 0.20 (Hair et al., 2014a). Table 4.6 presents the collinearity 

diagnostics results. The results indicate that no multicollinearity is present among the 

latent variables as all Tolerance values range between 0.499 to 0.910, which are all 

higher than 0.20. Meanwhile, the VIF values range from 1.099 to 2.004, which are 

below than five. Therefore, the results of collinearity diagnostic evident the absence 

of multicollinearity in the data of this study.   
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Table 4.6 
Multicollinearity Assessments Using Tolerance and VIF 

Variable 
Collinearity Statistics 

Tolerance VIF 

Income of SMEs 0.674 1.484 

Tax Fairness  0.521 1.918 

Peer Influence 0.700 1.429 

Perception of Corruption  0.842 1.188 

Tax Audit 0.624 1.602 

Tax Rate  0.586 1.706 

Tax Penalty  0.695 1.439 

Political Instability (Uncertainty) 0.844 1.184 

Tax Compliance Costs  0.910 1.099 

Zakat Payment  0.824 1.213 

Removal of government Subsidies  0.499 2.004 

4.3.5  Non-Response Bias Test 

The literature evident that non-respondents sometimes differ from other respondents 

in various aspects and hence the results of the study may be affected (Malhotra & 

Birks, 2007). This variance impacts the capacity to generalise the study results to the 

population (Bryman, 2016). According to Armstrong and Overton (1977), this test 

typically includes comparing respondents with late respondents. In this regard, Brown  

and Churchill (2004) state that late responses clearly show reluctance on the 

respondents’ part to participate in the survey. Researchers in the social science field, 

including business and accounting, normally examine the existence of non-response 

bias by comparing responses of early and late respondents. Through this method, the 

late respondents are assumed to be proxies for no respondents. Many prior studies used 

the method in the context of taxation studies (Azmi, Zainuddin, Mustapha & Nawi 

2016; Al-Ttaffi, 2017; Musa, 2018; Alshara’ah, 2018).  
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In the course of the fieldwork, as the questionnaires were being self-administered by 

the researcher and research assistants, they were numbered sequentially and a record 

of data of retrieval was also kept. Armstrong and Overton (1977) recommend such 

approach to detect the present of response bias. In this study, assessing this issue before 

the main analysis is necessary. The independent t-test statistic was used to compare 

the early respondents and the late respondents as suggested by Pallant (2007). This 

study categorised the sample into two master groups, namely the early respondents and 

late respondents. Vink and Boomsma (2008) suggest that early respondents are 

categorised as those answering within 30 days while contrasting those two categories 

with respect to all the questionnaires, and late respondents are identified as those 

responding after 30 days after circulating the questionnaires. 

According to the classification by Vink and Boomsma (2008), 319 respondents (86%) 

were classified as early responses while the remaining 53 respondents (14%) were 

grouped as late respondents. This study used the extrapolation approach to compare 

the independent, dependent, and moderating variables of the early and late 

respondents. According to Pallant (2013), the late respondents may have similar 

characteristics of non-respondents because they may not have responded if they were 

not followed up. Therefore, the late respondents could be utilised instead of non -

respondents in testing the bias of non-response.  

The t-test of variance was performed to investigate non-response bias. Comparison 

between the two groups was performed using the independent sample t-test. The 

objective was to find out any significant differences between them (Pallant, 2013). 

Table 4.7 shows that the findings of independent-samples t-test values were more than 
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0.05 (p-value > 0.05). Hence, no significant differences between those two groups 

(Pallant, 2013). Therefore, it can be concluded that non-response bias does not exist 

and will not significantly affect the generalizability of the results of this study. 

Table 4.7 
Results of Independent-Samples T-test of Non-Response Bias 

Variables Response Number Mean 
Std. 

Deviation 

Levine’s Test for 
Equality of 

Variances 

F Sig. 

 

Income of SMEs 

Early 
Response 

319 3.540 1.14800  

0.004 
 

 

0.947 
 

Late 
Response 

53 3.510 1.15400 

Tax Fairness  

Early 

Response 
319 3.606 0.70365 

 
0.989 
 

 
0.321 
 

Late 
Response 

 

53 3.467 0.74926 

Peer Influence 

Early 
Response 

319 3.296 0.68484  
0.1620 

 

 
0.688 

 
Late 
Response 

53 3.289 0.64562 

Perception of 
Corruption  

Early 

Response 
319 3.841 0.72709  

0.024 
 

 

0.878 
 

Late 
Response 

53 3.632 0.72822 

Tax Audit 

Early 

Response 
319 3.559 0.75044  

0.004 
 

 

0.947 
 

Late 
Response 

53 3.642 0.7379 

Tax Rate  

Early 

Response 
319 4.130 0.66763  

0.443 
 

 
0.506 
 

Late 

Response 
53 4.064 0.73879 

Tax Penalty  

Early 
Response 

319 3.213 0.88111  
1.003 
 

 
0.317 
 

Late 

Response 
53 3.142 0.92444 

Political Instability  

Early 
Response 

319 3.216 0.71564  
1.115 

 

 
0.292 

 
Late 

Response 
53 3.398 0.58081 

Tax Compliance 

Costs  

Early 
Response 

319 3.280 1.30800  

0.670 
 

 

0.414 
 

Late 

Response 
53 3.420 1.24700 

 
 
 

      



 

 171 

Table 4.7 (continued)       

Variables Response Number Mean 
Std. 

Deviation 

Levine’s Test for 
Equality of 
Variances 

F Sig. 

Zakat Payment  
 

Early 

Response 
319 3.738 0.72859  

0.515 
 

 
0.473 
 

Late 

Response 
53 3.698 0.63125 

Removal of 
government Subsides  

Early 
Response 

319 3.950 0.72756  
2.801 

 

 
0.095 

 
Late 

Response 
53 3.788 0.84543 

SMEs Tax 
Compliance 

Behaviour 

Early 
Response 

319 3.680 0.75974  
0.085 

 

 
0.771 

 
Late 
Response 

53 3.752 0.79301 

4.3.6 Common Method Variance  

As asserted by Podsakoff and Organ (1986), the application of single method or 

retrieval of data from single sources in a study might subject the study to bias, known 

as the common method bias (CMV). This study follows the recommendation by 

Podsakoff and Organ (1986) to confirm the presence of CMV. Thus, a principal 

component factor analysis was performed on the items used in this study and the result 

is shown in Appendix J. The findings from the principal component analysis show that 

the factors jointly explained 66.144% of the variance while the first or largest factor 

explained only 21.155% of the total variance, which was less than the 50% threshold 

recommended by Kumar (2012) and Podaskoff et al. (2003). This implies that the 

covariance in the predictor and criterion variables were not caused by a single factor 

(Podsakoff, MacKenzie & Podsakoff, 2012; Podaskoff et al., 2003). Thus, it is 

established that common method bias does not exist in this study, hence it is not an 

issue of concern. 
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4.4 Demographic Profile 

Demographic profile is considered the first step of statistical analysis. In the current 

study, this part provides the characteristics and information concerning the background 

of the respondents in terms of their age, gender, marital status, current position, and 

educational level. Also, the characteristics profile of SMEs was carried out on the 

SMEs’ profiles (the participants’ profile) and the latent variables as shown in the 

following sub-sections. 

4.4.1 Profile of the Respondents  

The respondents of this study include SMEs within the manufacturing sector in Yemen 

that pay their income tax to the Yemen Tax Authority. This part analyses the 

information provided by the respondents on their demographic features. The 

demographic characteristics examined in this study include age, gender, marital status, 

and education qualification. Table 4.8 shows the summary of demographic 

characteristics of the respondents. 

Table 4.8 

Summary of the Respondents’ Demographic Characteristics N=372 

Demographic 
information 

Categories Frequencies Percentages% 

 

Age (years) 

Less than 30 33 8.9 
30 – 50 243 65.3 
More than 50 96 25.8 

 372 100 

Gender 

Male 344 92.5 

Female 28 7.5 
 372 100 

Marital status 

Single 20 5.4 
Married 346 93.0 

Others 6 1.6 
 372 100 

Education level  

Before secondary school 16 4.3 

Secondary school\ Diploma 59 15.9 
Bachelor’s degree and above 297 79.8 
 372 100 
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From the table above, it is shown that most of respondents were between the age of 30 

to 50 years old with 65.3%, 25.8% of the respondents were more than 50 years old, 

and 8.9% were less than 30 years old. The summary also shows that most respondents 

were male with 92.5% as compared to only 7.5% of female. As for the marital status 

of the respondents, the summary shows that most of the respondents were married with 

93%, 5.4% were single, and 1.6% had other status such as divorcees and widows. In 

respect of their level of education, 79.8% of respondents had bachelor’s degree or 

above followed by 15.9% respondents with a secondary school or diploma certificate 

and 4.3% respondents whose level of education was before secondary school. Thus, 

this background indicates that SMEs owner-managers have appropriate experience, 

educational qualifications, and knowledge to respond to the survey. 

4.4.2 Profile of SMEs 

The profile of all SMEs who participated in the research was descriptively analysed. 

Information that was obtained include how long the SMEs have been in operation, key 

manufacturing activities, accounting system, and number of staff. Starting with the 

period of SMEs in operation, Table 4.9 shows that 43.4% of the SMEs involved in the 

survey were established for 5 to 10 years, 28% existed between 11 to 15 years, 24.7% 

were established for more than 15 years, and around 4% had been established for less 

than five years. Therefore, this finding shows that the majority of SMEs are matured 

(more than five years of operation) and have a great amount of experience that provides 

real support for discovering the influences of socio-psychological factors and 

deterrence factors on SMEs’ tax compliance behaviour. 
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Table 4.9 
Respondent SMEs by Number of Years 

Years in Operation Frequencies Percentages% 

Less than 5 years 15 4.0 

5-10 years 161 43.3 

11-15 years 104 28.0 

More than 15 years 92 24.7 

Total 372 100 

 

With respect to the respondents’ position, the findings in Table 4.10 illustrate that 

36.9% of the respondents were owner-managers, 36.8% of the respondents were chief 

executive officer, whereas 26.3% of the respondents were managing directors. Thus, 

the finding shows that the majority of matured responses were received from owner-

managers chief executive officers. This indicates that owner-managers and chief 

executive officers managing directors are more involved in tax matters and the records 

of SMEs. Given the position of these officers, it indicates that they can complete the 

questionnaire for their respective SMEs. Meanwhile, the level of hierarchy of the 

respondents from the SMEs provides some assurance for the reliability of responses 

as respondents from administrative positions in SMEs could generally be expected to 

be more knowledgeable concerning taxation and have the capacity to provide the 

information being sought in the questionnaire. 

Table 4.10 
Position of Respondents 

Position Frequencies Percentages% 

Chief executive officer 137 36.8 

Managing director 98 26.3 

Owner-managers 137 36.9 

Total 372 100 
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With regards to the manufacturing sector of the SMEs involved in the survey, Table 

4.11 shows that the sample of SMEs in the manufacturing sector has a vast range of 

industrial sub-sectors (Abduallah et al., 2019). The findings show that 41.1% of them 

deal with food products and beverages, 22% were others (services, retail, chemicals, 

printing, paper, and stationeries), 15.9% were from fabricate metal products, 14.5% 

were from non-metallic mineral products and 6.5% of the SMEs were from apparel 

products. However, oil had no respondent. In fact, the sub-sector of food products and 

beverages, fabricate metal products, and non-metallic mineral products had a higher 

number of firms as compared with other sub-sectors in the manufacturing sector. The 

oil sub-sectors had a lower number of firms than other sub-sectors in the 

manufacturing sector (YTA, 2019). 

Table 4.11 
Type of Main Manufacturing  

Type of Manufacturing Sub-

Sector 
Frequencies Percentages% 

Food product and beverage 153 41.1 

Fabricate metal product 59 15.9 

Non-metallic mineral product 54 14.5 

Apparel product 24 6.5 

Other (Services, retail, etc.) 82 22.0 

Total 372 100 

Pertaining to the method of keeping accounting records, Table 4.12 shows that the 

majority of the respondents kept their accounting records using computers which 

constitutes to 66.7%. Meanwhile, 21.8% of the respondents kept their records via 

mixed methods using both computer and manually. Also, 11.5% respondents kept their 

records using the manual system. This indicates that the majority respondents prefer 

to keep their records using computers. This is in line with the fact that it easier to use 
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computers in terms of storing, retrieving, and analysis information for internal or 

external use. The accounting system via computers also provides the benefits of being 

more organized and the ability to keep more copious records. 

Table 4.12 
Type of Accounting System 

Accounting System Frequencies Percentages% 

Manual system 43 11.5 

Computerized 248 66.7 

Mixed (computer & 

Manual) 
81 21.8 

Total 372 100 

 

Finally, the number of full-time has been categorized to represent the size of SMEs, 

which is considered the one standard for categorizing SMEs in Yemen (Abdullah et 

al., 2019; YMIT, 2014). As shown in Table 4.13, 40.3% of the responding SMEs had 

full-time employees ranging between 50 to 99 staff and thus can be categorised as 

being small-sized based on the definition of SMEs adopted from YMIT. About 31.4% 

of the SMEs employ between 1 to 49 employees and can be considered as micro-sized. 

The remaining 19.4% SMEs employ between 100 to 199 employees and thus can be 

classified as medium-sized. About 8.6% of SMEs employ 200 and above employees 

and thus can be classified as large-sized. This is consistent with the expectation of this 

study because all surveyed SMEs were obtained from the sample frame. 
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Table 4.13 
Distribution of Respondent SMEs According to Number of Staffs 

Accounting System Frequencies Percentages% 

Less than 50 118 31.7 

50-99 150 40.7 

100-149 72 19.4 

150-199 15 4.0 

200 and Above 17 4.6 

Total 372 100 

 

4.5 Descriptive Statistics of the Variables  

The aim of the descriptive analysis is to ascertain the level of tax compliance among 

SMEs. This section provides descriptive statistics for the latent variables of this study 

using mean and standard deviations. As suggested by Boone and Boone (2012), items 

in a Likert scale are based on mean (composite score). Hence, mean and standard 

deviations are recommended for the descriptive statistics of interval scale items. All 

variables were measured using five-point Likert scale with the exception for income 

of SMEs and tax compliance costs. The results of descriptive statistics are presented 

in Table 4.14. Average scores of the variables are between 3.2416 to 4.1202 and SD 

scores range between 0.677 to 1.298. 
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Table 4.14 
Descriptive Statistics of the Variables of the Study 

Variable Code Mean Std. Deviation 

SMEs Tax Compliance Behaviour STCB 3.6904 0.76388 

Income of SMEs ISMEs 3.5400 1.14700 

Tax Fairness TFA 3.5864 0.71095 

Peer Influence PIN 3.2953 0.67855 

Perception of Corruption PCO 3.8112 0.72994 

Tax Audit TAU 3.5706 0.74824 

Tax Rate TRA 4.1202 0.67755 

Tax Penalty TPE 3.2030 0.88648 

Political Instability  POI 3.2416 0.70025 

Tax Compliance Costs TCC 3.3000 1.29800 

Zakat Payment ZPA 3.7322 0.71488 

Removal of government Subsides RGS 3.9268 0.74640 

 

The descriptive statistics presented in the table depict the respondents’ views about the 

variables in this study based on the respective mean and standard deviation scores. The 

dependent variable of this study (i.e. SMEs’ tax compliance behaviour) has a mean 

score of 3.6904 with an associated standard deviation score of 0.76388. This indicates 

the neutral perception of compliance among the respondents about engaging in the acts 

of overstating expenses and underreporting income. 

Starting with the income of SMEs, the mean and standard deviations scores for income 

are 3.5400 and 1.147 respectively. These results indicate that most SMEs are small-

sized and medium-sized. For tax fairness, the table shows a mean and SD score of 

3.5864 and 0.71095 respectively. This indicates that most respondents believe that the 

current tax system of SAS is fair. Furthermore, the respondents’ opinions about peer 

influence and the perception of corruption are also presented by the descriptive 
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statistics. For peer influence, the descriptive statistics show a mean score of 3.2953  

with an associated SD of 0.67855. These results indicate that most respondents have a 

high perception that peer influence can influence compliance. For perception of 

corruption, the table shows the mean and SD scores of 3.8112 and 0.72994. The scores 

specify that most respondents agree with the existence of corruption in their dealing 

with tax authority.  

Furthermore, the table shows that the mean and SD scores of tax audit are 3.5706 and 

0.74824. This indicates that most respondents possess high perception that audit can 

take place and detect any discrepancies. For tax rate, the results show the mean and 

standard deviation scores of 4.1202 and 0.67755 respectively. This indicates that the 

respondents perceive the tax rate as fair. For tax penalty, the descriptive statistics show 

the mean score of 3.2030 with an associated SD of 0.88648, which indicate that most 

respondents are of the opinion that paying a penalty has a severe effect on their 

respective businesses.  

The respondent’ opinions about political instability, tax compliance costs, zakat 

payment, and removal of government subsidies are also presented by the descriptive 

statistics. For political instability, the table shows the mean and SD scores of 3.2416 

and 0.70025. This indicates that the respondents are not satisfied with the current 

political instability of Yemen. For tax compliance costs, the mean is 3.3000 and SD is 

1.29800. This indicates that the respondents incur high tax compliance costs in their 

compliance requirements. Tax compliance costs refer to the amount that represents the 

total tax compliance costs used as a proxy for tax compliance costs. It has significantly 

different mean and SD of high variation, which is transformed to normalize the data 
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(Osborne, 2010). Also, in PLS, extremely abnormal data can cause errors in the results 

(Hair et al., 2014a). Therefore, following previous study of tax compliance costs 

(Abdul-Jabbar, 2009; Musa, 2018), tax compliance costs were converted into Log 10 

or 5. For zakat payment, the table shows a mean score of 3.7322 with the SD score of 

0.71488. The score indicates that most respondents believe on the existence of a double 

tax on their income. In the case of government subsidies removal, the table shows the 

mean of 3.9268 with the SD of 0.74640. This indicates that most respondents are 

unsatisfied with the current removal of government subsidies. 

In summary, this section provides key information about the characteristics of the 

sample. The demographic background of SMEs was also explained. Next, the data 

screening steps were done to ensure that the data were ready for further analysis. This 

was followed by descriptive analysis for all variables. Following the preliminary tests  

conducted, the data appeared to be suitable for further analysis. It is now possible to 

move to the next stage of data analysis via the PLS-SEM. 

4.6 Assessment of PLS-SEM Path Model Results 

The PLS path model assessment was performed following the checking and screening 

of the data as presented in the previous section. The aim was to analyse and interpret 

the results of the direct relationship and moderating interactions that include: 1) 

measurement model evaluation and the outer model, namely the indicator reliability 

test, internal consistency test, convergent validity test, and discriminant validity test; 

and 2) the structural model evaluation (inner model): R-square (R²) determination, 

effect size (F²) determination, predictive relevance of the model confirmation, and path 
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coefficients testing as suggested by Hair et al. (2016), Hair et al. (2014a), Hair et al. 

(2012), and Henseler et al. (2009). Based on Sarstedt, Ringle and Hair (2017), tax 

compliance costs and income of SMEs, which are one-item variables, were excluded 

in presenting the result of the measurement model assessment.   

The framework of the current study comprises 62 reflective measurement items 

(indicators) for 10 latent constructs (variables) involving ten independent variables, 

one dependent variable, and one moderator variable, which shape the 20 relationships 

between them based on the hypotheses proposed in Chapter Three. 

4.6.1 Assessment of Measurement Model  

What researchers are interested when investigating the measurement model is to check 

whether the measures used for the constructs are reliable and valid (Ramayah, Lee & 

In, 2011). The major standards utilised to evaluate reflective measurement models are 

indicator reliability test, internal consistency test, convergent validity test,  and 

discriminant validity test as suggested by many researchers (Hair et al., 2014a; Hair et 

al., 2016; Henseler et al., 2009). 

4.6.1.1 Indicator Reliability 

The aim of measuring indicator reliability is to know how each item loads on the 

construct. The current study evaluates indicator reliability based on its respective outer 

loadings and a threshold value of 0.50 and above (Hulland, 1999). Nevertheless, if the 

outer loadings fall between 0.40 to 0.70, it is recommended to delete them especially 

if the Composite Reliability (CR) and the AVE increase after deletion (Hair et al., 
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2016). Moreover, Hair, Black, Babin, Anderson and Tatham (1998) recommend that 

the loadings above 0.3 are significant and above 0.4 are more significant. Also, Hair 

et al. (2016) state that indicators having the outer loadings of 0.40 to 0.70 should only 

be deleted if that increases the value of CR or the AVE is beyond the recommended 

threshold. As a result, some indicator loadings were excluded from the dataset because 

the loadings were less than the threshold value of 0.40 after being calculated by the 

PLS algorithm, namely PCO 4, POI 1, POI 6, POI 9, and TFA 5. 

Moreover, some items that ranged between 0.04 and 0.70 were also excluded. This is 

because Hair et al. (2014a) suggest to increase the value of CR and AVE of the related 

latent variables to the minimum acceptable value. This position led to the deletion of 

some items from the construct to maintain an acceptable level of reliability. The 

deleted items were PIN 5, PIN 6, ZPA1, ZPA 2, and RGS 9. Based on the above, 10 

items were deleted of the total of 62 items, which constituted to 16%. Thus, 52 items 

were cleared for the analysis in the final model. 

Previous studies in tax compliance have also removed some of their items. For 

example, Ayuba, Saad and Ariffin (2016) deleted 77% items in their study that focused 

on the tax compliance of SMEs as well. Ayuba et al. (2016) omitted around 69% of 

the items in their study on the tax compliance of SMEs. Sinnasamy and Bidin (2017a) 

also deleted 34% of total indicators. Also, Alshara’h (2018) deleted approximately 

35% of the total items in his study that focused on the sales tax compliance of SMEs. 

As recommended by Kline (2016), a minimum of two items were maintained after 

deleting some items and all constructs in the study had a minimum of three items. 

Table 4.15 presents the items and their respective loadings. 
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Table 4.15 
Outer Loadings  

Construct  Item Loading Deleted Item 
Loadings of 

Deleted Item 

 PCO1 0.850 PCO4 -0.317 

PCO PCO2 0.926   

 PCO3 0.866   

 PIN1 0.790 PIN5 0.566 

 PIN2 0.823 PIN6 0.631 

PIN PIN3 0.667   

 PIN4 0.656   

 PO12 0.792 POI1 0.201 

 POI3 0.612 POI6 0.106 
POI POI4 0.812 POI9 0.013 

 POI5 0.754   

 POI7 0.765   

 POI8 0.747   

 RGS1 0.789 RGS9 0.533 

 RGS2 0.806   

 RGS3 0.798   

 RGS4 0.755   

RGS RGS5 0.758   

 RGS6 0.750   
 RGS7 0.704   

 RGS8 0.689   

 STCB1 0.807   

 STCB2 0.774   

 STCB3 0.766   

STCB STCB4 0.677   

 STCB5 0.741   

 STCB6 0.585   

 TAU1 0.831   

TAU TAU2 0.805   

 TAU3 0.746   

 TAU4 0.570   

 TFA1 0.746 TFA5 0.045 
 TFA2 0.686   

 TFA3 0.744   

TFA TFA4 0.732   

 TFA6 0.735   

 TFA7 0.681   

 TFA8 0.635   

 TPE1 0.835   

TPE TPE2 0.835   

 TPE3 0.702   

 TPE4 0.693   

 TRA1 0.725   

 TRA2 0.708   

TRA TRA3 0.717   

 TRA4 0.711   

 TRA5 0.687   

 ZPA3 0.633 ZPA1 0.646 

 ZPA4 0.629 ZPA2 0.453 

ZPA ZPA5 0.766   

 ZPA6 0.759   

 ZPA7 0.755   

 52 Items 84% 10 Items 16% 

PCO= Perception of Corruption, PIN= Peer Influence, POI= Political Instability, RGS= Removal of government Subsides, 
STCB=SMEs Tax Compliance Behaviour, TAU= Tax Audit, TFA= Tax Fairness, TPE=Tax Penalty, TRA= Tax Rate, ZPA= 

Zakat Payment. 
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4.6.1.2  Internal Consistency Reliability 

This study assesses internal consistency reliability based on the Composite Reliability  

(CR) along with Cronbach’s alpha (CA) as these are the most prevalent indicators that 

have been utilized in Hair et al. (2014a) and Peterson and Kim (2013). Cronbach’s 

alpha is the traditionally utilised standard for the evaluation of internal consistency  

reliability. Cronbach’s alpha introduces an assessment of the construct reliability 

according to the inter correlations of the indicators. It assumes that each indicator has 

equal loadings and are reliable on the latent construct (Hair et al., 2016).  

However, due to the limitations of Cronbach’s alpha, employing consistency reliability 

(CR) is seen as a better alternative measure (Hair el al., 2016). It is the assumption of 

Cronbach’s alpha that all indicators are reliable to an equal extent. On the contrary, 

PLS-SEM rates each indicator on the strength of its individual reliability. Furthermore, 

Cronbach’s alpha values are affected by how many items are used in a particular scale. 

If they are numerous, it may underestimate the internal consistency reliability. Hair et 

al. (2016) recommend that due to the limitation of Cronbach’s alpha, it is 

recommended to use a different measure of internal consistency reliability which take 

the cognisance of different outer loadings of the indicators. The CR measure fulf ils 

such criteria.   

Henseler et al. (2009) suggest that Cronbach’s alpha values should exceed the 

threshold of 0.70. The measurement model result indicates that the Cronbach’s alpha 

values were satisfactory. However, Hair et al. (2019) state that emphasis should be on 

CR because, unlike Cronbach’s alpha, CR does not equal indicator loading on the 

construct. The CR values range between 0 and 1. Nevertheless, Hair et al. (2016) state 



 

 185 

that CR values of more than 0.70 are recommended but values between 0.60 and 0.70 

should be considered. Values of 0.95 and above are not desirable because it could be 

that the items are carbon copies. Table 4.16 shows the CR and CA values for all 

variables where the CR values of the variables loaded from 0.825 to 0.915 while the 

CA values of the constructs range from 0.722 to 0.893. Consequently, the latent 

variables in the current study are higher than the acceptable level of reliability. Based 

on the experts’ recommendations as outlined above, the Cronbach’s alpha and CR have 

yielded satisfactory results. 

Table 4.16 
Cronbach’s Alpha and Composite Reliability Values 

Latent Construct Cronbach’s Alpha (CA) Composite Reliability (CR) 

SMEs Tax Compliance Behaviour 0.820 0.871 

Tax Fairness 0.836 0.876 

Peer Influence 0.722 0.825 

Perception of Corruption 0.856 0.913 

Tax Audit 0.736 0.830 

Tax Rate 0.775 0.835 

Tax Penalty 0.787 0.852 

Political Instability 0.842 0.884 

Zakat Payment 0.778 0.835 

Removal of government Subsides 0.893 0.915 

4.6.1.3 Convergent Validity 

Hair et al. (2016) defined convergent validity as the measures of the same construct 

that positively correlates with each other. The AVE is a preferred method of 

investigating convergent validity on the variable level as recommended by Hair et al., 

(2011) and Fornell and Larcker (1981). According to Henseler et al. (2009) and Hair 

et al. (2013), the AVE measure is used to determine the extent to which constructs 
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have attained adequate convergent validity. An AVE threshold of 0.50 and above is 

recommended for assessing good convergent validity. Meanwhile, an AVE of 0.50 can 

be interpreted that the construct explains 50 percent of its indicators’ variance, hence 

attaining convergent validity (Hair et al., 2013; Fernandes, 2012). This means that this 

latent variable interprets and clarifies half or more of its item’s variance (Hair et al., 

2016; Henseler et al., 2009). Table 4.17 shows that all AVE values range between 

0.504 and 0.777. This can be interpreted that convergent validity was achieved in this 

research. 

Table 4.17 
Average Variance Extracted of the Constructs  

Latent Construct Average Variance Extracted (AVE) 

SMEs Tax Compliance Behaviour 0.531 

Tax Fairness 0.504 

Peer Influence 0.544 

Perception of Corruption 0.777 

Tax Audit 0.555 

Tax Rate 0.504 

Tax Penalty 0.592 

Political Instability 0.562 

Zakat Payment 0.506 

Removal of government Subsides 0.574 

4.6.1.4 Discriminant Validity  

Discriminant validity refers to the level to which each studied variable is different from 

the others (Duarte & Raposo, 2010). In the same line, Hair et al. (2013) assert that 

discriminant validity is the extent to which items in a construct differ from one another. 

It shows the extent to which items in a construct hang together and differ from those 

of others. Different approaches may be used to establish discriminant validity. Hair et 
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al. (2016) suggest that cross-loadings are typically the first approach to assess the 

discriminant validity of the indicators cross loading can be obtained through outer 

loading on the associated construct should be greater than any of its cross-loadings. 

The second criteria recommended by Hair et al. (2016) is the Fornell-Larcker 

approach. This technique compares the AVE’s square root against its correlations. It 

is expected that the AVE square root of each construct should be higher than its highest 

correlation with other constructs. The third criteria for assessing discriminant validity 

according to Henseler et al. (2015)  is to asset the Heterotrait-Monotrait ratio (HTMT) 

of the correlations. 

In this method, the Fornell-Larcker criterion, discriminant validity is established when 

the value of the AVE square root of each individual construct is higher than the highest 

correlation of the construct with other constructs (Hair et al., 2013, 2016, 2019; 

Henseler et al., 2009). The current study used both methods in assessing discriminant 

validity. Table 4.18 shows that all the square roots of AVE range between 0.710 and 

0.881 and they are greater than their correlations with the other latent constructs. This 

indicates that each latent construct shares more variance with its indicators than with 

other latent constructs, and therefore confirms the discriminant validity. Moreover, this 

study used the cross-loading method to test discriminant validity. As seen in Table 

4.18, the AVE’s square roots surpass the correlations of other latent constructs. This 

evident that discriminant validity was attained by the constructs. 
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Table 4.18 
Fornell-Larcker Discriminant Validity Analysis 

 PCO PIN POI RGS STCB TAU TFA TPE TRA ZPA 

PCO 0.881          

PIN 0.216 0.737         

POI 0.102 0.228 0.757        

RGS 0.300 0.277 0.420 0.757       

STCB 0.161 0.274 0.418 0.684 0.729      

TAU 0.221 0.332 0.341 0.504 0.514 0.745     

TFA 0.309 0.435 0.297 0.433 0.427 0.410 0.710    

TPE 0.040 0.323 0.319 0.415 0.454 0.448 0.291 0.769   

TRA 0.270 0.293 0.370 0.574 0.553 0.471 0.351 0.392 0.710  

ZPA 0.173 0.279 0.267 0.411 0.506 0.345 0.336 0.281 0.370 0.730 

PCO= Perception of Corruption, PIN= Peer Influence, POI= Political Instability, RGS= Removal of government Subsides, 
STCB=SMEs Tax Compliance Behaviour, TAU= Tax Audit, TFA= Tax Fairness, TPE=Tax Penalty, TRA= Tax Rate, ZPA= 

Zakat Payment. 
 

 
 

For the purpose of determining whether a construct or a set of constructs measure what 

they are meant for, cross loading test is performed (Urbach & Ahlemann, 2010). It 

establishes the variance that is explained by the latent variable. According to Hair et 

al. (2012), 0.5 and above is the acceptable value of cross loading. Table 4.19 shows 

the comparison results between the indicators loadings with all their cross-loadings. 

All indicators load higher on the construct than others on the reflective indicators, 

hence suggesting sufficient discriminant validity for further analysis. 
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Table 4.19 
Discriminant Validity Assessment using Indicators Loading and Cross Loading  

 PCO PIN POI RGS STCB TAU TFA TPE TRA ZPA 

PCO1 0.850 0.182 0.061 0.249 0.127 0.176 0.291 0.073 0.234 0.167 

PCO2 0.926 0.191 0.101 0.264 0.152 0.212 0.249 0.043 0.234 0.169 

PCO3 0.866 0.198 0.131 0.278 0.146 0.194 0.282 -0.006 0.246 0.142 

PIN1 0.227 0.790 0.181 0.276 0.241 0.310 0.353 0.273 0.251 0.231 

PIN2 0.225 0.823 0.204 0.227 0.230 0.215 0.372 0.246 0.253 0.240 

PIN3 0.049 0.667 0.128 0.127 0.164 0.231 0.291 0.252 0.130 0.181 

PIN4 0.085 0.656 0.133 0.154 0.157 0.221 0.249 0.174 0.214 0.158 

POI2 0.101 0.147 0.792 0.333 0.350 0.322 0.221 0.233 0.349 0.227 

POI3 0.001 0.187 0.612 0.232 0.257 0.174 0.238 0.237 0.169 0.208 

POI4 0.066 0.185 0.812 0.328 0.370 0.260 0.259 0.249 0.285 0.188 

POI5 0.126 0.140 0.754 0.290 0.271 0.254 0.144 0.201 0.291 0.164 

POI7 0.063 0.173 0.765 0.333 0.325 0.237 0.218 0.219 0.280 0.201 

POI8 0.158 0.181 0.747 0.363 0.259 0.293 0.189 0.285 0.303 0.172 

RGS1 0.292 0.241 0.286 0.789 0.548 0.439 0.404 0.355 0.465 0.410 

RGS2 0.289 0.185 0.365 0.806 0.491 0.475 0.333 0.350 0.468 0.346 

RGS3 0.248 0.243 0.332 0.798 0.534 0.421 0.339 0.340 0.431 0.311 

RGS4 0.203 0.144 0.379 0.755 0.478 0.373 0.248 0.248 0.461 0.276 

RGS5 0.208 0.210 0.259 0.758 0.511 0.363 0.346 0.333 0.442 0.297 

RGS6 0.224 0.289 0.308 0.750 0.582 0.366 0.396 0.302 0.432 0.323 

RGS7 0.157 0.162 0.284 0.704 0.515 0.339 0.281 0.292 0.393 0.213 

RGS8 0.185 0.181 0.333 0.689 0.469 0.270 0.246 0.285 0.383 0.157 

STCB1 0.140 0.285 0.345 0.572 0.807 0.398 0.389 0.388 0.434 0.454 

STCB2 0.099 0.206 0.353 0.464 0.774 0.387 0.311 0.332 0.373 0.373 

STCB3 0.069 0.143 0.271 0.452 0.766 0.330 0.297 0.306 0.330 0.316 

STCB4 0.049 0.199 0.216 0.384 0.677 0.334 0.237 0.321 0.339 0.287 

STCB5 0.171 0.192 0.279 0.449 0.741 0.404 0.290 0.347 0.515 0.430 

STCB6 0.153 0.156 0.316 0.623 0.585 0.373 0.312 0.278 0.396 0.234 

TAU1 0.174 0.234 0.339 0.457 0.509 0.831 0.387 0.400 0.463 0.352 

TAU2 0.203 0.300 0.245 0.413 0.379 0.805 0.295 0.355 0.368 0.242 

TAU3 0.144 0.303 0.187 0.357 0.338 0.746 0.308 0.344 0.274 0.216 

TAU4 0.137 0.150 0.232 0.222 0.239 0.570 0.190 0.189 0.244 0.131 
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Table 4.19 (continued) 

 PCO PIN POI RGS STCB TAU TFA TPE TRA ZPA 

TFA1 0.306 0.293 0.194 0.361 0.320 0.381 0.746 0.235 0.282 0.317 

TFA2 0.152 0.240 0.182 0.290 0.312 0.240 0.686 0.213 0.194 0.227 

TFA3 0.254 0.314 0.223 0.322 0.300 0.322 0.744 0.196 0.198 0.242 

TFA4 0.191 0.249 0.201 0.247 0.226 0.240 0.732 0.124 0.210 0.191 

TFA6 0.254 0.317 0.241 0.347 0.341 0.321 0.735 0.242 0.344 0.266 

TFA7 0.228 0.296 0.187 0.303 0.335 0.269 0.681 0.184 0.276 0.191 

TFA8 0.118 0.468 0.181 0.246 0.252 0.239 0.635 0.233 0.207 0.212 

TPE1 0.089 0.231 0.324 0.441 0.480 0.433 0.286 0.835 0.434 0.265 

TPE2 0.063 0.290 0.237 0.317 0.350 0.421 0.220 0.835 0.334 0.227 

TPE3 -0.017 0.260 0.178 0.238 0.269 0.218 0.181 0.702 0.188 0.159 

TPE4 -0.110 0.238 0.167 0.174 0.182 0.207 0.169 0.693 0.106 0.114 

TRA1 0.300 0.211 0.205 0.374 0.263 0.342 0.217 0.311 0.725 0.238 

TRA2 0.219 0.251 0.253 0.352 0.256 0.330 0.289 0.262 0.708 0.225 

TRA3 0.202 0.233 0.284 0.365 0.328 0.350 0.180 0.275 0.717 0.244 

TRA4 0.099 0.192 0.294 0.479 0.590 0.319 0.301 0.297 0.711 0.282 

TRA5 0.243 0.176 0.261 0.392 0.305 0.347 0.216 0.230 0.687 0.278 

ZPA3 0.149 0.181 0.053 0.094 0.235 0.125 0.098 0.043 0.111 0.633 

ZPA4 0.159 0.161 0.118 0.080 0.150 0.132 0.192 0.066 0.184 0.629 

ZPA5 0.174 0.169 0.135 0.228 0.282 0.181 0.267 0.131 0.281 0.766 

ZPA6 0.197 0.224 0.201 0.277 0.345 0.215 0.279 0.107 0.249 0.759 

ZPA7 0.047 0.230 0.290 0.462 0.512 0.386 0.289 0.396 0.363 0.755 

PCO= Perception of Corruption, PIN= Peer Influence, POI= Political Instability, RGS= Removal of government Subsides, 
STCB=SMEs Tax Compliance Behaviour, TAU= Tax Audit, TFA= Tax Fairness, TPE=Tax Penalty, TRA= Tax Rate, ZPA= 

Zakat Payment. 

 

 

In the third approach, an HTMT above 0.90 can be interpreted that discriminant 

validity is not attained. If the constructs are conceptually different, a value of 0.85 or 

less would be needed (Henseler et al., 2015). Table 4.20 shows that all the square roots 

of HTMT range between 0.114 and 0.786. This indicates that each latent construct 

shares more variance with its indicators than with other latent constructs, and therefore 

confirmed discriminant validity. 

 



 

 191 

Table 4.20 
Heterotrait-Monotrait Ratio (HTMT) 

 PCO PIN POI RGS STCB TAU TFA TPE TRA ZPA 

PCO           

PIN 0.252          

POI 0.136 0.283         

RGS 0.341 0.327 0.485        

STCB 0.186 0.344 0.485 0.786       

TAU 0.276 0.453 0.426 0.598 0.628      

TFA 0.360 0.556 0.335 0.488 0.500 0.499     

TPE 0.114 0.430 0.361 0.445 0.509 0.520 0.335    

TRA 0.360 0.381 0.440 0.650 0.594 0.594 0.405 0.421   

ZPA 0.245 0.349 0.270 0.375 0.518 0.354 0.380 0.241 0.402  

PCO= Perception of Corruption, PIN= Peer Influence, POI= Political Instability, RGS= Removal of government Subsides, 
STCB=SMEs Tax Compliance Behaviour, TAU= Tax Audit, TFA= Tax Fairness, TPE=Tax Penalty, TRA= Tax Rate, ZPA= 

Zakat Payment. 

 

In conclusion, the measurement model of this study was examined by means of several 

tests including indicator reliability, internal consistency test, convergent validity, and 

discriminant validity. The main purpose for conducting these tests is to ensure that the 

measurement model is valid and reliable before proceeding further to test the 

hypotheses. The overall results from the measurement model indicate that the items 

and constructs utilised in this study have attained the desired statistical properties in 

order to proceed to the next phase of PLS-SEM, which is the structural model. 

4.6.2 Assessment of Structural Model 

The structural model or inner model comes after the measurement model. It is meant 

to assess the predictive abilities of the constructs in the study and to determin e the 

relationship between the IVs and DV. It is important to assess the collinearity of the 

constructs before proceeding to the interrelationships (Hair et al., 2013). The 

collinearity measures are important because when independent have multi-collinearity 
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problems, it becomes difficult to determine their individual effect on the dependent 

variable since the constructs tend to be the same thing (Hair et al., 2010). In the current 

study, collinearity was not a problem as can be seen in Table 4.21. According to Hair 

et al. (2016), collinearity is measured using the VIF and values below 5 are considered 

very good. 

Table 4.21 
VIF (Collinearity Measures) 

Variables VIF 

Income of SMEs 1.649 

Tax Fairness  2.152 

Peer Influence 1.433 

Perception of Corruption  1.323 

Tax Audit 1.732 

Tax Rate  2.112 

Tax Penalty  1.667 

Political Instability  1.487 

Tax Compliance Costs  1.277 

Zakat Payment  1.364 

Removal of government Subsides  2.284 

 

Next is to assess the influence of the IVs on the DVs. Categorically, there are four 

requirements to assess the structure model comprising: 1) the coefficient of 

determination (R²); 2) effect size (f²); 3) predictive relevance (Q²) of the model; and 

4) path coefficient (β) to test the study hypotheses (Hair et al., 2011, 2013, 2010, 

2014a, 2019; Fernandes, 2012; Chin, 2010; Henseler et al., 2009). Furthermore, the 

Goodness of Fit (GoF) recommended by Tenenhaus, Vinzi, Chatelin and Lauro, (2005) 

was used. Lastly, bootstrapping was employed to examine the significant level of the 

hypothesis in the study model.  
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4.6.2.1 Coefficient of Determination (R²) 

The amount of variance in the DV explained by all the IVs combined is called the 

coefficient of determination (Barclay, Higgins & Thompson, 1995). R² value, which 

is the coefficient of determination, is one of the measures in the structural model 

evaluation and it is considered to be an important requirement for the inner model in 

the PLS-SEM used in this study (Hair et al., 2019; Hair et al., 2016; Henseler et al., 

2009). According to Menard (2000), R² indicates that a model is fit for a quantitative 

dependent variables and measures how strongly the independent variables come 

together and relate to the dependent by explaining the variability in the dependent 

variable. According to Hair et al. (2014a), there is no a generalisable statement for the 

acceptable level value of R². Whether an R² is considered acceptable or not depends 

mainly on the context of research, research area, and model complexity.  

Consequently, several criteria are recommended when assessing the R² values. Hair et 

al. (2016) state that in marketing research, R² values of 0.75, 0.50, and 0.25 could be 

interpreted as substantial, moderate, or weak. Furthermore, Chin (1998) suggests that 

the R² findings of 0.67 or above, 0.33 or above, and 0.19 or above for dependent 

variables can be considered as substantial, moderate, and weak. However, this study 

follows the commonly utilised standard by Hair et al. (2016) in evaluating the values 

of variance explained (R²) by the exogenous variable. Thus, following Hair  et al. 

(2016) criteria, the endogenous latent construct achieved an acceptable level of R² 

result, which was considered as substantial. By the standard of Hair et al. (2016), the 

R2 obtained in this study could be said to be very good. Table 4.22 shows the R² results 
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of the dependent variable (SMEs’ tax compliance behaviour) in this current study (see 

Appendix M). 

Table 4.22 
Coefficients of Determination (R²) 

Endogenous Variable 
Variance Explained (R²) 

R² Value Size 

SMEs Tax Compliance Behaviour 0.647 Substantial 

4.6.2.2 Effect Sizes (f2) 

Effect size (f²) value is an evaluation to describe the proportional effects of a specified 

exogenous variables (independent variables) on endogenous variable (dependent 

variable) by observing the changes in the value of R² after omitting exogenous 

variables from the model (Hair et al., 2014a; Chin, 2010). In other words, the R2 values 

determine the combined effects of all exogenous variables on the endogenous one and 

the f2 determines the individual effect of each construct in the model. This test will 

enable the researcher to know the importance of the construct and its overall impact in 

the model. The impact size can be calculated as: 

f2 = 
𝑅2 𝑖𝑛𝑐𝑙𝑢𝑑𝑒𝑑 −𝑅2  𝑒𝑥𝑐𝑙𝑢𝑑𝑒𝑑  

1−𝑅2 𝑖𝑛𝑐𝑙𝑢𝑑𝑒𝑑 
 

R² included is the R² obtained on the endogenous variable when the exogenous variable 

is utilised in the structural model whilst R² excluded is the R² obtained on the 

endogenous variable when the exogenous variable is not utilised in the structural 

model. According to Cohen (1988), f 2 values of 0.02, 0.15, and 0.35 should be 

considered as small, medium, and large respectively. However,  Chin et al. (2003) 

emphasise that even very small effect sizes are important and should not be ignored. 
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Table 4.23 shows that seven exogenous variables have an effect size (f²) of greater 

than the suggested value (0.02). They are tax fairness, tax audit,  tax rate, tax penalty, 

political instability, tax compliance costs, and zakat payment. The impact of variable 

on SMEs’ tax compliance behaviour has a small effect. Consequently, effect size is at 

an acceptable level. 

Table 4.23 
Effect Size of the Exogenous Variables on Endogenous Variable 

Exogenous Latent Construct f² Effect sizes 

Tax Fairness 0.036 Small 

Peer Influence 0.002 Very Small 

Perception of Corruption 0.001 Very Small 

Tax Audit 0.042 Small 

Tax Rate 0.071 Small 

Tax Penalty 0.021 Small 

Political Instability 0.021 Small 

Income of SMEs 0.015 Very Small 

Tax Compliance Costs 0.081 Small 

Zakat Payment 0.104 Small 

4.6.2.3 Predictive Relevance (Q2) 

This study assessed predictive relevance (Q²) using Stone-Geisser’s Q² test based on 

the blindfolding techniques (Hair et al., 2014a). According to Hair et al. (2016), the Q² 

should be accessed through the blindfolding process. This study followed the 

blindfolding procedure to obtain the cross-validated measure for the endogenous latent 

construct. Moreover, Sattler, Völckner, Riediger and Ringle (2010) suggested the 

blindfolding processes to examine the Q² of the structure model. Based on Hair et al. 

(2019) and Henseler et al. (2009), when the cross-validated redundancy measure (Q²) 
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value is greater than zero, this indicates the predictive relevance of the model. 

Conversely, values of below than zero indicate a lack of predictive relevance. 

Q²=1- SSE/SSO 

 

Following this standard, the cross-validation redundancy measure (Q²) for the 

endogenous variable SMEs tax compliance behaviour was 0.302. Thus, the model 

provides evidence of predictive relevance. Table 4.24 presents the cross-validated 

redundancy for the model of this study. 

Table 4.24 
Construct Cross-Validated Redundancy (Q²) 
Endogenous latent variable SSO SSE 1-SSE/SSO 

SMEs Tax Compliance Behaviour 2,232.000 1,558.552 0.302 

 

4.6.2.4  Goodness of Fit of the Model 

The goodness of fit test is used to test if  the sample data fits a distribution from a 

certain population (i.e. a population with a normal distribution or one with a Weibull 

distribution). PLS-SEM is only a single measure goodness-of-fit recommended by 

Tenenhaus et al. (2005).Meanwhile, Henseler and Sarstedt (2013) and and Hair et al. 

(2014a) assert that the goodness-of-fit index does not represent a valid criterion for the 

PLS-SEM validation. The goodness-of-fit (GoF) can be calculated by the following 

formula: 

GoF= √(𝑅2 × 𝐴𝑉𝐸) 
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In the present study, the goodness-of-fit (GoF) value of the model is 0.581, which has 

been attained as follows: 

 

GoF=√(0.647 × 0.531 ) = 0.581 

 

However, the goodness-of-fit value of current study comparing with threshold values 

of goodness-of-fit that Wetzels et al. (2009) suggested (less than 0.1 represents no fit, 

between 0.1-0.25 represents small, between 0.25-0.36 represents medium and greater 

than 0.36 represents large), the overall, can be made that model goodness-of-fit was 

large indicating a sufficient of the global PLS model validity. 

4.6.2.5 Direct Relationships and Hypotheses Testing  

This section presents the result of the direct relationships between variables in this 

study. This is analysed using the PLS-SEM model to examine the hypothesised 

relationships. Usually, sign, path coefficients (β), and t value are used for hypotheses 

testing in PLS-SEM (Hair, et al., 2016). In order to test the hypotheses, the current 

study used the PLS algorithm and the standard bootstrapping procedure with 5000 

bootstrap samples and 372 cases to assess the significance of the path coefficients (β) 

using a one-tailed test (Hair et al., 2016). When a t-value falls between 1.65 to 2.33, 

the value is significant at the level of 0.05. Meanwhile, a t-value higher than 2.33 is 

significant at the level of 0.01. There are 20 hypotheses formulated to test various 

relationships in the model of this study. However, hypothesis ten relates to the 

moderate path (indirect relationship). This subsection examines the direct relationships 

which comprise of ten hypotheses. Usually, the size of the path coefficient is measured 
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through the PLS algorithm and the significance of the relationship is determined 

through the bootstrapping procedure in Smart PLS 3.0. The direct relationships in the 

model of this study were examined through the PLS algorithm and the results are 

shown in Table 4.25 which are discussed further in the following sections. 

Table 4.25 
Result of Hypotheses Testing (Direct Relationship) 

H Relationship 
Path 

coefficient 
T –Value P – Value Decision 

H1 ISMEs-> STCB -0.101 2.272 0.012** Supported 

H2 TFA-> STCB 0.178 3.439 0.000*** Supported 

H3 PIN-> STCB -0.023 0.538 0.295 Not Supported 

H4 PCO-> STCB -0.029 0.821 0.206 Not Supported 

H5 TAU-> STCB 0.175 3.810 0.000*** Supported 

H6 TRA-> STCB 0.225 5.163 0.000*** Supported 

H7 TPE-> STCB 0.118 2.601 0.005*** Supported 

H8 POI-> STCB 0.110 2.634 0.004*** Supported 

H9 TCC-> STCB -0.198 5.832 0.000*** Supported 

H10 ZPA-> STCB 0.246 4.953 0.000*** Supported 

Note: Significant at * p < 0.05, **p < 0.01, ***p < 0.001 
 
Based on the findings presented in Table 4.25 and Figure 4.2, the results of the 

relationships between the independent variables and the dependent variable are as 

follows: 

H1: The finding illustrated that the predicted relationship between income of SMEs 

(ISMEs) and SMEs’ tax compliance behaviour was significant and negative (β = -

0.101, t= 2.272, p < 0.01), and, thus, the hypothesis was supported.  

H2: The path from (TFA) tax fairness to SMEs tax compliance behaviour was 

significant and positive relationship exists (β = 0.178, t = 3.439, p < 0.001), suggesting 
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that as the extent of tax fairness increases, so does the increase of SMEs’ tax 

compliance behaviour. Hence, H2 was supported. 

H3: The finding showed that (PIN) peer influence had an insignificant relationship 

with SMEs’ tax compliance behaviour (β = -0.023, t = 0.538, p > 0.01). Thus, the 

hypothesis was not supported. 

H4: The finding illustrated that the predicted relationship between perception of 

corruption (PCO) and SMEs’ tax compliance behaviour was insignificant and 

negatively related (β = -0.029, t= 0.821, p > 0.05). Thus, the hypothesis was not 

supported. 

H5: The path from tax audit (TAU) to SMEs tax compliance was significant and 

positive (β= 0.175, t = 3.810, p < 0.001). This implies that the tax audit affected the 

extent of SMEs’ tax compliance. Therefore, the hypothesis was supported. 

H6: The path of tax rate (TRA) to SMEs tax compliance behaviour was significant (β 

= 0.225, t = 5.163, p > 0.001). This confirms that there is a positively significant 

relationship between tax rate and SMEs’ tax compliance behaviour. Therefore, H6 was 

supported.  

H7: The relationship between (TPA) tax penalty and SMEs tax compliance behaviour 

was significant and positive (β = 0.118, t = 2.601, p < 0.001), indicating that as the 

extent of tax increases; the SMEs’ tax compliance increases accordingly. Therefore, 

H7 was supported. 
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H8: The path from (POI) political instability to SMEs’ tax compliance behaviour was 

significant and positive relationship (β = 0.110, t = 2.634, p < 0.001). Thus, the 

hypothesis was supported. 

H9: The relationship between (TCC) tax compliance costs and SMEs’ tax compliance 

behaviour was significant and negative (β = -0.198, t = 5.832, p < 0.001), Therefore, 

H9 was supported. 

Finally, H10 is also supported by the positive and significant influence of (ZPA) zakat 

payment on SMEs’ tax compliance behaviour (β = 0.246, t = 4.953, p < 0.001), 

Therefore, the hypothesis was supported. 
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Figure 4.2 

PLS Bootstrapping for the Study Structural Model: Direct Hypothres
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4.6.2.6 Testing of Moderating Effect 

Moderator analysis was made popular by Baron and Kenny (1986).  Moderator testing 

is often utilised to reveal whether a moderating effect of exogenous variables is present 

an endogenous variable. Moderator is introduced when it is expected that the influence 

of an IV on a DV also depends on another variable called a moderator. The moderating 

variable interacts with the IV to determine the effects on the DV (Edwards & Lambert, 

2007; Baron & Kenny, 1986). In this study, removal of government subsidies (RGS) 

is hypothesised to moderate the relationship between the IVs in this study and SMEs’ 

tax compliance behaviour. The Smart PLS 3.0 software was employed to evaluate the 

moderating impact of removal of government subsidies.  

For the purpose of integrating the moderating impact into path model, the PLS-SEM 

needs the interaction term to be modelled as an extra latent variable called the 

“interaction latent construct”. In PLS-SEM, testing like a construct can be done 

through three methods comprising: 1) the product indicator where the interaction 

impact is shaped by generating a latent interaction variable in which its items are 

evaluated by multiplying all predictor’s items with all moderator items; 2 ) the two-

stage approach in which the construct scores of the moderator and predictor are 

calculated and saved. Then, the latent interaction variables are made in which its items 

are evaluated by multiplying the saved scores of both the moderator and predictor; and 

3) the orthogonalization approach via residuals that are calculated by regressing all 

possible pairwise product terms of the indicators of the latent predictor and the latent 

moderator variable on all indicators of the latent predictor and the la tent moderator 

variable (Hair et al., 2016). 
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Overall, the two-stage approach is the most versatile approach as it can be used 

regardless of whether the exogenous construct is measured reflectively or formatively 

(Hair, Sarstedt, Ringle & Gudergan, 2018; Hair et al., 2016). Therefore, the two-stage 

approach is generally preferred (Hair et al., 2018; Becker, Ringle & Sarstedt, 2018; 

Sarstedt, Hair, Cheah, Becker & Ringle, 2019). In addition, Hair et al. (2016) assert 

that if the IVs and the moderator are measured reflectively, the further choice of 

method depends on the aim of the analysis. If the researcher’s aim is to determine 

whether the moderating variable have a significant impact in the relationship, it is 

better to use the two-stage approach. Therefore, this study followed the 

recommendation by Hair et al. (2018), Hair et al. (2016), and Anderson and Gerbing 

(1988) and employed the two-stage approach. 

In order to obtain the result of moderating effect of the current study, Chin (2010) and 

Hair et al. (2016) illustrated that bootstrapping process with 5000 resamples is the most 

powerful test to ascertain the significance of path coefficients of the moderating effect. 

Table 4.26 and Figure 4.2 show the details of the moderating effects. 
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Table 4.26 
Result of Hypotheses Testing (Moderating Effect) 

H Relationship 
Path 

coefficient 
T –Value P – Value Decision 

H11 
RGS ×ISMEs-> 

STCB 
-0.030 0.667 0.252 

Not 

Supported 

H12 RGS ×TFA-> STCB 0.101 1.963 0.025* Supported 

H13 RGS ×PIN-> STCB -0.030 0.656 0.256 
Not 

Supported 

H14 RGS ×PCO-> STCB 0.033 1.010 0.156 
Not 

Supported 

H15 RGS ×TAU-> STCB -0.151 3.094 0.001*** Supported 

H16 RGS ×TRA-> STCB 0.090 1.908 0.028* Supported 

H17 RGS ×TPE-> STCB 0.120 2.591 0.005** Supported 

H18 RGS ×POI-> STCB 0.025 0.599 0.274 
Not 

Supported 

H19 RGS ×TCC-> STCB -0.090 2.238 0.013* Supported 

H20 RGS ×ZPA-> STCB -0.005 0.115 0.454 
Not 

Supported 

Note: Significant at * p < 0.05, **p < 0.01, ***p < 0.001 

H11: The finding is presented in Table 4.26. The interaction between removal of 

government subsidies and income of SMEs is insignificant and weak (β= -0.030, t= 

0.667, p > 0.05). Thus, removal of government subsidies does not have significant 

moderating impact on the role of income of SMEs on SMEs’ tax compliance 

behaviour. Thus, H9 has been rejected. 

H12: It was predicted that removal of government subsidies would moderate the 

relationship between tax fairness and SMEs’ tax compliance behaviour. The result (see 

Table 4.26) shows support for H12 (β= 0.101, t= 1.963, p<0.05). This implies that 

removal of government subsidies has a significant moderating effect, indicating that a 

high level of removal of government subsidies diminishes the positive relationship 

between tax fairness and SMEs’ tax compliance behaviour. Figure 4.3 indicates that 

the interaction pattern is in alignment with H12 where the removal of government 
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subsidies (RGS) strengthens the positive relationship between tax fairness (TFA) and 

SMEs’ tax compliance behaviour (STCB). 

 
Figure 4.3 
The Interaction Effect between RGS and TFA 
 
 

H13: It was posited that removal of government subsidies would moderate the effect 

of peer influence on SMEs’ tax compliance behaviour. Result of the analysis (see 

Table 4.26) indicates that this is not supported H14 (β = -0.030, t = 0.656, p >0.05). It 

is also an indication that removal of government subsidies has no significant 

moderating effect. 

H14: It was predicted that removal of government subsidies would moderate the 

relationship between perception of corruption and SMEs’ tax compliance behaviour. 

As presented in Table 4.26, the finding indicates that the interaction between removal 

of government subsidies and perception of corruption is weak and insignificant (β = 

0.033, t = 1.010, p >0.05). Thus, removal of government subsidies does not have a 
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significant moderating impact on the role of perception of corruption or SMEs’ tax 

compliance. Thus, H13 has been rejected. 

H15: It was predicted that removal of government subsidies would moderate the 

impact of tax audit on SMEs’ tax compliance behaviour. Findings, as seen in Table 

4.26, suggest the interaction effect between removal of government subsidies and tax 

audit is negatively related (β = -0.151, t = 3.094, p< 0.005). Hence, a high level of 

government subsidies removal magnifies the negative effect of tax audit on SMEs’ tax 

compliance behaviour. Thus, removal of government subsidies negatively moderates 

the influence of tax audit on SMEs’ tax compliance behaviour, whereby high level of 

government subsidies removal diminishes the positive influence of tax audit on SMEs’ 

tax compliance behaviour. Figure 4.4 indicates that tax audit is more effective on the 

tax compliance behaviour of SMEs when the removal of government subsidies is low. 

Therefore, H15 has been supported. 

 

Figure 4.4 
The Interaction Effect between RGS and TAU 
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H16: It was predicted that the removal of government subsidies would moderate the 

influence of tax rate on SMEs’ tax compliance behaviour. The findings (see Table 

4.26) indicate that H16 is supported (β= 0.090, t= 1.908, p<0.05). The interpretation 

is that the removal of government subsidies acts as a moderator where it diminishes 

the positive influence of tax rate on SMEs’ tax compliance behaviour. Figure 4.5 

shows that H16 is supported, subsequently indicating that RGS strengthens the positive 

relationship between TRA and STCB. 

 

Figure 4.5 

The Interaction Effect between RGS and TRA 
 
 
H17: It was predicted that the removal of government subsidies would moderate the 

effect of tax penalty on SMEs’ tax compliance behaviour. As reported in Table 4.26, 

the findings suggest that the interaction effect between the removal of government 

subsidies and tax penalty is positively related (β = 0.120, t = 2.591, p< 0.005). Hence, 

removal of government subsidies magnifies the positive influence of tax penalty on 

tax compliance. It could be interpreted that removal of government subsidies is a 
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moderator to the influence of tax penalty on SMEs’ tax compliance. Figure 4.6 shows 

that H17 is supported meaning that RGS strengthens the positive relationship between 

TPA and STCB. Therefore, H17 has been supported. 

 

 

Figure 4.6 

The Interaction Effect between RGS and TPA 
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behaviour. Thus, H18 has been rejected. 

y = 0.014x + 2.623

y = 0.362x + 2.813

1

1.5

2

2.5

3

3.5

4

4.5

5

Low TPA High TPA

S
T

C
B

Moderator
Low RGS

High RGS

Linear (Low RGS)

Linear (High RGS)



 

 209 

H19: It was posited that the removal of government subsidies would moderate the 

influence of tax compliance costs on the tax compliance behaviour of SMEs. The 

findings (see Table 4.26) is in line with H19 (β = -0.090, t = 2.238, p < 0.05). The 

interaction was discovered to be negative which could be interpreted that the removal 

of government subsidies reduces the negative influence of tax compliance costs on 

SMEs’ tax compliance behaviour. Figure 4.7 points out that the interaction pattern is 

consistent with H19 where RGS strengthens the negative relationship between TCC 

and STCB. Tax compliance costs are more effective on SMEs’ tax compliance 

behaviour when the removal of government subsidies is low. 

 

Figure 4.7 
The Interaction Effect between RGS and TCC 
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Figure 4.8 

PLS Bootstrapping for the Study Structural Model: Indirect Hypotheses 
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4.6.2.7 The Effect Size of Removal of Government Subsidies as a Moderator 

In order to test the power of the interaction impacts of the removal of government 

subsidies on the associations between income of SMEs, tax fairness, perception of 

corruption, peer influence, tax audit, tax rate, tax penalty, political instability, tax 

compliance costs, and zakat payment with the tax compliance behaviour of SMEs, 

Chin (2010) recommends comparing the R² of the model with and without moderation. 

The variation in R² is utilised to evaluate the effect size (f²) for the moderator. In line 

with the rule of thumb, f² values of 0.35, 0.15, and 0.02 are recommended to be 

considered as large, moderate, and small effects (Cohen 1988). Therefore, the strength 

of the interaction impact could be expressed by utilising the same formula for the main 

impact model (Cohen, 1988): 

effect size (f²) =  
𝑅2𝑚𝑜𝑑𝑒𝑙 𝑤𝑖𝑡ℎ 𝑡ℎ𝑒 𝑚𝑜𝑑𝑒𝑟𝑎𝑡𝑜𝑟−𝑅2𝑚𝑜𝑑𝑒𝑙 𝑤𝑖𝑡ℎ𝑜𝑢𝑡 𝑚𝑜𝑑𝑒𝑟𝑎𝑡𝑜𝑟 

1−𝑅2𝑚𝑜𝑑𝑒𝑙 𝑤𝑖𝑡ℎ 𝑚𝑜𝑑𝑒𝑟𝑎𝑡𝑜𝑟
 

 

As presented in Table 4.27, the effect size of the moderate is found to have an effect 

size (f²) of 0.28, suggesting that the interaction effect is large. Thus, it can be concluded 

that the model in which the removal of government subsidies is proposed to moderate 

the relation between the exogenous constructs and endogenous construct and have a 

significantly greater explanatory strength than the main model. 

Table 4.27 
Effect Sizes of the Moderator 
Moderating R2Included R2 Excluded f2 Effect Size 

Removal of Government Subsidies 0.647 0.548 0.28 Moderate 
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4.6.2.8 Summary of Hypotheses Testing 

The evaluations for the structural model have been tested with and without a 

moderator. With regards to the main effect model (direct relationship), the first 

hypothesis, i.e. income has a negative relationship with SMEs’ tax compliance 

behaviour, is supported. The second hypothesis, i.e. tax fairness has positive effects on 

SMEs’ tax compliance behaviour, is accepted. The third hypothesis, i.e. the perception 

of corruption has a negative association with SMEs’ tax compliance behaviour, is not 

supported. The fourth hypothesis, i.e. peer influence negatively influences the SMEs’ 

tax compliance behaviour, is not supported. The fifth hypothesis, i.e. tax audit has 

positive effects on SMEs’ tax compliance behaviour, is supported. The sixth 

hypothesis, i.e. tax rate has a positive relationship with SMEs’ tax compliance 

behaviour, is not supported. The seventh hypothesis, i.e. tax penalty has positive 

influence on SMEs’ tax compliance behaviour, is supported. The eighth hypothesis, 

i.e. political instability has positive influence on SMEs’ tax compliance behaviour, is 

supported. The ninth hypothesis, i.e. tax compliance costs has a negative relationship 

with SMEs’ tax compliance behaviour, is supported. Finally, the tenth hypothesis, i.e. 

zakat payment relates positively with SMEs’ tax compliance, is supported. Table 4.28 

shows a summary of the results. 
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Table 4.28 
Summary of the Direct Relationship Results 

Research Objective Hypotheses statement Sig/Ns Decision 

1. To investigate the 

relationships between 

variables the income of 

SMEs, tax fairness, peer 

influences, perception of 

corruption, tax audit, tax 

rate, tax penalty, political 

instability, tax compliance 

costs, zakat payment and 

tax compliance behaviour 

among SMEs in Yemen. 

H1: There is a negative relationship 

between income of SMEs and 

SMEs tax compliance behaviour. 

Sig (-) Supported  

H2: There is a positive relationship 

between tax fairness and SMEs tax                                              

compliance behaviour.                                                         

Sig (+) Supported  

H3: There is a positive relationship 

between peer influence and SMEs 

tax compliance behaviour. 

Ns Not 

supported  

H4: There is a negative relationship 

between perception of corruption 

and SMEs tax compliance 

behaviour. 

Ns Not 

supported  

H5: There is a positive relationship 

between tax audit and SMEs tax  

compliance behaviour. 

Sig (+) Supported  

H6: There is a positive relationship 

between tax rate and SMEs tax         

compliance behaviour. 

Sig (+) Supported  

H7: There is a positive relationship 

between tax penalty and SMEs tax  

compliance behaviour. 

Sig (+) Supported 

H8: There is a positive relationship 

between political instability 

(Uncertainty) and SMEs tax 

compliance behaviour. 

Sig (+) Supported 

H9: There is a negative relationship 

between tax compliance costs and 

SMEs tax compliance behaviour. 

Sig (-) Supported 

H10: There is a positive 

relationship between zakat 

payment and SMEs tax compliance 

behaviour. 

Sig (+) Supported 

Note: Sig: significant, Ns: not significant, (+) a positive relationship, and (-) a  negative relationship. 

Regarding the interaction effect model (moderator) as presented in Table 4.29, the 

moderating role of removal of government subsidies has been examined. The finding 

illustrates that removal of government subsidies moderates that role of income of 

SMEs, tax fairness, perception of corruption, peer influence, tax audit, tax rate, tax 
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penalty, political instability, tax compliance costs, and zakat payment with SMEs’ tax 

compliance behaviour. Meanwhile, the result shows otherwise for the postulated 

hypotheses that the removal of government subsidies moderates the role of tax 

fairness, tax audit, tax rate, tax penalty, and tax compliance behaviour with the SMEs’ 

tax compliance behaviour. 

Table 4.29 
Summary of the Moderating Effects Results 

Research Objective Hypotheses statement Sig/Ns Decision 

2. To investigate 

whether the removal of 

government subsidies 

moderates the 

relationships between 

variables the income of 

SMEs, tax fairness, peer 

influence, perception of 

corruption, tax audit, tax 

rate, tax penalty, 

political instability, tax 

compliance costs, zakat 

payment and SMEs tax 

compliance behaviour in 

Yemen.  

 

H11: Removal of government 

subsidies moderates the relationship 

between income   of SMEs and SMEs 

tax compliance behaviour. 

Ns Not 

Supported 

H12: Removal of government 

subsidies moderates the relationship 

between tax fairness perception and 

SMEs tax compliance behaviour.  

Sig (+) Supported 

H13: Removal of government 

subsidies moderates the relationship 

between peer influence and SMEs tax 

compliance behaviour 

Ns Not 

Supported 

H14: Removal of government 

subsidies moderates the relationship 

between perception of corruption and 

SMEs tax compliance behaviour 

Ns Not 

Supported 

H15: Removal of government 

subsidies moderates the relationship 

between tax audit and SMEs tax 

compliance behaviour. 

Sig (-) Supported 

H16: Removal of government 

subsidies moderates the relationship 

between tax rate and SMEs tax 

compliance behaviour. 

Sig (+) Supported 

H17: Removal of government 

subsidies moderates the relationship 

between tax penalty and SMEs tax 

compliance behaviour. 

Sig (+) Supported 
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Table 4.29 (continued) 

Note: Sig: significant, Ns: not significant, (+) a positive relationship, and (-) a  negative relationship 

4.7 Summary of Chapter 

This chapter has presented the results of the empirical analysis to fulfil the research 

aims and to answer the research questions through the use of SPSS version 25 and 

Smart PLS 3.0 for the purpose of data cleaning and hypothesis testing. The 

demographic profile of the respondents and descriptive analysis of each variable are 

also presented. The study has also constructed the data, hence the outer model 

(measurement model) was tested to ensure its validity and reliability. Then, the inner 

model (structural model) was tested to examine the hypothesised associations as 

presented and reported in this chapter. Using the PLS-SEM technique, the multivariate 

analysis has provided statistical evidence on the predictive relevance of both the 

economic and socio-psychological factors as a good mechanism to influence the 

behaviours of the SMEs taxpayers. 

Research Objective Hypotheses statement Sig/Ns Decision 

 H18: Removal of government subsidies 

moderates the relationship between political 

instability in the government and SMEs tax 

compliance behaviour. 

Ns Not 

Supported 

 H19: Removal of government subsidies 

moderates the relationship between tax 

compliance costs in the government and 

SMEs tax compliance behaviour. 

Sig (-) Supported 

 H20: Removal of government subsidies 

moderates the relationship between zakat 

payment in the government and SMEs tax 

compliance behaviour. 

Ns Not 

Supported 
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After assessing the significance or path coefficients, the findings were presented. 

Concerning the first objective, only eight out of the 10 factors are found to be 

significant. Meanwhile, two factors (peer influence and perception of corruption) have 

shown no significant statistical relationship with the tax compliance among SMEs in 

Yemen. Similarly, the second objective of investigating the moderating effects of 

removal of government subsidies on the direct relationships is also achieved. The 

result indicates that only five moderating effects are found to be statistically 

significant. The next chapter focuses on the results by presenting detailed discussions 

on the findings, followed by the implications (theoretical, practical, and 

methodological), limitations, suggestions for future research directions, and the 

conclusion. 
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CHAPTER FIVE 

DISCUSSION AND CONCLUSION 

5.1 Introduction  

This chapter discusses the findings of the study in relation to the research questions 

and hypotheses testing based on the reviewed literature. The discussion of the research 

findings is established based on the analysis and results in Chapter Four. In addition, 

the discussion covers the summary of the result, discussion of the findings in line with 

the research questions, implication of the study, as well as the limitation and 

suggestion for future study. Finally, the chapter offers the conclusion of the study.  

5.2 Summary of the Results 

The current study primarily examines the tax compliance behaviours among the SMEs 

in Yemen using the following variables; income of SMEs, tax fairness, peer influence, 

perception of corruption, tax audit, tax rate, tax penalty, political instability, tax 

compliance costs, and zakat payment on the tax compliance behaviour of Yemeni 

SMEs. Also, this study investigates the moderating effects of removal of government 

subsidies on the relationship between those above-mentioned factors with the SMEs’ 

tax compliance behaviour. Generally, the present research has thriven to progress and 

advance the position of knowledge on the determinants of SMEs’ tax compliance 

behaviour by addressing the research objectives and research hypotheses as 

summarised in Table 5.1.   
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Table 5.1 
Hypotheses and Summary of Results for Direct and Moderating Relationships 
Research Objective Hypotheses Results 

1. To investigate the 

relationships between variables 

the income of SMEs, tax 

fairness, peer influences, 

perception of corruption, tax 

audit, tax rate, tax penalty, 

political instability, tax 

compliance costs, zakat payment 

and tax compliance behaviour 

among SMEs in Yemen. 

H1: There is a negative relationship 

between income of SMEs and SMEs 

tax compliance behaviour. 

Supported  

H2: There is a positive relationship 

between tax fairness and SMEs tax                                              

compliance behaviour.                                                         

Supported  

H3: There is a positive relationship 

between peer influence and SMEs tax 

compliance behaviour. 

Not 

supported  

H4: There is a negative relationship 

between perception of corruption and 

SMEs tax compliance behaviour. 

Not 

supported  

H5: There is a positive relationship 

between tax audit and SMEs tax   

compliance behaviour. 

Supported  

H6: There is a positive relationship 

between tax rate and SMEs tax          

compliance behaviour. 

Supported  

H7: There is a positive relationship 

between tax penalty and SMEs tax   

compliance behaviour. 

Supported 

H8: There is a positive relationship 

between political instability 

(Uncertainty) and SMEs tax 

compliance behaviour. 

Supported 

H9: There is a negative relationship 

between tax compliance costs and 

SMEs tax compliance behaviour. 

Supported 

H10: There is a positive relationship 

between zakat payment and SMEs tax 

compliance behaviour. 

Supported 
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Table 5.1 (continued) 
 

Research Objective Hypotheses Results 

2. To investigate whether the 

removal of government 

subsidies moderates the 

relationships between 
variables the income of 

SMEs, tax fairness, peer 

influence, perception of 

corruption, tax audit, tax 

rate, tax penalty, political 

instability, tax compliance 
costs, zakat payment and 

SMEs tax compliance 

behaviour in Yemen.  

 

H11: Removal of government subsidies 

moderates the relationship between income   

of SMEs and SMEs tax compliance 

behaviour. 

Not 

Supported 

H12: Removal of government subsidies 

moderates the relationship between tax 

fairness perception and SMEs tax 

compliance behaviour.  

Supported 

H13: Removal of government subsidies 

moderates the relationship between peer 
influence and SMEs tax compliance 

behaviour 

Not 

Supported 

H14: Removal of government subsidies 

moderates the relationship between 

perception of corruption and SMEs tax 
compliance behaviour 

Not 

Supported 

H15: Removal of government subsidies 

moderates the relationship between tax 

audit and SMEs tax compliance behaviour. 

Supported 

H16: Removal of government subsidies 
moderates the relationship between tax rate 

and SMEs tax compliance behaviour. 

Supported 

H17: Removal of government subsidies 

moderates the relationship between tax 

penalty and SMEs tax compliance 
behaviour. 

Supported 

H18: Removal of government subsidies 

moderates the relationship between political 

instability in the government and SMEs tax 

compliance behaviour. 

Not 

Supported 

H19: Removal of government subsidies 
moderates the relationship between tax 

compliance costs in the government and 

SMEs tax compliance behaviour. 

Supported 

H20: Removal of government subsidies 

moderates the relationship between zakat 
payment in the government and SMEs tax 

compliance behaviour. 

Not 

Supported 

Note: The arrangement of the hypotheses was done in accordance with the research objectives. 

 

Concerning the direct relationship between the independent variables and dependent 

variable, the findings of the study show that from the 10 hypotheses, eight are 

supported. The findings of the PLS-SEM path model illustrate that tax fairness, tax 

audit, tax rate, tax penalty, political instability, and zakat payment are positively 
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associated with SMEs’ tax compliance behaviour. Conversely, this means that the 

positive relationship between the variables and SMEs’ tax compliance have a negative 

effect on the income of SMEs besides the tax compliance costs behaviour on the 

SMEs. In contrast, peer influence and perception of corruption are found to be not 

associated with the SMEs’ tax compliance behaviour. This implies that SMEs in 

Yemen do not consider peer inf luence among other SMEs and perceived corruption 

within the tax authority as considerable factors that could determine their tax 

compliance attitude. However, other variables such as tax fairness, tax audit, tax rate, 

tax penalty, political instability are held responsible.  

Regarding the moderating effects of the removal of government subsidies on the 

relationship concerning the independent variables and the dependent variable, the 

study found that five out of the ten hypotheses are maintained. This indicates that some 

associations were moderated by the removal of government subsidies while the 

removal of government subsidies did not moderate some relations. Particularly, the 

removal of government subsidies was found to moderate the relationships between tax 

fairness, tax audit, tax penalty, tax rate, and tax compliance costs with SMEs’ tax 

compliance behaviour. On the other hand, removal of government subsidies does not 

moderate the relationships between income of SMEs, peer influence, perception of 

corruption, political instability, and zakat payment with SMEs’ tax compliance 

behaviour. This indicates that five variables (tax fairness, tax audit, tax penalty, tax 

rate, and tax compliance costs) that are hypothesized in this study are supported by the 

findings of the study while the remaining five (income of SMEs, peer influence, 

perception of corruption, political instability, and zakat payment) are not supported by 
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the findings. This happens due to the fact that Yemen is among the least developing 

country in which the perception of the taxpayers is different from other developing 

nations. This is attributed to the nature of Yemen where social and political 

environment is declining. The next sub section deliberates the results of the study in 

view of the research objectives.  

5.3 Discussion  

In this section, the results of the study are discussed in relation to both direct and 

indirect relationships among the exogenous, endogenous, and moderating variables. 

The discussion also covers the theories and earlier findings reported in the literature. 

This section is structured in accordance with the research objectives. The first 

objective is to investigate the relationships between the endogenous and exogenous 

variables whereas the second objective is to investigate the moderating effects of the 

removal of government subsidies on the direct relationships. 

5.3.1 The Direct Relationship Between Independent Variables and SMEs’ Tax 

Compliance Behaviour 

The first research objective of this study is to investigate the relationships between 

income of SMEs, tax fairness, tax penalty, perception of corruption, tax rate, tax audit, 

peer influence, tax compliance cost, political instability, and zakat payment with 

SMEs’ tax compliance behaviour by extending Fischer’s tax compliance model.  The 

following sub-section explains this objective in detail in line with the hypotheses of 

this study. 
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5.3.1.1 Income of SMEs and SMEs’ Tax Compliance Behaviour 

The current study hypothesised that a significant negative relationship would exist 

between income of SMEs and SMEs’ tax compliance behaviour (H1). The result 

indicates a significant negative relationship between income of SMEs and SMEs tax 

compliance behaviour. This finding aligns with the economic deterrence theory, which 

postulates adverse relationship between income level and tax compliance behaviour.  

Thus, this result points out that as income increases, there will be higher propensity of 

a decrease in tax compliance of the SMEs in Yemen. This behaviour can be attributed 

to increase in the value of tax resulting from higher income which then encourages 

taxpayers to avoid the high tax bracket by hiding some of their income to shift to a 

lower income bracket. Therefore, they are less likely to pay attention to SMEs’ tax 

compliance behaviour, thereby the result is not surprising.  

This finding is consistent with prediction of the Fischer’s Model, which suggests that 

to increase the tax compliance behaviour, the taxpayers’ income would determine the 

level of their likely compliance to the tax regulations. As limited studies have studied 

the relationship between the corporate income of SMEs and their tax compliance 

behaviour using income level (Obaid, Ibrahim & Mat-Udin, 2020d), this study is one 

of the most important studies that examines this relationship by considering income as 

a predictor to the tax compliance behaviour of SMEs in Yemen. Thus, the research 

findings show that SMEs with high income are less compliance to the tax regulations, 

which means that they are more likely to hide the actual earnings and pay less taxes. 

In addition, SMEs with low income are more compliant with the tax authorities as 

compared to the SMEs with high income who evade more taxes. Therefore, th is 
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finding is in line with several previous studies indicating that the income tax of SMEs 

is negatively associated with their tax compliance behaviour (Boylan, 2010; Kirchler 

et al., 2008; Alm & McKee, 2006; Freire-Serén & Panadés, 2008). 

Furthermore, the finding of this study is also in accordance with past studies on tax 

compliance behaviour that focused on the relationship between income level and tax 

compliance on individual taxpayers (O’Shaughnessy, 2014; Andreoni et. al., 1998; 

Alm et al., 1992a; Freire-Serén & Panadés, 2008; Joulfaian, 2000; Bloomquist, 2003; 

Hofmann et al., 2017; Hamm, 1995; Hanno & Violette, 1996; Alm & McClellan, 

2012). Concerning the income of SMEs, the findings of this study support the findings 

of Mansor and Gurama (2016) where lower income earners are highly tax compliant. 

Also, Engida and Baisa (2014) suggest that middle- and high-income earners in 

Ethiopia are less compliant. 

In Yemen, the level of after-tax income has a significant inverse relationship with 

taxpayers’ compliance where as income increases, compliance decreases (Al-Ttaffi, 

2009). The perception among SMEs taxpayers regarding taxes differs depending on 

the level of SMEs income. Yemen is a developing nation and the income of SMEs is 

one of the crucial determinant elements of tax compliance. This is because the Yemeni 

authority is weighing the costs and benefits, hence they are expecting from tax 

compliance. 

However, the different rate of income to be paid as tax in Yemen is because of regular 

changes on the tax law (refer to Chapter Two in this thesis) which makes it challenging 

for taxpayers to apprehend and abide the legal requirements of taxation, and this is 
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among the main reasons behind this findings (Al-Rabiei, 2020). Therefore, this study 

concludes that income of SMEs would be one of the major determinants of SMEs’ tax 

compliance and it is also considered as one of the most serious issues faced by the 

Yemeni tax authority in generating adequate tax revenue. 

5.3.1.2 Tax Fairness and SMEs’ Tax Compliance Behaviour 

The current thesis considers fairness as the SMEs’ perceptions about the impartiality 

of the income tax law in relationship to the change in the current income tax system 

and all classes of SMEs (micro, small, medium, and large) operating under the same 

system. Generally, people perceive that tax system, if it is fair and equitable to all, 

could serve as one of the major yardsticks and a significant determinant of voluntary 

tax compliance among the taxpayers (Gilligan & Richardson, 2005). As a result, this 

study hypothesized that tax fairness could have significant and positive relationship 

with the SMEs’ tax compliance behaviour in Yemen (H2).  

From the findings of the study, it shows that tax fairness has significant and positive 

relationship with SMEs’ tax compliance behaviours; therefore, hypothesis two (H2) is 

supported. This result is in accordance with the equity theory (socio-psychological 

theories) by Adams (1965). The theory argues that tax system fairness has positive 

influence on the taxpayers’ behaviour. This means that when SME taxpayers observe 

fairness in the tax system, they may willingly comply.  

This finding is in line with previous studies such as Pertiwi et al. (2020), Alshira’h and 

Abdul-Jabbar (2019), Ya’u and Saad (2019), Ahmed and Kedir (2015), Ajaz and 

Ahmad (2010), Belay and Viswanadham (2016), Gilligan and Richardson (2005), 



 

 225 

Jurney et al. (2017), Maseko (2014), and Solano-Garcia (2017) that recorded 

significant and positive relationship between tax fairness and SMEs’ tax compliance 

behaviours. 

Furthermore, this finding is explained based on the shift undergone by the Yemeni 

taxpayers from the previous tax official assessment system to SAS (Self -Assessment 

System). Before the introduction of SAS in Yemen, SMEs taxpayers operated under 

the tax official assessment. Indeed, SAS is not easy to be fully implemented especially 

in a country like Yemen. According to Aljamaree and Algaylee (2007), there are 

several difficulties preventing the full application of this SAS system in Yemen and 

one of them is the existence of a large segment of taxpayers who were unaware and 

unable to estimate their due tax and report to the relevant authority. 

However, most SMEs in Yemen work under the official assessment system which is 

characterized by a higher rate of physical relations concerning the tax authority and 

taxpayer, which forms the expectations on the importance of good service quality 

(Index Mundi, 2019). Conversely, in Yemen, public service quality including tax 

services was identified as being poor in terms of the previous collected tax (Al-Ttaffi, 

2017; Obaid et al., 2020b). Possibly, the absence of all difficulties related to the 

authority assessment under the SAS has encouraged the taxpayers to hire the services 

of tax consultants and thus increased compliance cost. Therefore, respondents in this 

study show that high perception of fairness in the tax system could voluntarily increase 

the SMEs’ tax compliance behaviour. This indicates that fairness stands as a principal 

element that determines tax compliance among the SMEs in Yemen. Hence, this result 

compliments the first objective of the study by providing proof that tax fairness is one 
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of the positive determinants of SMEs’ tax compliance behaviours from the Yemeni 

perspective. 

5.3.1.3 Peer Influence and SMEs’ Tax Compliance Behaviour  

The current study is also designed to test the significance of peer influence on owner-

managers’ decisions to pay their income tax. From a socio-psychological perspective, 

a taxpayers’ behaviour is defined by social norms to a considerable extent (Edlund & 

Aberg, 2002) which assists in determining tax obligation intentions (Bobek  et al., 

2007). These social norms comprise of four types. First, the individual belief is based 

on somebody’s anticipations and morals that suit their behaviour. Second, the 

descriptive norms are criteria that develop through monitoring how others behave in 

special statuses. Third, the injunctive norms are standards that determine what must be 

done, characterizing what the group approves or disapproves (community may 

sanction tax non-compliance as highly unethical). Finally, the subjective norms are 

related to the anticipation of the significant others (friends, family, co-workers) (Onu 

& Oats, 2014; Bobek et al., 2013). Accordingly, the current study hypothesizes that 

positive significant relationship exists between peer influence and SMEs’ tax 

compliance behaviour (H3).  

Contrary to the expectation of this study, peer influence among Yemeni SMEs did not 

show any significant impact on tax compliance behaviour and hence the proposed 

hypothesis is not supported. Therefore, the present result is not in alignment with the 

socio-psychological approach (Bandura, 1969). The social influence explains that 

compliance occurs when a taxpayer accepts the influence from another taxpayer 
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(Kelman, 1961). This finding contradicts with those that found peer influence to be an 

important determinant (Chan et al., 2000; Hite, 1988).  

Previous studies with similar results for this specific relationship are rare. In general, 

this result is also not in accordance with several previous studies relating peer 

influence and tax compliance as a tax behaviour (Bobek et al., 2013; Çevik & Yeniçeri, 

2013; McGee et al., 2012; Tusubira & Nkote, 2013; Alkhatib et al., 2019). However, 

some studies reported that peers had an insignificant effect on the compliance 

behaviour of the taxpayers (Alshira’h, 2019; Palil et al., 2012).  

Therefore, this result is supported by the finding by Alshira’h (2019) who identified 

no relationship between taxpayers’ sales compliance versus compliance decisions with 

the perceived peer influence of tax agents. This finding is also consistent with the result 

of Hite and McGill (1992) who revealed that tax agent is not the main consideration 

to cause the potential on taxpayers’ decision . In line with the previous results, this 

study argues that SMEs owner-managers are not influenced by others in declaring their 

SMEs tax compliance accurately according to the tax law. On the other hand, some 

literatures indicate that peer influence among the taxpayers is complex to determine 

because it includes compliance associated with social pressure (Venkatesh & Davis, 

2000; Telzer, Van Hoorn, Rogers & Do; 2018). 

There are curtained motives for why respondents in this study believe that peers are 

not influenced by their peers. Firstly, the impact of peer influence on SMEs’ tax 

compliance decision may be attributed to the fact that tax compliance is solely 

associated with the decision of the SMEs’ owner-managers in weighting the cost and 
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benefit analysis (Alshira’h, 2019; Sukono & Djamaluddin, 2018). Secondly, a peer's 

tax behaviour may be a private act and that a real peer behaviour is hard to determine 

and thus difficult to emulate (Hite, 1989). This rationale is in line with Bobek et al. 

(2007) who indicate that tax compliance behaviour is not easily observable. A third 

plausible explanation for the result could be explained by the nature and attitudes of 

the Yemeni taxpayers which is attributed to their religion and culture (Obaid & Mat-

Udin, 2020). Yemeni place great importance on individualism, self -confidence, and 

self-autonomy, thus, they may not be impacted by their peers )Alshira’h, 2019; Obaid 

et al., 2020b). In conclusion, Yemeni SMEs in this study considered peer influence as 

having no direct effect on their decision for tax compliance. So, peer influence does 

not play any important role in promoting tax compliance behaviour among Yemeni 

SMEs. 

Therefore, this study contributes to the existing literature by offering a concrete 

evidence that peer influence has insignificant impact on the tax compliance of Yemeni 

SMEs. Moreover, there are minimal existing literature to date that address the SMEs’ 

tax compliance issue from a socio-psychological aspect or test the effects of peer 

influence on the tax compliance between SMEs especially within Yemen. Such 

findings would help the government in designing, considering, and executing the tax 

reforms for a concrete management of tax policies mainly in Yemen and other 

developing nations such as MENA.  
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5.3.1.4 Perception of Corruption and SMEs’ Tax Compliance Behaviour  

This study defines SMEs’ perception of corruption according to Rohwer (2009) that is 

the act of offering bribe to tax or government officials to get things done. Perception 

of corruption is a portion of the approaches and perceptions in the Fischer’s Model. 

Accordingly, the current study hypothesized that a significant negative relationship 

would exist between perception of corruption and SMEs’ tax compliance behaviour 

(H4). Contrary to this postulation, the finding does not support the hypothesis as the 

analysis shows that corruption among tax officials did not considerably increase tax 

compliance among SMEs. This result is consistent with some past studies on tax 

compliance such as Joulfaian (2009) and Nur-tegin (2008). However, the finding of 

this study is consistent with Imam and Jacobs (2014), Musa (2018), Gurama (2015), 

as well as Alkhatib et al. (2019).  

A probable reason that explains such finding is due to the history of political instability 

in Yemen that began after the Arab Spring in 2011 where the government encouraged 

the establishment of the Supreme National Authority of Combating Corruption in the 

country (SNACC, 2016). The strong political will and implementation of anti-

corruption policies in the new government is perhaps the key determinant that changes 

the taxpayers’ perception towards compliance behaviour.  

In the last decade, Yemen has been considered one of the most corrupted countries 

with a high level of corruption in the public sector (TIQN, 2020). Dbwan (2014) states 

that corruption is a social factor which greatly influences the taxpayers’ behaviour as 

the individuals and organisations are affected by the general societal behaviour. 

Moreover, the country’s low ranking by the Transparency International at the 175 th 
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position out of 180 countries indicates the high level of corruption in the country 

(TIQN, 2020). However, since its inception, SNACC has been seriously fighting 

corruption and trying to reinstall efficiency in the public sector by prosecuting corrupt 

government officials and appointing uncorrupted personalities. The new government 

has also appointed a new leader for SNACC who has pledged to rake in more tax 

revenue. This may likely involve more aggressive tax revenue collection (Obaid et al., 

2020c). 

Moreover, another plausible explanation to the result of this study might be attributed 

to the complication of the Yemini tax system which is characterized by the Islamic and 

conventional laws and background (Al-Taffi & Abual-Jabbar, 2015). Yemenis place 

great importance on individualism, self-confidence, and self-autonomy as well as pay 

much respect on the Islamic law which is against corruption (bribery). In conclusion, 

the Yemeni SMEs in this study considered perception of corruption as having no direct 

influence on their tax compliance decision. Thus, perception of corruption does not 

possess an essential role in determining the tax compliance behaviour among Yemeni 

SMEs. Therefore, the above scenario could explain why corruption (bribery) fails to 

have a significant influence on tax compliance behaviour in the perceptions of SMEs 

taxpayers in Yemen.  

This study adds to the existing literature in the area of SMEs tax compliance behaviour 

by providing solid evidence that perception of corruption has insignificant impact on 

the tax compliance among Yemenis SMEs. Moreover, limited evidences have been 

documented pertaining to the SMEs’ tax compliance matter from the socio -

psychological point of view. Therefore, this finding would guide and assist the 
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government in updating or formulating new policies and laws against corruption to 

mitigate the effects of tax non-compliance behaviour among the SMEs taxpayers in 

Yemen and other MENA countries. 

5.3.1.5 Tax Audit and SMEs’ Tax Compliance Behaviour  

From the perspective of this study, audit refers to the possibility of detecting non-

compliance with income tax law in terms of decreasing income or increasing expenses. 

It is well known that tax audit is a significant deterrent against non-compliance with 

taxes (Park & Hyun, 2003). The main aim of tax audit is discovering tax non-

compliance such as the non-payment of tax or non-submission of tax returns by the 

taxpayers (Alshira’h, 2018). Thus, this study hypothesized that a significant positive 

association would exist between tax audit and SMEs’ tax compliance behaviour (H5). 

Accordingly, this research tested the role of tax audit among Yemeni SMEs. 

The result of the hypothesis testing shows a positive significant relationship indicating 

that, owner-managers of SMEs perceive that the audit system in Yemen can detect tax 

non-compliance, which thus increases the level of compliance. For instance, when the 

tax authority increases the sample of SMEs to be audited in previous years, the 

taxpayers may perceive that detection of irregularities in the current years audit would 

be high. Thus, the taxpayers may report more income. This shows that tax audit 

influences the decision made by SMEs to pay a tax substantially and positively. In 

order words, more tax audit results in a stronger tendency for more tax compliance. 

The finding of this study is aligned with the prediction of the deterrence theory, which 

indicates that effective tax audit is needed to increase tax compliance (Allingham & 
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Sandom, 1972; Becker, 1968; Srinivasan, 1973) and that the probability of detection 

increases SMEs’ tax compliance. Owner-managers are believed to have rational 

behaviour and they are supposed to increase the anticipated benefit of the tax non-

compliance chance by considering the welfare from effective tax non-compliance 

alongside the risk of tax audit and penalty. In addition, SMEs may pay taxes out of 

fear of being detected and punished when they evade tax. 

Moreover, this finding agrees with several previous studies of tax compliance that 

indicate significant relationship between tax audit and tax compliance (Nur-tegin, 

2008; Ahmed & Kedir, 2015; Amah & Nwaiwu, 2018; Ariel, 2012; Dubin et al., 1990; 

Everhart, 2018; Fischer, 1993; Inasius, 2015; Jackson & Milliron, 1986; Kamdar, 

1997; Modugu & Anyaduba, 2014; Olaoye & Ogundipe, 2018; Slemrod et al., 2001; 

Wuyah et al., 2018). The finding further indicates that audit stands as one of the 

important aspects of tax system enforcement mechanism in most developing and 

transitioning countries that are characterised with weak and ineffective  enforcement 

mechanisms (Torgler, 2003). Furthermore, this current study highlights the importance 

of tax audit on increasing SMEs’ tax compliance in Yemen. 

The finding of this study additional indicates that tax audit stands to be an important 

aspect of tax system enforcement mechanisms in Yemen. Even though Helhel and 

Ahmed (2014) describe the tax audit system as weak and tax auditors as having no 

experience for the treatment of tax evasion, the taxpayers perceive that tax audit has 

the ability to affect their tax compliance decision. However, inadequate tax auditing 

and minimal deterrent effects of tax legislated regularly have an influence on 

taxpayers’ compliance decision. Similarly, this present study highlights the importance 
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of tax audit in increasing SMEs’ tax compliance in Yemen through monitoring and 

inspection to ensure that SMEs pay the correct amount of tax certify that they 

registered to the relevant tax authority. Hence, tax audit has an essential role in 

ensuring the integrity of tax invoices and registration for the tax amongst Yemeni 

SMEs. 

5.3.1.6 Tax Rate and SMEs’ Tax Compliance Behaviour  

According to Chau and Leung (2009), tax rate could be a major impeding factor of tax 

compliance. Gilligan and Richardson (2005) describe tax rate as a perceived 

objectivity of tax structure and a fairly distribution of tax burden. Tax rate is an 

essential element in defining tax compliance behaviour though the real effect is 

debatable and unclear to many (Kirchler, 2007; Inasius, 2015, Nur-tegin, 2008). 

Hence, the present study hypothesised that the association between tax rate and SMEs’ 

tax compliance behaviour would be significantly positive (H6). This empirical result 

does support the presumed impact of the tax rate on SMEs’ tax compliance in Yemen. 

However, some studies found a significance for this relationship (Freire -Seren & 

Panades, 2013; Inasius, 2015; Ottone et al., 2018; Teng & Manual, 2016). 

Agreeing with the deterrence theory, it is argued that increasing tax rate might lead to 

a decrease in tax compliance. Conversely, Allingham and Sandmo (1972) argue that 

the effects of tax rate towards tax compliance involve income and exchange effect on 

the taxpayers. Also, they affirm that high tax rate could minimise income after tax thus 

increasing compliance. The result of this study is supported by several tax compliance 

studies such as Boone et al. (2013), Aronmwan et al. (2015), Adebisi and Gbegi 
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(2013), and Olowookere and Fasina (2013) that have established a positive significant 

relationship between tax rate and tax compliance. 

In Yemen, the Income Tax Regulation (Law No. 17 of 2010) determines the tax rate, 

which is the base of the collected tax from the resident natural persons on the annual 

earnings subject to the SMEs. In the new law, SMEs are granted a grace from paying 

taxes at the 20% rate instead of the 35% rate from the previous law. This may explain 

the result of the current study, which reports that taxpayers in Yemen believe that the 

tax rate structure is moderately fair. Therefore, to achieve the first objective of this 

study, this result contributes to the literature of tax compliance that tax rate is a 

positively significant determinant of the SMEs’ tax compliance behaviour in Yemen. 

5.3.1.7 Tax Penalty and SMEs’ Tax Compliance Behaviour  

Tax penalty is among the crucial elements of a tax system pillar that affects tax 

compliance (Chau & Leung, 2009; Devos, 2013). The present study has studied the 

effects of tax penalty on the tax compliance behaviour among Yemeni SMEs. Swistak   

(2016) states that penalties are an important aspect of tax compliance strategy, which 

have a good potential to deter non-compliance if used appropriately. The threat of 

penalties has been the main tool for improving tax compliance (Mohdali et al., 2014). 

However, empirical studies have provided mixed findings on the preposition of the 

deterrence theory by reporting a positive effect of penalty on tax compliance (Alm et 

al., 1995).  

Accordingly, this study hypothesised that the association between tax penalty and 

SMEs tax compliance behaviour would be a significantly positive relationship (H7). 
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The result shows that tax penalty has a significant and positive effect on the SMEs’ 

decisions to pay tax. Consequently, the finding gives the indication that tax penalty 

plays a substantial part in shaping SMEs’ decision to pay tax in the context of Yemen. 

The finding of this study supports the expectation of deterrence that tax penalty 

increases tax compliance behaviour. This result is in line with earlier studies of tax 

compliance that found a substantial relationship between tax penalty and SMEs’ tax 

compliance (Alshira’h & Abdul-Jabbar, 2020; Musa, 2018; Oladipipo & Obezee, 

2016; Castro & Scartascini, 2015; Bruce-Twum, 2014). In this case, the relationship 

between SMEs and tax penalty especially in Yemen is scanty. Al-Ttaffi (2017) reports 

that the relationship between tax penalties and tax non-compliance behaviour is not 

significant, hence penalties do not influence the taxpayers’ attitude in Yemen. 

This finding shows that tax penalties is an instrument for promoting tax compliance 

and should be one of the main aspects in the implementation of the tax system in 

Yemen. The major objective behind the recently amendment tax law is to primarily 

address tax evasion and improve tax compliance. The penalty for tax non-compliance 

under the new amendment of tax law is 2% of the payable tax administered for each 

month or a part thereof, on a taxpayer that delays the return submission until after the 

deadline (Al-Ttaffi, 2017). The tax compliance decisions are likewise positively 

affected by the tax increase of subsequent tax penalty rates in Yemen (Obaid & Mat-

Udin, 2020). One possible explanation for the positive result in this study is that owner-

managers of SMEs have rational behaviour. Owners-managers are supposed to study 

the implication of not paying the tax in contrast with the penalty and thus, SMEs may 

pay taxes out of the fear of being punished when they evade tax. Hence, a conclusion 
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that can be drawn is that tax penalty is a substantial pillar in understanding the tax 

compliance approach by SMEs in Yemen. 

5.3.1.8 Political Instability and SMEs’ Tax Compliance Behaviour  

Political instability is referred in this study as the “propensity of a change in the 

executive either by ‘constitutional’ or ‘unconstitutional’ means” (Alesina et al., 1996, 

p3.). Political instability is attributed to high uncertainty in government policies and 

frequent changes in the tax policy. This thesis investigates the effects of political 

instability on SMEs’ tax compliance behaviour in Yemeni. According to Alm et al. 

(1992a), uncertainty increases tax compliance. Political instability (Uncertainty) has 

been the main tool for improving tax compliance (Nur-tegin, 2008). Alm et al. (1992a) 

set up laboratory experiments to study how compliance responds to uncertainty about 

tax policies and enforcement, which may stem from the lack of information, frequent 

changes, and ambiguity of the tax code as well as non-uniform training of tax auditors.  

Accordingly, this study hypothesised that association between political instability and 

SMEs tax compliance would be positive and significant (H8). The finding supports the 

presumed influence of political instability on SMEs’ tax compliance in Yemen. This 

implies that as political instability increases in Yemen, the tax compliance also 

increases. The result indicates that political instability in Yemen adversely affects the 

tax compliance behaviour among SMEs in Yemen. This result can be attributed to the 

fact that uncertainty is governed by one's perception, level of confidence, as well as 

internal and external efficiency (Grootel, 2010). This posits that tax compliance 

behaviour is governed by the SMEs’ level of confidence. Such level of confidence is 
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based on the knowledge of the SMEs owners-managers on the probability of how 

authorities will react if they did not exist. Understanding this situation allows a 

taxpayer to arrange his economic consideration and his selection will determine the 

tax compliance and tax revenue that would go to the ensuing government (Alm et al., 

1992a). Therefore, the perception of Yemeni SMEs is considered to be inclined 

towards higher compliance as a result of uncertainty in government policies. A rational 

justification for this could be that SMEs relate the liability of paying taxes in contrast 

to the cost involved from being punished from the new government or policy changes.  

This result is supported by Nur-tegin (2008), Alm et al. (1992a), and Alm (1988) who 

report that trust in government might contribute towards taxpayers’ tax compliance. 

Even though political culture in Yemen seems to be weak due to the overdue 

totalitarian rule of past administration that suppresses the political culture, Al-Rabaee 

(2014) explains that the political changes in Yemen have caused an unstable economic 

environment and bad situation in the country. The uncertainty arising from the unstable 

situation in policies might describe the positive relationship between government 

instability and tax compliance. Political instability is likely to increase compliance as 

it creates uncertainty among SMEs and they will try to avoid more unfavourable tax 

regime or policies. After the Arab Spring, Yemen has changed from the Saleh regime 

and has since constituted new governments overtime. These series of changes in the 

government might have built confidence as well as internal and external efficiency in 

the SMEs taxpayers and thus higher tax compliance (Al-Rabaee, 2014; Al-Naqeeb, 

2011; Obaid et al., 2020b).  
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In general, it can be stated that the current study provides evidence that political 

instability positively influences the phenomenon of SMEs’ tax compliance in Yemen. 

As a recommendation to the tax authority and tax offices in Yemen, practical steps 

must be taken to achieve high uncertainty that boost the confidence and the internal 

and external efficiencies among taxpayers in order to increase the compliance 

behaviour among Yemeni taxpayers. Political instability shows the speedy changes in 

different matter and policies including tax policy. The alteration or changes in the 

government can also check or control any existing corruption in the system (SCSS, 

2018; Al-Rabiei, 2020). This uncertainty could cause more submission to the 

government policies particularly tax compliance. Furthermore, such political 

instability might also produce institutions that would perform independently in Yemen 

in order to establish an operational tax system.  

5.3.1.9 Tax Compliance Costs and SMEs’ Tax Compliance Behaviour  

The current study considers tax compliance costs as the total internal and external costs 

incurred by SMEs in complying with the income tax law. Therefore, the present study 

hypothesised that a significant negative association would exist between tax 

compliance costs and SMEs’ tax compliance (H9). The result indicates a negative 

significant relationship between tax compliance cost and SMEs’ tax compliance 

behaviour. Thus, the result points out that when the owner-managers of SMEs face 

high cost in income tax law, they are less likely to pay attention to tax compliance, 

thereby the result is not surprising.  
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This result agrees with the deterrence theory, which suggests that a tax system must 

be simple to increase the SMEs’ tax compliance. This result is in line with the f indings 

of several past works indicating that tax compliance costs is negatively associated with 

the tax compliance behaviour of SMEs (Nur-tegin, 2008; Franzoni, 2000; Mahangila, 

2017). Franzoni (2000, p. 65) argues that “high compliance costs … not only tilt the 

‘cost-benefit analysis’ towards evasion, but may also generate resentment, weakening 

taxpayers’ moral conscience or even prompting them to evade as a form of 

‘punishment’ for the tax administration”.  

Generally, this result is also in line with former studies on tax behaviour that focus on 

the relationship between tax compliance costs and tax compliance (e.g. Nur-tegin, 

2008; Franzoni, 2000; Sapiei, Abdullah & Sulaiman, 2014b). Complicated tax returns, 

requirements for legal completeness, difficult computations, frequent changes in the 

law, and difficulty in maintaining records and documents are some of the tax 

compliance costs experienced by many taxpayers that subsequently deter them from 

complying (Coolidge, 2010). Likewise, the finding also indicates a significant negative 

relationship between SMEs’ tax compliance behaviour and tax compliance cost. This 

finding is also supported by Nur-tegin (2008) who established a significant and 

negative relationship between tax compliance costs and tax compliance. Tax 

compliance costs of the tax law are also considered a key reason for non-compliance 

by most SMEs in Yemen (Coolidge, 2010; Al-Amri, 2017). 

From the result presented above, it can be established that the present tax law in Yemen 

does not cater for the special business conditions faced by SMEs which affect their tax 

compliance. SMEs operate under SAS law. However, lack of stability and frequent 
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amendments of the tax law in Yemen makes the situation difficult for the taxpayers to 

apprehend the legal provisions and comply. These are some of the main reasons behind 

tax non-compliance in Yemen (YTA, 2019; Obaid et al., 2020d). Therefore, it can be 

concluded that tax compliance costs contributes towards reducing SMEs’ tax 

compliance and tax compliance costs is considered one of the most serious issues faced 

by SMEs owner-managers in Yemen (Coolidge, 2010; Gabran, 2009). Thus, a 

conclusion that can be made is that tax compliance costs contributes towards reducing 

tax compliance and tax compliance costs is considered one of the most serious issues 

faced by SMEs owner-managers in Yemen. 

5.3.1.10 Zakat Payment and SMEs’ Tax Compliance Behaviour  

This study also investigates the relationship between zakat payment and the tax 

compliance behaviour mong Yemeni SMEs. Zakat payment is the best tax system in 

Muslim countries (Peerzade, 2005). Taxpayer’s religiosity motivates them to pay taxes 

as required (Mohdali & Pope, 2014). According to Mohali and Poe (2014), religion 

provides an essential basis for social integration. Most Muslims taxpayers prefer to 

pay zakat which they are required to pay by the Islamic law (Liana, 2018). Zakat 

sometimes plays a substantial role in all aspects of life especially in tax compliance 

(Peerzade, 2005). Therefore, the present study anticipated a positive significant 

relationship between zakat payment and SMEs’ tax compliance behaviour (H10).  

The finding provides evidence that zakat payment is a substantial part in SMEs’ tax 

compliance behaviour. As posited, zakat payment in this study indicates a significant 

positive impact on SMEs’ tax compliance behaviour. This finding shows that zakat 
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payment will encourage tax compliance because paying zakat and complying with tax 

to the designated government authorities is compulsory. Any attempt by taxpayers to 

evade or avoid paying tax and zakat is an offence which is punishable for non -

compliance (Barizah & Majid, 2010). This role is also supported by the social 

exchange theory, which considers zakat as a form of exchange and further emphasises 

that things are exchanged for both economic and non-economic values such as 

satisfaction, pleasure, and blessing on the wealth of Muslims derived from zakat 

payment. 

The result suggests that SMEs with higher zakat payment tend to have greater level of 

tax compliance. To date, no other studies have investigated the association between 

zakat payment and SMEs’ tax compliance. Therefore, support for the result of the 

current study is built upon the Islamic religious principles that are suitable for the tax 

context (Torgler, 2003; Al- Ttaffi, 2017; Liana, 2018; Mohali & Pope, 2014; Ghani et 

al., 2018; Sanep et al., 2011). They reported that Islamic principles positively 

influences the level of tax compliance behaviour. 

For most Muslim taxpayers, zakat returns is a prospect to escape from giving or 

reducing income tax contribution (Ghani et al., 2018; Liana, 2018). In Yemen, 

conventional tax authority has different laws from the zakat authority where there is 

no direct administrative link between them. In this study, the significant positive 

relationship indicates that SMEs owners-managers with high income paid will highly 

comply to paying tax while those with low zakat compliance will most probably 

possess low compliance towards tax. The reason behind this is that owners-managers 
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with good Islamic values tend to adhere to such values by complying with the relevant 

zakat institution. 

Arif et al. (2011) define paying zakat as the act of purifying one’s wealth so as to gain 

Allah’s blessing. A direct impact of zakat payment would provide evidence that the 

effect of paying zakat as among the five pillars of Islam is categorised under obligatory 

charity (Rahman et al., 2012). The result of this study confirms that zakat payment is 

associated with improved tax compliance behaviour among SMEs. The finding 

indicates that the owner-managers of SMEs who are Muslim believe that paying taxes 

is a national duty. In short, SMEs whose owner-managers exhibit high compliance to 

zakat payment have greater tax compliance behaviour. In contrast, if the level of 

compliance to zakat payment is low, then high level of tax evasion is present. 

Therefore, a reasonable explanation could be that SMEs with wealth that reaches the 

‘Nisab’ have the moral responsibility to pay zakat to the government and also in 

supporting the poor population.  

5.3.2 The Moderating Effect of Removal of Government Subsidies 

The second research objective of this study is to investigate whether the relationships 

between income of SMEs, tax audit, tax fairness, tax rate, political instability, peer 

influence, perception of corruption, tax penalty, tax compliance costs, and zakat 

payment with SMEs’ tax compliance behaviour are moderated by the removal of 

government subsidies among SMEs in Yemen by adapting and expanding the 

Fischer’s Model. Removal of government subsidies was postulated to play a 
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substantial role on all specified associations. The next sub-section explains these 

relationships in detail in line with the hypotheses of the current study. 

5.3.2.1 The Moderating Effect of Removal of Government Subsidies on the          

Relationship between Income of SMEs and SMEs’ Tax Compliance 

Behaviour 

Removal of government subsidies was postulated to play a substantial role in the 

specified association. Hypothesis (H11) states that removal of government subsidies 

would moderate the relationship between income of SMEs and SMEs’ tax compliance 

behaviour. The result is not supported hence showing that the relationship between 

income of SMEs and SMEs’ and tax compliance behaviour is no t moderated by the 

removal of government subsidies. 

Considering the current economic crisis, the current government of Yemen is seriously 

following up on tax evasion files and prosecuting tax evaders (Obaid, 2017). In this 

case, SMEs must pay taxes to finance public services. Various modes have been 

utilised to decide how much tax a person must pay according to his or her income. 

There is evidence in the literature that indicates high-income level is prone to tax 

avoidance (Alm et al., 1992a; Fišar, Reggiani, Sabatini & Špalek, 2020) In the current 

study, it is axiomatic that income of SMEs, as an internal factor, may have a strong 

impact on the behaviour of SMEs because SMEs taxpayers are affected by the tangible 

surroundings. So, high level of income among SMEs leads to the decrease in 

compliance. Nevertheless, when the income of SMEs interacted with the removal of 

government subsidies as an external value of taxpayers, the influence of income of 

SMEs became marginal as the internal values inf luence the behaviour of taxpayers 
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more than the sensible things. Moreover, Abdul-Razak and Adafula (2013) reveal that 

the level of government transparency and accountability has no effects on the 

taxpayers’ attitude towards the tax system but rather it cou ld not influence the 

taxpayers’ decision on tax payment.  

This findings agree with similar observations by Inasius (2015) and Baldry (1987)  

who report that many factors are responsible for tax compliance including the way a 

taxpayer thinks when reporting and complying with the tax authorities and not just his 

or her income level to have a statistically insignificant effect on the income of SMEs. 

Thus, this will not affect the level of tax compliance. Yee, Moorthy, Choo and Soon 

(2017) found that social exchange has no association with tax compliance, which 

indicates that taxpayers are not interested in the welfare and removal of subsidies. 

Therefore, social exchange does not impact a taxpayer’s ethics and subsequently 

portrays no effects on a taxpayer’s attitude towards tax compliance. 

Feld and Larsen (2012) said that some taxpayers are willing to honestly declare their 

tax even if they do not receive a full subsidies that are equivalent for their tax payment 

such as the subsidies in fuel, heath care, or any other subsidies in the government 

sector. Houston and Tran (2001) report that the income level of taxpayers has the same 

level of tax obligation. The outcome suggests that income level has no impact on the 

taxpayers’ intention to comply. Ayuba et al. (2015) report that SMEs taxpayers that 

undergo hardship in the course of performing their businesses could view the 

government as the main responsible party. This could reassure the taxpayers in charge 

of the reciprocity covenant, but nonetheless, their effort is diverted to other projects. 
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Therefore, this condition could alter the reciprocity contract indicated by the result of 

this study.  

Although, this study couldn’t have support in attaining the interrelating effect for 

removal of government subsidies, income of SMEs and tax compliance behaviour in 

Yemen. This finding establishes that the absence of interrelating impact of removal 

government subsidies alignment could be that the participants in this research were not 

really encouraged by the performance of the tax authorities and the anticipated benefits 

that the owners-managers could derive from complying.   

According to Locke (1968), when individuals are required to perform in a coherent 

manner, they need to clearly encourage and see the reasons for that. Therefore, this 

would not affect their values, ethics, and intrinsic motivation toward SMEs’ tax 

compliance. Additionally, SMEs owner-managers do not believe that the Yemeni 

government can continuously contribute towards the societal improvement. The SMEs 

also do not anticipate of receiving any benefits from the government. Therefore, 

subsidy removal has not affected the SMEs’ attitude towards their income.  

5.3.2.2 The Moderating Effect of Removal of Government Subsidies on the           

Relationship between Tax Fairness and SMEs’ Tax Compliance 

Behaviour 

The current study posits that removal of government subsidies would moderate the 

relationship involving tax fairness and SMEs’ tax compliance behaviour (H12). In line 

with the expectation, the present study found that subsidies removal moderates the 

relationship involving tax fairness and SMEs’ tax compliance. One probable 
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justification for the hypothesised relationship might be because trust does exist 

between taxpayers and government and it may be realistic for owner-managers to 

believe that fairness by the government procedures would likely to improve. 

This explanation has received considerable support from Birskyte (2014) who reveals 

that trust in tax administration and government has an impact on the relation involving 

tax fairness and tax compliance. Ayuba et al. (2015) found significant relation amongst 

tax compliance and subsidy removal. On the other hand, Palil (2010) indicates that 

taxpayer’s knowledge about different types of sanctions have significant influence on 

their beliefs about the fairness of the tax system. Hartner-Tiefenthaler et al. (2013) 

argue that impartiality of tax officials would lead to inculcating trust among the 

communities and could convince taxpayers that the existing tax law is fair. Hence, 

most citizens express their fairness concern when asked about what they think about 

the tax system, which leads to tax compliance.  

This claim is supported by the social exchange theory. The theory asserts that 

relationship is entirely found based on cost and benefit, and for its survival, it must be 

of the benefit to all concerned (Blau, 1964). As it is, the revenue generated as a result 

of the removal of subsidy is expected to have been utilized in financing developmental 

projects which by extension might motivate the taxpayers in honouring the covenant 

of reciprocity. In a condition where this contract is voided, it might influence the 

taxpayers that may considerably affect their compliance behaviour. Thus, the 

interacting effect of subsidy removal might be because the SMEs owner-managers in 

this research are encouraged by the tax authorities’ relevant activities towards 

achieving their benefits. Therefore, Yemeni SMEs do pay attention to the benefits 
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received from the state and consequently the social exchange with the government 

policies affects the SMEs’ attitudes towards tax fairness and idea which has significant 

effects on tax compliance. 

5.3.2.3 The Moderating Effect of Removal of Government Subsidies on the     

Relationship between Peer Influence and SMEs’ Tax Compliance 

Behaviour 

The present study assumes that the removal of government subsidies would moderate 

the relationship involving peer influence and SMEs’ tax compliance behaviour (H13).  

Nevertheless, the empirical result provides inadequate support for the moderating role 

of subsidy removal. This indicates that peer influence has no impact on SMEs’ tax 

compliance behaviour in the presence of either high or low subsidies. This is an 

indication that regardless of the subsidy removal, the perception of SMEs owner-

managers about peer influence has no effect on SMEs’ tax compliance behaviour.  

Thus, the impact of peer influence may have a significant positive influence in a 

situation where taxpayers with a strong motivation to comply are encircled in a 

positive referral group (Saad, 2009). Peer influence may be unable to increase the tax 

compliance behaviour with regards to the general populace (Chung & Trivedi, 2003). 

The influence of peers has an insignificant impact on the compliance behaviour of the 

taxpayers (Bornman, 2014). Peer influence would have no effect on the level of tax 

compliance of those who did not identify with the group (Wenzel, 2004).  

Peer influence is indeed not a key factor in compliance and a government could not 

influence those peers with its policies as such policies signify a potentially 
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insignificant mean in a government’s effort to tackle tax evaders (Chan et al., 2000). 

It is an indication that peer influence towards tax compliance does not influence 

taxpayers’ reporting decisions and that peers are not affected by the government 

institutions. It could be argued that Yemeni taxpayers feel ashamed when they under-

report and get caught. Peer influence would have no effect on the level of tax 

compliance for those who did not identify with the group (Wenzel, 2004; Obaid et al., 

2020c). However, taxpayers are compliant even if they believe others are not 

compliant (Braithwaite, Reinhart, Mearns & Graham, 2001). Peer influence is complex 

because it includes compliance associated with social pressure (Venkatesh & Davis, 

2000). One possible explanation for the insignificant result in this current study is that 

the impact of peer influence on tax compliance decision may be attributed to the fact 

that tax compliance is purely a personal decision (Sukono & Djamaluddin, 2018, 

Alshira’h, 2019). 

Another possible reason for the lack of support from the removal of government 

subsidies to moderate the peer influence and SMEs’ tax compliance relationship may 

be because the tax behaviour of a peer may be a private act. True peer behaviour is 

unobservable and therefore difficult to mimic as it is not easily observable to be 

considered as an intrinsic motivation, and thus, may not be influenced by external 

factors or rewards from the government. Chung and Trivedi (2003) pointed out that 

peer influence could impact tax compliance behaviour independently from fiscal 

exchange involving the government and the taxpayers. 

Besides, the Yemeni people do not participate in choosing the prime of government or 

members of government and have no authority to change a government. Only the 
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president has this authority, and thus, no strong relationship exists between the 

government and the people. For that reason, this would not affect their values ethics 

and intrinsic motivations toward SMEs’ tax compliance behaviour. Therefore, 

subsidies removal has not affected the SMEs taxpayers’ attitude on their peers, which 

shows that social exchange does not influence peers relationship significantly. 

5.3.2.4 The Moderating Effect of Removal of Government Subsidies on the       

Relationship between Perception of Corruption and SMEs’ Tax 

Compliance Behaviour 

Hypothesis (H14) states that the removal of government subsidies would moderate the 

relationship between perception of corruption and SMEs’ tax compliance behaviour. 

The findings of this study do not indicate a statistically significant moderating role 

towards the relationship between subsidies removal and the perception of corruption 

with SMEs’ tax compliance behaviour. This suggests that the presence of government 

subsidies removal does not significantly moderate the influence of the perception of 

corruption on SMEs’ tax compliance behaviour. This is an indication that regardless 

of the subsidy removal from the point of view of the SMEs owner-managers, their 

perception of corruption does not have an effect on the SMEs’ tax compliance 

behaviour. Similarly, Odemero (2013) affirms that the removal of fuel subsidy will be 

translated as a total increase in the cost of business activities (e.g. production cost, 

overhead cost, and cost of compliance) which could upset the tax compliance 

behaviour. 

Such result agrees with similar observation by Alkhatib et al. (2019), Aiko and Logan, 

(2014), and Imam and Jacobs (2014) who found that the importance of politics, 
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confidence in tax system, confidence in government, confidence in parliament, and 

confidence in the civil service appear to have a statistically insignificant effect on 

corruption and other factors that facilitate corruption of the government including high 

complexity in the tax systems and procedures, a high degree of discretion for tax 

officials, a lack of proper supervision and monitoring, a lack of commitment of 

political leaders, and overall public sector environment. Moreover, Yee et al. (2017) 

found that social exchange has no association with tax compliance, which indicates 

that taxpayers are not interested in the welfare and government services such as the 

subsidies in public goods provided by the government. Therefore, social exchange 

does not impact a taxpayer’s perception neither his or her attitude towards tax 

compliance.  

Feld and Larsen (2012) said that several taxpayers willingly and honestly affirm their 

tax level if they do not accept equivalent public good for their tax payment. This aligns 

with Musa (2018) who tested the relationship between bribery and non-compliance 

behaviour. The outcome suggests that bribery has no impact on the taxpayers’ 

intentions to comply. Machogu (2015) declares that the quality of government does 

not support the culture of obligation among taxpayers. 

Another possible reason for the lack of support from subsidy removal to moderate the 

perception of corruption and SMEs’ tax compliance behaviour is the strong political 

will and implementation of anti-corruption policies in the new government. The strong 

political will to implement anti-corruption policies in the new government is perhaps 

a key to change the perceptions of SMEs taxpayers and thus may not be influenced by 

external factors or rewards from the government. However, since its inception, the new 
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government has been seriously fighting corruption and attempted to reinstall efficiency 

in the public sector by prosecuting corrupt government officials and appointing 

uncorrupted personalities to lead government parastatals. The new government has 

also appointed a new leader for the SNACC who has pledged to rake in more tax 

revenue (Al-Sayani, 2019). Therefore, this would not affect their values perception 

and intrinsic motivations toward SMEs’ tax compliance.  

5.3.2.5 The Moderating Effect of Removal of Government Subsidies on the       

Relationship between Tax Audit and SMEs’ Tax Compliance Behaviour 

H15 investigates the association between tax audit and SMEs’ tax  compliance 

behaviour as moderated by the removal of government subsidies.  The finding supports 

the hypothesised interaction between tax audit and SMEs’ tax compliance behaviour. 

Therefore, the result indicates that the effect between tax audit and SMEs’ tax 

compliance behaviour is negatively moderated by subsidy removal.  

Considering the current economic and political crisis, the current government of 

Yemen is seriously following up on tax evasion files and prosecuting tax evaders.  

There are trends to increase the number of tax auditors and tax assessors. Recently, the 

Yemeni government has established a new independent department relating to  anti-

corruption known as the SNACC that is responsible for anti-tax evasion (SNACC, 

2016). Its task will be to follow tax evaders and get non-payers to pay their dues. Thus, 

the government is serious in fighting the illegal works and reducing the level of 

corruption through accountability and enhanced control and inspection.  
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Falsetta, Schafer and Tsakumis (2015) found that the probability of tax audit can only 

affect taxpayers’ decision if there is a provision of support from the government to tax 

compliance. However, if the taxpayers realised that the authorities could not provide 

any support and there is no provision for that, then tax compliance will be low 

irrespective of the probability of tax audit. Moreover, the earlier study of Kiow et al. 

(2017) supports the finding that tax audit affects the taxpayers’ decision to comply 

once there is a provision by the government. Therefore, this view shows that the 

influence of subsidies removal has additionally strengthened the effect of tax audit on 

SMEs’ tax compliance behaviour. In this respect, it is commended that maintaining 

the government subsidy would increase the tax compliance among SMEs owners-

managers in Yemen. This finding is consistent with the anticipated direction that a 

significant number of SMEs owner-managers believe that the government’s subsidies 

with tax audit will increase the level of tax compliance behaviour. 

5.3.2.6 The Moderating Effect of Removal of Government Subsidies on the       

Relationship between Tax Rate and SMEs’ Tax Compliance Behaviour 

Under the second objective of this study, H16 hypothesized the moderating role of 

subsidy removal on the relationship between tax rate and SMEs’ tax compliance 

behaviour. Consistently, the statistical result supports the hypothesis where it is  found 

that removal of government subsidies moderates the relationship between tax rate and 

SMEs’ tax compliance behaviour. The finding indicates that subsidies removal 

explains the relationship between tax rate and SMEs’ tax compliance behaviour . The 

finding also supports the preparation of the social exchange theory that unfair 
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procedures in the tax system encourage taxpayers to reciprocate with tax compliance 

through the removal of government subsidies. 

Tax rate perception is found to have positive effects on SMEs’ tax compliance 

behaviour including the moderating variable. In essence, taxpayers among SMEs 

owner-managers perceive that the tax rate in Yemen is fair following the decrease from 

35% to 20% in the new law, which encourages them to engage in compliance. 

However, after the inclusion of the moderating variable, the imposed subsidies 

removal that leads to the operational cost of businesses and SMEs has reduced the 

level of tax compliance. In line with the deterrence theory, though the taxpayers 

considered the tax rate structure to be unfair, the imposed removal of government 

subsidies related to the use of high cost of raw material for manufacturing businesses 

and pay their taxes on time.  

A possible explanation to such finding is that the study found that the information 

provided by the government confuses the taxpayers, hence leading to their failure to 

accurately interpret or understand the information provided by the government. This, 

in turn, leads to their incorrect decisions (Hibbing & Theiss-Morse, 2002). The 

information provided by the government is also inconsistent with the truth. Kiow et al. 

(2017) argue that a greater degree of transparency could lead to less trust as it will be 

easier for taxpayers to control the government and they might blame the government 

for any minor mistakes. According to Hibbing and Theiss-Morse (2002), higher 

expectations may lead taxpayers to find greater disappointment with the government 

after subsidies removal. Ayuba et al. (2015) found that the removal of fuel subsidy has 

a significant connection with SMEs’ tax compliance. Therefore, higher removal of 
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subsidies has a significant effect on the relationship between tax rate and tax 

compliance behaviour among the Yemeni SMEs.  

5.3.2.7 The Moderating Effect of Removal of Government Subsidies on the       

Relationship between Tax Penalty and SMEs’ Tax Compliance 

Behaviour 

H17 postulates that the removal of government subsidies would play an important role 

on the association between tax penalty and SMEs’ tax compliance behaviour. The 

present study found that the removal of government subsidies moderates the 

relationship between tax penalty and SMEs’ tax compliance behaviour. 

Widuri, Devina, Marta and Wati (2019) found that partially and simultaneously tax 

penalties trust in the tax authorities has a significant effect on taxpayers’ compliance. 

Faridy et al. (2016) suggest that the perceived reduction of corruption by the tax 

authority, politicians, and other government officials will lead to increased efficacy of 

tax penalties and thus increases the level of compliance. Ihrig and Moe (2004) state 

that governments should increase the tax penalty on those who are caught, which 

subsequently will increase the government’s revenue through an increase in tax 

compliance. 

Such finding can be explained by the government procedures in the case of tax evasion 

where the government plans to introduce a new law that offers no complacency and 

imposes heavy penalties on tax evasion. Furthermore, the government has issued 

guidelines that demonstrate its determination to protect the middle and low-income 

groups in Yemen. The Yemeni government also indicates that the penalty for tax 
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evasion includes a prison sentence that cannot be substituted with fine as well as 

several new amendments to the law that aim to improve the efficiency of tax collection 

via more serious penalties for tax evasion (Obaid, 2017). It is rare that the 

government’s response comes in this manner, which threatens anyone who commits 

the crime of tax evasion with the most severe penalties. Therefore, higher level of 

subsidies removal has an impact on the relationship between tax penalty and tax 

compliance behaviour among Yemeni SMEs.  

5.3.2.8 The Moderating Effect of Removal of Government Subsidies on the       

Relationship between Political Instability and SMEs’ Tax Compliance 

Behaviour 

Hypothesis Eighteen (H18) in this study examines whether the removal of government 

subsidies would have a moderating role on the association between political instability 

with the tax compliance behaviour in Yemeni SMEs through the Fischer’s Model. The 

result reveals no significant moderating effect by the removal of government subsidies 

on the association between political instability and SMEs’ tax compliance behaviour. 

This shows that whatever the subsidy removal may be, the perception of SMEs about 

political instability has no influence on their tax compliance. 

A plausible explanation for this result can be attributed to lower trust in the government 

among SMEs in Yemen. This result is in line with Beck and Jung (1989) and Birskyte 

(2014) who found that uncertainty has no impact on tax compliance without trust in 

government and cooperation with the state because the higher trust in government 

improves tax compliance. Salim, Peng, Almaktary and Karmoshi (2017) found that 

individuals’ trust in the government of Yemen has been establishes to  be lower than 
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anticipated. Likewise, the variables of citizens’ satisfaction with the performance of 

public services, the government’s effort in tackling corruption, and transparency of the 

government are found to be positively related with the public’s trust towards the 

Yemeni government at all levels. Additionally, citizens in Yemen do not trust the 

government where the ill practices of favouritism, corruption, weak justice, nepotism, 

and a low level of   democracy are among the main obstacles that challenge the 

development of the country (Salim et al., 2017). 

Another alternative explanation to such finding can be derived from the nature of 

subsidies removal that requires a long period of time to be established. Yemen is 

amongst the nations that recently slashed its petroleum subsidies. A combination 

between the fall in oil revenues coupled with the high fiscal costs associated with 

sustaining the subsidy had resulted in a huge budget deficit in 2014, which was 

estimated to be around 10 percent of the GDP (IMF, 2016). Such situation had led the 

policymakers in Yemen to withdraw the subsidy. It is argued that the perception of 

subsidies removal is insignificant as taxpayers cannot notice the immediate correlation 

when they are making tax obligation decision especially after the decline of the SMEs 

tax rate from 35% to 20%. Abdul-Razak and Adafula (2013) reveal that the 

government’s transparency and accountability does not significantly influence the 

formation of taxpayers’ attitudes regarding the tax system, and thus would not impact 

on their tax compliance decision. They also indicate that it is not an important factor 

of tax obligation behaviour for either future or past intentions. 

In addition, it may be unrealistic for SMEs owner managers to believe that pub lic 

goods will become better easily. Although many SMEs complain about the removal of 
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government subsidies and that the government has wasted the tax money, they cannot 

easily link these factors to their tax compliance decision. Therefore, SMEs owner-

managers do not have direct attention in respect to the benefits obtained from the 

government. Hence, the social exchange with the government does not affect the 

political instability of SME owner-managers and thus does not impact tax compliance. 

5.3.2.9 The Moderating Effect of Removal of Government Subsidies on the       

Relationship between Tax Compliance Costs and SMEs’ Tax Compliance 

Behaviour 

Hypothesis 19 (H19) states that the removal of government subsidies would moderate 

the relationship between tax compliance cost and SMEs’ tax compliance behaviour. 

Interestingly, the finding under this relationship supports the hypothesis. The 

implication of this result is that a decision on the SMEs’ tax compliance by the tax 

compliance costs is dictated by subsidies removal. This suggests that the presence of 

government subsidies removal negatively moderates the influence of tax compliance 

costs and tax compliance behaviour. 

One reason for this finding could be because in reality, the perception of subsidy 

removal among SMEs taxpayers who encounter difficulties in running their businesses 

would perceive that the government will be held responsible for their misfortunes. Al-

Batly (2014) states that the Yemeni government had removed the subsidies from goods 

and services in the country as well as the fuel subsidy in 2014. Thus, taxpayers who 

suffer from difficulties in terms of social provision and other infrastructure services 

recognise that the government is not just to them. This could probably affect their tax 

compliance at the long run. 
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The costs of the tax law are also considered a key reason for non-compliance by most 

SMEs (Faridy et al., 2016). The complexity of tax system can lead to a decrease in tax 

compliance as taxpayers seek to gamble more and this impact can be exacerbated if 

taxpayers become frustrated and react to the tax compliance costs by intentionally non-

complying (Alm, Cherry, Jones & McKee, 2010; Kirchler et al., 2008). The tax law in 

Yemen requires all SMEs taxpayers to have their returns endorsed by a tax consultant 

before it is accepted by the tax authority (Act. 17 YTA, 2010). However, given the 

complex and high costs of compliance due to the nature of the Yemeni tax system, 

SMEs may find ways to evade taxes in their struggle to minimise their costs and grow 

their business (Coolidge, 2010; Gabran, 2009). 

Before including the moderating variable, tax compliance costs has led to tax non -

compliance. However, given the mandatory requirement for the SMEs’ tax returns to 

be endorsed by tax consultants, it becomes necessary for SMEs to hire the services of 

tax consultant. In fact, the consultants do not simply endorse rather they provide 

extensive services that lead to filing a correct tax return. For instance, they must 

scrutinize the records of their clients and offer advice on the records that should be 

kept in case of an audit. Hence, the level of complexity determines the extent of the 

services offered by the tax consultants. These extra costs are translated into the low 

imposed of tax compliance.  

After the inclusion of the moderating variable, the high-level of removal of 

government subsidies has led to high tax compliance costs. Eventually, the removal of 

government subsidies leads to reduced tax compliance. Thus, factors such as tax 

compliance costs, working with tax consultants, and the extra internal efforts 
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suggested the tax consultants might lead to the filling of correct return and paying the 

correct tax on time. Finally, removal of government subsidies stands to be the key 

factor that explains the relationship between tax compliance cost and SMEs’ tax 

compliance in Yemen. The findings indicate that SMEs owner-managers believe that 

paying taxes is an exchange service between the government and the taxpayers. In 

short, SMEs whom owner-managers exhibit low tax compliance cost have greater tax 

compliance. In contrast, if the level of compliance costs is high, high level of tax 

evasion is present. 

5.3.2.10 The Moderating Effect of Removal of Government Subsidies on the       

Relationship between Zakat Payment and SMEs’ Tax Compliance 

Behaviour 

The final hypothesis (H20) examines whether the removal of government subsidies 

would have a moderating role on the association between zakat payment with the tax 

compliance behaviour in Yemeni SMEs through the Fischer’s Model. In this study, the 

result reveals no significant moderating effect of subsidies removal on the association 

between zakat payment and SMEs’ tax compliance. This shows that whatever the 

removal of government subsidies may be, the perception of SMEs about zakat payment 

has no influence on their tax compliance. 

A plausible explanation for this result could be attributed to the Islamic background of 

the taxpayers in Yemen. According to Peerzade (2005), the system should adopt zakat 

instead of tax as the most excellent alternate system in the Muslim world. Therefore, 

the level of compliance will improve because the citizens, being Muslims, believe that 

zakat evaders will be punished by Allah even if they are not punished by the 
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government. On the same line of argument, McGee (1997) stresses that Muslims have 

an obligation to pay zakat as a form of assistance to the poor as well as for the 

appropriate running of the government. Hence, evading one‘s responsibility to pay 

zakat is regarded as a sinful conduct.  

This result is equally unsurprising for a country like Yemen in which the majority of 

citizens do not trust the government’s weak justice, nepotism, and incompetent 

services (Al-Shamahi, 2015; Salim et al., 2017). Another alternative explanation could 

be derived from the nature of subsidies removal that needs a long period of time to be 

implemented and maybe not be beneficial for SMEs. Al-Rabaee (2014) explains that 

the political changes in Yemen has led to instability that significant affects the country 

as a whole. Al-Rabaee further suggests that such situation has led to increased costs 

minimal degree of accountability and obligation among the government agencies that 

do not perform their responsibilities properly, and the collapse of government 

subsidies. Accordingly, the perception of taxpayers for this service is not devotion.  

The World Bank (2019) explains that Yemen is presently experiencing a fundamental 

political transition along with other economic challenges after the removal of the fuel 

subsidy. As a result of the transition process, the study undertakes a dynamic 

computable general equilibrium and micro-simulation model for Yemen where SMEs 

demonstrate that the entire growth effects of subsidies removal is positive in general 

but with a possibility in poverty reduction or increased contingent on reform strategy.  

Breisinger, Ecker, Al-Riffai and Yu (2012) argue that the perception towards the 

government subsidies is insignificant as taxpayers cannot notice the immediate 
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correlation when they are making tax obligation decision. They indicate that it is not 

an important factor for tax obligation behaviour for either the future or past intentions. 

In addition, it may be unrealistic for SMEs owner managers to believe that government 

services will simply improve. Although many SMEs complain about the removal of 

government subsidies and that the government is wasting the tax money, they cannot 

establish a link between these factors to their tax compliance decision. Therefore, 

SMEs owner-managers do not have a direct attention to the benefits received from the 

government. This suggests that the social exchange with government does not affect 

the zakat payment by SME owner-managers and thus does not impact the SMEs’ tax 

compliance behaviour.  

5.4 Implications of Research   

The current study provides an account on the determinants of tax compliance 

behaviour among Yemeni SMEs by using the moderating effects of removal of 

government subsidies. The findings of the study have revealed theoretical, practical, 

and methodological implications in the area of tax compliance behaviour determinants 

among SMEs. These implications are highlighted in the following subsections.  

5.4.1 Theoretical Implications 

This study offers many significant theoretical contributions to the literature on the tax 

and accounting fields. The study contributes to the theories in accounting studies in 

relation to SMEs’ tax compliance as well as its determinants in developing countries 

such as Yemen. Among these theories include the deterrence theory and socio 

phycological theory. Previous studies on SMEs and tax compliance behaviour have 
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investigated the influence of different variables on tax compliance (D’Attoma, 2018; 

Ottone et al., 2018; Alm, Bloomquist & McKee, 2017; Birskyte, 2014; Gangl et al., 

2014; Hallsworth, et al., 2017; Alon & Hageman, 2013; Adegboye et al., 2018; Abdul 

& Wang’ombe, 2018; Sapiei et al., 2014b). However, tax compliance behaviour 

remains complex that requires alternative examination for better understanding 

(Cumming et al., 2009; Alm et al., 2012). Most past literature has concentrated on the 

relationship between the deterrence theory in the context of individual tax compliance, 

whereas limited study has tested the association between the deterrence theory and 

SMEs’ tax compliance (Aubya et al., 2015; Ottone et al., 2018; Alm et al., 2017; 

Birskyte, 2014; Gangl et al., 2014). In the context of this study, the income level of 

SMEs was introduced to extend the standard deterrence theory and existing variants 

of the model.  

Considering the broader nature of the Fischer’s Model which encompasses the 

deterrence and socio-psychological theories, the current study makes further 

contribution to the theoretical literature by extending the Fischer’s Model by 

employing it to examine SMEs’ tax compliance behaviour. The study further 

contributes to the model by incorporating a number of additional variables such as the 

perception of corruption, political instability, tax compliance costs, zakat payment, and 

the moderating effect of the removal of government subsidies on the tax compliance 

among SMEs.  

Furthermore, the extended model used in this study accommodates several variables 

such as zakat payment and the moderating effect of removal of government subsidies 

from the Yemeni perspectives. By enhancing the Fischer’s Model, the current study 
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provides a robust conceptual model which integrates the deterrence and socio-

psychological theories (equity theory, social influence theory, and social exchange 

theory) to investigate its effects towards the SMEs in Yemen from the perspective of 

tax compliance. As such, the study provides empirical evidence on the theoretical 

relationship that has been earlier hypothesized in Chapter Three. In addition to the 

deterrence and socio-psychological theories, the integrated model of this study is also 

supported by the economic and socio-psychological factors in explaining the tax 

compliance behaviour among the SMEs which has not been done before especially in 

Yemen and other MENA countries. In particular, the model of this study examines the 

direct influence of income of SMEs, tax fairness, peer influence, perception of 

corruption, tax audit, tax rate, tax penalty, political instability, tax compliance costs, 

and zakat payment which have never been previously covered by a single study. 

Moreover, the model highlights on the moderating effects of the removal of 

government subsidies on the relationships between the direct variables and tax 

compliance among the SMEs in view of tax compliance in Yemen.  

Therefore, the current study has extended the literature on tax compliance and 

addressed the gap in SMEs’ tax compliance behaviour by extending the Fischer’ 

Model and include variables such as removal of government subsidies and zakat 

payment. To the best of the researcher’s knowledge, limited studies have been 

conducted from the view of tax compliance behaviour that extends the Fischer’s 

Model, such as the work by Alabede (2012) involving the Nigerian perspective. On 

this note, the present study adds to the limited literature by considering the SMEs’ tax 

compliance using the economic, socio-psychological, and social exchange 
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perspectives as well as the deterrence theory. Furthermore, there are scarce studies 

performed on SMEs’ tax compliance behaviour that solely extend the  Fischer’s Model 

and use the variables of this study in the context of Arabian Peninsula and MENA 

countries, particularly Yemen. Thus, the present study offers strong empirical evidence 

regarding the effects of the deterrence, economic, and socio-psychological theories on 

SMEs’ tax compliance behaviour. 

The overall findings of this study shows that there are other important variables that 

can influence tax compliance among the taxpayers such as SMEs which previous tax 

compliance models did not accommodate. These important variables which this study 

accommodates them are removal of government subsidies, zakat payment, and 

political instability. Considering the study findings and the expanded Fischer Model 

in this study, it reveals that in the direction relationship between the independents and 

dependent variables eight variables (Income of SMEs, tax fairness, tax audit, tax rate, 

tax penalty, political instability, tax compliance costs, and zakat payment) of the study 

were supported by the hypothesis testing. This indicated that only two variables (peer 

influence and perception of corruption) are not supported.  These findings reflected 

some elements of the original Fischer Model together with the extension provided by 

this study. 

 

From the perspectives of moderating effect in the intendent Fischer Model in this 

study, the overall findings indicated that five variables (tax fairness, tax audit,  tax rate, 

tax penalty,  tax compliance cost) where supported while the other five variables 

(income of SMEs, peer influence,  perception of  corruption, , political instability, 
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zakat payment) where not statistically supported by the hypothesis testing. This show 

that the extended Fischer Model of this study has provided a new dawn in examining 

the factors that influence tax compliance behaviours from the perspective of deterrence 

and socio psychological theories especially the SMEs taxpayers. On this note, this 

study contributed immensely in understanding the taxpayers behaviours towards tax 

compliance particularly from the developing countries such as Yemen whose different 

factors such as variables of this study where identified as elements that are crippling 

its efficient and effective tax compliance behaviour.    

5.4.2 Practical Implications 

Tax revenues are the significant source of income to the Yemeni government apart 

from oil revenues which amounts to 70% of the total government income. This 

indicates that Yemen derives its income mainly from oil proceeds (Al-Batly, 2014). In 

addition, 70% revenue of the Yemeni government depends on oil proceeds before the 

crash of oil price and the Arab Spring crisis in 2011. This situation necessitates the 

government to heavily rely on tax revenues besides oil revenue and search for other 

ways to improve the tax revenues from taxpayers (Al-Batly, 2014; MPIC, 2018; Al-

Rabiei, 2020). In Yemen, tax revenues are largely dependent on the SMEs as they 

represent 99.6% of the total companies in the country (Abdullah et al., 2019; Al-Ttaffi 

& Abdul-Jabbar, 2018; YMIT, 2014). Therefore, SMEs are viewed as among the major 

players towards tax revenue to the Yemeni government.  

Hence, improving tax compliance among the SMEs shall help the Yemeni government 

to reduce its budget deficit and achieve fiscal sustainability, which in return will 
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strengthen and improve the performance of the national economy. Therefore, the 

findings of this study provide empirical evidence on how the government can improve 

the tax revenues from the SMEs including on how to control leakages and maximise 

compliance.  

The findings of this study also indicate several important factors that influence the tax 

compliance among SMEs. Importantly, the findings reveal that the income level of 

SMEs in Yemen is viewed as the degree to which an SME’s economic or social status 

is significant in determining tax compliance behaviour. Therefore, the government and 

tax authority of Yemen should give high priority and due consideration to mitigate the 

negative effects and maximise the generation of tax revenue. Similarly, the local 

government and tax authority can apply the findings of this study  by making it a 

governments policy instrument to combat low tax compliance amongst SMEs more 

especially in relation to the eight significant elements inducing the tax compliance 

behaviour of Yemeni SMEs.  

Furthermore, the findings also suggest that periodic tax audit by relevant authorities 

would positively influence the SMEs’ tax compliance behaviour. As SMEs increase, 

so does their tax compliance in line with strong tax audit. Hence, the tax authority 

should take into account an increased operational inspection of SMEs along with 

improved tax audit. Furthermore, the Yemen tax authority should have a team of 

trained tax auditors for the purpose of investigating and detecting unofficial SMEs that 

are noncompliant with the income tax law. This could reveal a huge part of tax evaders. 
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Another major implication from the findings of this study is related to the removal of 

government subsidies. This is an important factor to be considered by the Yemeni 

government in discussing about the tax compliance behaviour among local SMEs. 

Empirical evidence from this study provides useful guideline on how the removal of 

government subsidies serves as either a catalyst or a retardant for change  in tax 

compliance among the SMEs in Yemen. Accordingly, SMEs seem to be more likely 

to engage in higher compliance for paying tax when they perceive tax fairness, tax 

audit, tax rate, tax penalty, and tax compliance costs in the presence of the moderating 

effect of the removal of government subsidies.  

The result pertaining to tax rate shows a positive impact of this factor towards tax 

compliance behaviour. This finding can be related to some countries such as Malaysia, 

Nigeria, and China that have been working to grow their SMEs sector by adopting a 

progressive tax rate for their SMEs. For example, resident SMEs in Malaysia with a 

capital of MYR 2.5 million and below are taxed at lower rate (18% on the first MYR 

600,000 and the balance tax is 24%). Similarly, SMEs in China are given a special 

discount of 10% to 20% to encourage the use of technology in running the SMEs and 

young entrepreneurs operating in certain regions within the country. Moreover, South 

Africa has a rate of 0% to 28% discount for small entrepreneurs operating in the 

country. Therefore, the Yemen government may adopt different tax rate as Malaysia  

and China  in achieving economic development race among the countries with similar 

objectives in growing its SMEs sector by introducing a competitive tax rate into the 

Yemen Tax Law 2010. 
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A vital contribution from this study also concerns on the role of tax compliance costs 

on the SMEs’ tax compliance in Yemen. The findings have shown that higher tax 

compliance costs lead to lower compliance rate. Thus, it is suggested that the 

government should invest significant effort towards reducing the costs of compliance. 

Therefore, government may collaborate with zakat department, not stand  alone 

departments. (discuss also zakat rebate such as Malaysia which may increase tax 

compliance among low compliance taxpayers). 

Zakat payment is evident by this study as a strong determinant of tax compliance. The 

findings on zakat payment compliance indicate that SMEs owner-managers who 

observe high compliance to zakat payment are acknowledged to also show high tax 

compliance. This is because zakat compliant owner-managers have high religious 

values which influence them to also conform to the tax compliance.    

Finally, academician, students, policymakers, and tax practitioners would find the 

result of this study useful in the field of tax compliance particularly for SMEs in 

developing countries such as Yemen and other countries with similar environment.  

The findings of the study reveal that the Fischer’s Model can be extended to 

accommodate other variables that can aid in understanding and examining the nature 

of tax compliance behaviour among SMEs and the factors that can determine 

compliance behaviour. This brings about new perspective in the litera ture of tax 

compliance behaviour using the model of the study from the Yemen point of view.   
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5.4.3 Methodological Implications 

In addition to the theoretical and practical contributions, this study has made 

methodological contribution as well. Most of the previous studies on tax compliance 

among SMEs have mainly used secondary data (Muehlbacher, Hartl & Kirchler, 2017; 

Öge, 2016; Khlif , Guidara & Hussainey, 2016; Binaj, 2016; Alm et al., 2014; 

DeBacker et al., 2015; Yosef et al., 2014; Joulfaian, 2000) and performed their analysis 

with SPSS or other software’s for data analysis. There are also studies that used 

experimental methods (Ariel, 2012; Downs & Stetson, 2014).   

To the best of the researcher’s knowledge, limited studies on SMEs taxpayers have 

used a questionnaire and Smart PLS-SEM to analyse their data. Hence, this study used 

self-reported data collected using a questionnaire and employed the Smart PLS-SEM 

software to analyse the collected data. The use of questionnaire enables the researcher 

to obtain direct perceptions from the SMEs taxpayers. By validating the measures of 

previous studies in the developing countries of Middle East and Arabian countries, 

namely, Yemen, evaluating their psychometric properties (composite reliability, 

convergent validity, and discriminant validity), in that area this study has contributes 

to the methodology of tax compliance in SMEs by self -reported data analysed with 

smart PLS-SEM.  

It is worth to highlight that the current study is among the few empirical SMEs 

investigations that analyse the tax compliance behaviours in MENA countries using 

Smart PLS-SEM, especially in the Yemeni context. Besides, this study also contributes 

methodologically by establishing a new measurement of political instability, 

uncertainty in governance, and zakat and how these factors affect the taxpayers’ 
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perception and confidence towards tax compliance and tax authority efficiency and 

effectiveness in Yemen.  

Moreover, the literature concerning tax compliance in Yemen indicates that the current 

study is among the limited studies that focus on SMEs as an important sector in 

accordance to its significant effects to the economy of the country. Furthermore, the 

study covers a large scope that includes the major ten governorates in Yemen, which 

contain approximately 82.95% SMEs in Yemen. Finally, the model of this study is 

first to be tested in Yemen and other MENA countries using the study variables in a 

single study.   

5.5 Limitations and Suggestions for Future Studies 

Despite important contributions, this study has several limitations that need to be 

addressed in future studies. These limitations are as follows. The first limitation is the 

adoption of a quantitative research method, and cross-sectional research design. This 

method has its own inherent problem of not allowing for causal inferences to be made 

on the population. Hence forth, future studies should consider a longitudinal research 

design to measure the variables of this study at a different point in time to re-confirm 

the findings of this study. Additionally, panel data using secondary data is highly 

encouraging in the future studies. 

Second, the model employed in the current study manages to explain 64.7% of  the 

whole variance in SMEs’ tax compliance that refers to other variables that might 

describe the variance in SMEs’ tax compliance. Conversely, the other 35.3% of 

variance in SMEs’ tax compliance behaviour can be described by additional dormant 
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variables. The difference in the variance between the current study and others could 

be due to the different cultural factors and government policies. In addition, the current 

research is the first to utilise the Fischer’s Model to assess income tax at the SMEs 

level, particularly in the context of MENA. Although most empirical evidence of this 

nature are subjected to further development, this study is no exception. So, future 

studies are recommended to deliberate other conceivable variables that might influence 

SMEs’ tax compliance behaviour like patriotism, religion, and other technological 

devices.  

Third, owing to the scanty research in this domain, the current study marks part of an 

earlier investigation in SMEs’ tax compliance behaviour in MENA, particularly the  

tax compliance behaviour in Yemen. Hence, this study can be applied or adopted as a 

related theoretical framework to extend the scope of research in this region, especially 

since the existing research is restricted by the limitation of a geographical sphere where 

it was conducted. Therefore, future studies may extend the model of this research to 

other MENA countries. Furthermore, future studies should widen the scope of study 

by including individuals or large corporations to enhance to enhance the 

generalizability of the findings.  

Finally, survey method usually suffers from numerous inadequacies including 

response bias, the social desire of responding to please or placate an author, 

misinterpretation and misconstruing of respondents with regards to the questions 

raised, or incorrect response to the questionnaire items . These problems are common 

in social science surveys (Zikmund et al., 2013). As part of the effort to minimise these 

incidences, the questions had undergone an extensive assessment process involving an 
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expert review to make sure that the instrument was clear and understandable by the 

targeted respondents. 

Furthermore, respondents were assured of the confidentiality of their responses and 

participation to obtain their reliable opinion. Nevertheless, as the threat may not be 

fully eliminated and may likely to affect findings, future researches should consider to 

combine a survey with relevant qualitative methods like case studies and interviews to 

obtain in-depth understanding that will offer further support to the findings. The 

mixed-method approach may possibly provide more evidence from various 

perspectives to surmount the limitations of a particular approach. 

5.6 Conclusion 

Taxation stands as one of the sustainable sources of revenue for the Yeme ni 

government. However, low tax compliance has hampered the ability of a government 

to generate the expected revenue from taxation to finance development plans. 

However, enhancing taxation has become mandatory for Yemen to generate more 

revenue especially under the current trend of declining revenue due to a decrease in oil 

price, the Arab Spring revolution, as well as uncertainty of government. As more than 

70% of Yemeni government income comes from oil, it has become necessary for the 

county to diversify its sources of revenue to face the current challenges. This study 

focuses on the income tax of manufacturing SMEs (large, middle, small, and micro), 

which are an integral part of the corporate taxpayers in Yemen.  

SMEs taxpayers have been identified to possess high potentiality of generating tax 

revenue, however they are hampered by low level of tax compliance. Increasing 
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SMEs’ tax compliance behaviour may increase the revenue generation to the 

government. Tax compliance is regarded as vital especially reflecting on the Yemeni 

government’s agenda in moving towards a strong and improved national economy, 

fiscal sustainability, and self-reliance. Hence, SMEs’ tax compliance is crucial for the 

government. For the purpose of attaining high tax compliance among the SMEs, the 

government should take into consideration the factors that may affect SMEs’ tax 

compliance. This study has offered further evidence to an ever-increasing body of 

knowledge regarding SMEs’ tax compliance as well as its determinants in Yemeni, 

where tax compliance continues to be at a low level. Consequently, this study suggests 

that the Yemen government should offer zakat rebate to the taxpayers, which would 

reduce the effects of double tax obligations by the taxpayers.  

Additionally, the present study investigates the moderating effect of removal of 

government subsidies on the relationship involving income of SMEs, tax fairness, peer 

influence, perception of corruption, tax audit, tax rate, tax penalty, political instability, 

tax compliance costs, and zakat payment with SMEs’ tax compliance behaviour. The 

data analysis reveals significant and positive influence of tax fairness, tax audit, tax 

rate tax penalty, and zakat payment on SMEs’ tax compliance behaviour and a 

significant and negative effect of income of SMEs and compliance costs with SMEs’ 

tax compliance. Moreover, the moderating effect of the removal of government 

subsidies is found to be significant and positive on tax fairness, tax rate, and tax penalty 

towards SMEs’ tax compliance behaviour. Furthermore, the moderating effect of the 

removal of government subsidies is found to be significant and negative on tax audit 
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and tax compliance costs. Finally, it is hoped that the present study will motivate the 

development of more theories and further studies in this area of research. 
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APPENDIX A  

The Questionnaire- English Version 

  

 

A Survey Questionnaire 

Dear Manager, 

I am a PhD. student at the Universiti Utara Malaysia, currently preparing for my doctoral study 

on:  

DETERMINANTS OF TAX COMPLIANCE BEHAVIOUR AMONG YEMENIS 

SMEs: THE MODERATING EFFECT OF REMOVAL OF GOVERNMENT 

SUBSIDIES 

In Yemen, the economy is largely dependent on tax revenue, which is a crucial source in the 

Yemeni public budget especially income tax. In line with that, the government, through 

various initiatives attempts to increase tax revenue by encouraging tax compliance behaviour. 

Thus, it is important to recognise factors affecting tax compliance, particularly in the context 

of SMEs that have strategic significance in the national economy. 

We really appreciate your cooperation in making this research a success. The survey takes 

about 15 minutes. Please spare some of your valuable time to complete it. Please be assured 

that your responses will be analysed for academic purposes only. Hence, respondent’s identity 

will never be known throughout any part of the research process. If you have any questions 

about the questionnaire, or would like to see the final results, feel free to contact the researcher. 

Thank you for participating in this study. Your cooperation is highly appreciated.  

 

Yours sincerely                                                                                                                                                          

  

 

 

 

 

 

Tunku Puteri Intan Safinaz School of 

Accountancy, 

Universiti Utara Malaysia, 06010 UUM  

Sintok, Kedah, Malaysia  

Tel: +6049287205 Fax: +6049287215 

Email: tissa@uum.edu.my 

 

Supervisors: 

Dr. Idawati Ibrahim 

Assoc. Prof. Dr. Noraza Mat Udin 

Mohammed Mahdi Abd Obaid                                                               

 PhD candidate Universiti Utara Malaysia                                         

E-mail: mohammedmahdiuum@gmail.com 

Telephone:  +96705411504 
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The First Part: Demographic Information 

Relate to the personal profile of the respondent and some general information about the 

SMEs. 

Please tick (√) the right answer. 

1) Age (years): 

 Less than 30 

 30-50 

 More than 50 

2) Gender: 

 Male 

 Female 

3) Marital Status (MS): 

 Single 

 Married 

 Others 

4) Educational qualification (EQ): 

 Before secondary school  

 Secondary school or Diploma  

 Bachelor’s degree and above 

5) Period of Business (years) (PB): 

 Less than 5 years   

 5-10 years 

 11-15 years 

 More than 15 years  

6) Position of Responding (PR): 

 Chief executive officer    

 Managing director 

 Owner-managers 

7) Manufacturing Sector (MS): 

 Food products and beverage 

 Fabricated metal products 

 Non-metallic mineral products   

 Apparel products   

 Other, (services, retail) 

8) How do you keep your accounting system? 

 Manual system 

 Computerized    

 Mixed (computer & manual) 

 Other, please specify………… 
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9) Manufacturing Sector (MS): 

 Less than 50            

 50 to 99    

 100-149   

 150-199   

 200 and above 

The Second Part: 

 

This part consists of 11 section. it is obtaining your opinion and attitude about income of 

SMEs, attitudes and perceptions: tax fairness, perception of corruption and peer influence, 

tax system structure: tax audit, tax rate and penalty rate, political instability, zakat payment  

removal of government subsidies SMEs Tax compliance behaviour in Yemen. Please indicate 

your agreement or disagreement with each of the following statements. Kindly, respond to 

each of the following statements to indicate your opinion (by way of a tick): 

1 2 3 4 5 
Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Section 1: Income of SMEs )ISMEs) 

Please tick (√) the right answer 

 YER 1,500,000 and below 

 YER 1500,001 - YER 200 Million 

 YER 201 Million -YER 500 Million  

 YER 501 Million - YER 1 billion 

 More than YER 1 billion 

Section 2: SMEs Tax Compliance Behaviour (STCB) 

Based on your own judgment, please state your agreement or disagreement for the following 

statements using the scale below. Please circle your response. 

1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 
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Variable 

Code 

No Statement The Scale 

STCB1 1 It is not wrong to under report SMEs 

certain income since this behaviour does 

not harm government spending. 

1 2 3 4 5 

STCB2 2 With how things cost these days in 

Yemen, it is not right for me to comply 

fully with tax authority. 

1 2 3 4 5 

STCB3 3 It is ok to hold a little bit on taxes since 
the government is not doing well to 

support SMEs. 

1 2 3 4 5 

STCB4 4 Because of many big enterprises paid less 
taxes if compared with SMEs, so if 

someone like I underpaid a little bit, it is 

not much a big deal. 

1 2 3 4 5 

STCB5 5 Chances of getting caught by low 

compliance behaviour motivated my tax 

low compliance and worthwhile. 

1 2 3 4 5 

STCB6 6 If I understand I deserve a deduction that 
the tax authority will not let me take, this 

situation discourages my overall tax 

compliance behaviour. 

1 2 3 4 5 

 

Section 3: Tax Fairness  (TFA) 

The following statements refer to some of the statement placed on tax fairness. Using the scale 

below, please state your agreement or disagreement to the following statements.  

1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Variable 

Code 

No Statement The Scale 

TFA1 7 Generally, the burden of the income tax is 

not fairly distributed among the SMEs. 

1 2 3 4 5 

TFA2 8 SMEs have paid their fair share of income 

tax 

1 2 3 4 5 

TFA3 9 The benefits SMEs gain from government 
is not fair in terms of their tax payment. 

1 2 3 4 5 

TFA4 10 Some legal deductions are not fair to 

SMEs because they do not fair to them. 

1 2 3 4 5 

TFA5 11 SMEs whose have the same incomes 

should pay the same amount as tax 

regardless of the kind of investment they 

make, how many dependents they have or 
their financial obligations. 

1 2 3 4 5 

TFA6 12 High income SMEs have a greater ability 

to pay income taxes, so it is fair they 
should pay a higher rate of tax than low 

income SMEs. 

1 2 3 4 5 
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TFA7 13 Compared to other SMEs, our SMEs pay 

less than fair share of income tax. 

1 2 3 4 5 

TFA8 14 Current income tax laws require SMEs to 

pay more than their fair share of income 

tax. 

1 2 3 4 5 

Section 4: Peer influence (PIN) 

The following statements refer to some of the statement placed on peer influence. Using the 

scale below, please state your agreement or disagreement to the following statements.  

1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Variable 

Code 

No Statement The Scale 

PIN1 15 Most people who are important to SMEs 

think that SMEs should report their tax 

return. 

1 2 3 4 5 

PIN2 16 Most people who are important to SMEs 

think it is unacceptable to overstate tax 

deductions on their income return. 

1 2 3 4 5 

PIN3 17 Most people who are important to SMEs 

think that the tax they pay is fair given the 

services they get from the government. 

1 2 3 4 5 

PIN4 18 Most people who are important to SMEs 

prefer to pay less tax even if it means 

receiving a more restricted range service. 

1 2 3 4 5 

PIN5 19 Most people who are important to SMEs 

think that tax non-compliance is a trivial 

offense. 

1 2 3 4 5 

PIN6 20 Most people who are important to SMEs 

think the government should actively 

discourage participation in the informal 

sector 

1 2 3 4 5 

 

Section 5: Perception of Corruption (PCO) 

The following statements refer to some of the statement placed on perception of corruption. 

Using the scale below, please state your agreement or disagreement to the following 

statements. 
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1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Variable 

Code 

No Statement The Scale 

PCO1 21 It is common in Yemen for SMEs to pay 

some additional unofficial payments to get 

things done in respect to their taxes. 

1 2 3 4 5 

PCO2 22 SMEs in Yemen often make unofficial 

payments to public officials to get 

exempted from paying due taxes. 

1 2 3 4 5 

PCO3 23 In Yemen, SMEs make some unofficial 

payments to tax officials to reduce their 

taxes and income. 

1 2 3 4 5 

PCO4 24 SMEs are affected with corruption when it 

comes to tax payment and dealing with 

government or tax officials. 

1 2 3 4 5 

 

Section 6: Tax Audit (TAU) 

The following statements refer to some of the statement placed on tax audit. Using the scale 

below, please state your agreement or disagreement to the following statements.  

1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Variable 

Code 

No Statement The Scale 

TAU1 25 The chances of being audited are high so 

that it is not advisable to try to cut down a 

little on SMEs income taxes for various 

reasons. 

1 2 3 4 5 

TAU2 26 There are chances that any discrepancy in 

the tax return will be detected.   

1 2 3 4 5 

TAU3 27 It is likely that an annual tax return with a 

discrepancy will be audited. 

1 2 3 4 5 

TAU4 28 If a business is chosen for audit it is likely 

that the audit will identify any 

discrepancy. 

1 2 3 4 5 
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Section 7: Tax Rate (TRA) 

The following statements refer to some of the statement placed on tax rate. Using the scale 

below, please state your agreement or disagreement to the following statements.  

1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Variable 

Code 

No Statement The Scale 

TRA1 29 Tax rate on large company should be more 

than tax rate for SMEs 

1 2 3 4 5 

TRA2 30 Large company taxpayer should pay 

proportionately more than SMEs. 

1 2 3 4 5 

TRA3 31 Tax rate should not be the same for 

companies and SMEs. 

1 2 3 4 5 

TRA4 32 It is not affordable to SMEs to comply 

with tax if the tax rates are high 

1 2 3 4 5 

TRA5 33 SMEs can comply with tax if the tax rate 

is objective. 

1 2 3 4 5 

 

Section 8: Tax Penalty (TPE) 

The following statements refer to some of the statement placed on tax penalty. Using the scale 

below, please state your agreement or disagreement to the following statements.  

1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Variable 

Code 

No Statement The Scale 

TPE1 34 SMEs that are discovered for tax non-

compliance will be forced to pay the tax 

they owe with interest. 

1 2 3 4 5 

TPE2 35 SMEs that are discovered for tax non-

compliance will be forced to pay large 

penalty and pay the tax they owe with 

interest. 

1 2 3 4 5 

TPE3 36 SMEs that are discovered for tax non-

compliance will be taken to court and pay 

the tax they owe with interest. 

1 2 3 4 5 

TPE4 37 SMEs that are discovered for tax non-

compliance will be taken to court, pay a 

substantial penalty and pay the tax they 

owe with interest. 

1 2 3 4 5 
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Section 9: Political Instability (POI) 

The following statements refer to some of the statement placed on political instablity. Using 

the scale below, please state your agreement or disagreement to the following statements.  

1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Dimensions Variable 

Code 

No Statement The Scale 

 
 

 

 

Confidence 

POI1 38 SMEs have confidence in 
Yemen tax authority which as a 

result increase my tax 

compliance behaviour. 

1 2 3 4 5 

POI2 39 Confidence in tax institution 

determine my tax compliance 

behaviour in Yemen. 

1 2 3 4 5 

POI3 40 SMEs believe that justice is 

fairly administered in Yemen 

tax administration 

1 2 3 4 5 

 
 

 

 

Internal 

Efficiency 

POI4 41 Internal efficiency in 
compliance and collecting taxes 

encourage my tax compliance in 

Yemen.   

1 2 3 4 5 

POI5 42 Poor internal efficiency in terms 

of process and tax filling 

discourage my tax compliance 

behaviour. 

1 2 3 4 5 

POI6 43 SMEs believe that political 

protests are not a threat to 

Yemenis internal stability for 

tax compliance. 

1 2 3 4 5 

 

 

 

External 
Efficiency 

POI7 44 External environment in terms 

of government legislature to 

SMEs discourage my tax 

compliance behaviour. 

1 2 3 4 5 

POI8 45 Political forces associated with 

government official and policies 

influence my tax compliance 
behaviour 

1 2 3 4 5 

POI9 46 SMEs believe that the current 

political situation in Yemen is 

stable for SMEs tax compliance. 

1 2 3 4 5 
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Section 10: Zakat Payment (ZPA) 

The following statements refer to some of the statement placed on zakat payment. Using the 

scale below, please state your agreement or disagreement to the following statements.  

1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Variable 

Code 

No Statement The Scale 

ZPA1 47 SMEs in Yemen must pay zakat based on 

their income. 

1 2 3 4 5 

ZPA2 48 Paying tax on SMEs is somehow their 

priority. 

1 2 3 4 5 

ZPA3 49 SMEs are responsible for paying zakat 

irrespective of their income. 

1 2 3 4 5 

ZPA4 50 SMEs should pay Zakat if it fulfils the 

requirements. 

1 2 3 4 5 

ZPA5 51 SMEs know how to calculate their zakat 

and they are complying with the 

authorities. 

1 2 3 4 5 

ZPA6 52 SMEs know where to remit their zakat 

accordingly. 

1 2 3 4 5 

ZPA8 53 SMEs pay their zakat and tax directly to 

the government. 

1 2 3 4 5 

 

Section 11: Removal of Government Subsidies (RGS) 

The following statements refer to some of the statement placed on removal of government 

subsidies. Using the scale below, please state your agreement or disagreement to the 

following statements. 

1 2 3 4 5 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

 

Variable 

Code 

No Statement The Scale 

RGS1 54 Removal of subsidy decrease comparative 

advantage among SMEs 

1 2 3 4 5 

RGS2 55 Removal of subsidy has made cost of 

transport much higher. 

1 2 3 4 5 

RGS3 56 Removal of subsidy has increased budget 

deficit to SMEs in Yemen. 

1 2 3 4 5 

RGS4 57 Removal of subsidy increases smuggling 

of goods or raw material by the SMEs. 

1 2 3 4 5 

RGS5 58 Replacing subsidy by aid to SMEs will 

encourage production. 

1 2 3 4 5 
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RGS6 59 Replacing subsidy by cash transfers to the 

SMEs can ease cost of transport. 

1 2 3 4 5 

RGS7 60 Replacing subsidy by lowering fees can 

discourage smuggling. 

1 2 3 4 5 

RGS8 61 Replacing subsidy by lowering income tax 
on SMEs. 

1 2 3 4 5 

RGS9 62 Replacing subsidy by safety nets for weak 

SMEs. 

1 2 3 4 5 

 

The Third Part: Estimation of Tax Compliance Costs (TCC) 

 

Section 1: Internal Tax Compliance Costs 

a. Please estimate the time spent and wage proportion (per month) by the staff working on 

income tax activities (excluding usual bookkeeping and overhead cost) in your SMEs for 2018. 

please write “0” if you do not incur these costs. 

Statement Total hours/month 
Wage proportion 

YER/month 

Manger/ Accountant   

Admin Staff    

Other Staff   

 
b. did your SMEs incur any other additional non-staff costs for income tax compliance in 

2018? please provide or estimate the amount spent. (please write “0” if you do not incur these 

costs in your SMEs). 

 

Statement Rail /month  YER 

Stationery  

Postage  

Transportation  

Computer & Software  

Others, please Specify: ……………………………  

 

Section 2 : External Cost 

a.  

Statement Rail /year YER 

Accountant  

Lawyer  

Others, please Specify:  …………………………………     
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b. If your SMEs claims costs from government for the time and money spent (for internal or 

external tax compliance cost) by the company in dealing with SMEs Income Tax in 2018, how 

much do you think is a fair compensation ? (Please write “0” if you did not incur these costs 

in your company): 

 Amount YER 

Internal cost  

External cost  

c. Compared with other business in your industry, the estimated level of SMEs Income Tax  

compliance cost is:  

 

Very High High Normal Low Very Low 

     

 

 

 

 

 

 

 

 

 

 

 

 

===============      Thank you for your cooperation    ============ 

 

 

 

 

 

 

 

 

 

 



 

 337 

APPENDIX B 

The Questionnaire- Arabic Version 

 

 

 

 

 رأي  استطالع  إستبانة

 المحترم  المدير السيدة  /السيد

 :موضوع  حول  الدكتوراة  مرحلة  لدراسة حاليًا  أستعد ماليزيا،   أوتارا  بجامعة  دكتوراة  طالب أنا

 الحكومي  الدعم  لرفع  الوسيط  األثر:  والمتوسطة  الصغيرة  اليمنية   المؤسسات  بين  الضريبي  االمتثال  سلوك  محددات

  اليمنية  العامة  الميزانية في  رئيسيًا  موردًا تعتبر  والتي الضريبية،   اإليرادات  على كبير،   حد  إلى  اليمن  في  اإلقتصاد،   يعتمد

 خالل  من  الضريبية  اإليرادات  زيادة  مختلفة،   مبادرات خالل  من  الحكومة،  تحاول  ذلك،   مع وتمشيا.  الدخل  ضريبة وخاصة

 سياق  في سيما  ال  الضريبي،   االمتثال تؤثر على  التي  العوامل  إدراك  أهمية تبرز  وهكذا،   الضريبي،   االمتثال سلوك  تشجيع

 .الوطني  االقتصاد  في  استراتيجية  أهمية  لها  التي  والمتوسطة  الصغيرة  المؤسسات

  نرجو  لذا دقيقة،   15  حوالي  هذا  الرأي استطالع  يستغرق  أن  المتوقع من.  البحث  هذا إنجاح  في  معنا  تعاونك  نقدر حقًا نحن

  فقط،   األكاديمية  لألغراض  استجاباتك بتحليل سنقوم  أننا  من  التأكد  يرجى.  إلستكماله الثمين وقتك  من  جزء تخصيص

  إذا بالباحث  اإلتصال  في  تتردد  أال نرجوا.  البحث  عملية  من جزء  أي  في  المستجيب  هوية  عن  الكشف يتم  لن  وبالتالي، 

 .النهائية  النتائج  على  االطالع تود  أو  االستبيان،   حول أسئلة  أي لديك  كانت

 .معنا  تعاونك  نقدر  كما  الدراسة،   هذه  في  المشاركة على  نشكرك

 والتقدير التحية  وافر  بقبول  تفضلوا

 

 

 الباحث:

 عبيد  دعب  مهدي  محمد

 ماليزيا  أوتارا  بجامعة  دكتوراة  طالب

 mohammedmahdiuum@gmail.com:  اإللكتروني  البريد

 + 96705411504 :   هاتف

 المشرفون:

 ابراهيم  اداواتي.  د

 الدين  مات  نورازا.  د  .أ

 

 

مدرسة تونكو بوتيري إنتان سافيناز للمحاسبة ، كلية إدارة األعمال ، 

سنتوك، قدح ، جامعة أوتارا ماليزيا ،  06010جامعة أوتارا ماليزيا ، 

 دار اإليمان، ماليزيا

+؛ بريد 604 928 7215+؛ فاكس : 604 928 7201هاتف : 

 الكتروني : 

my tissa@uum.edu.my 
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 : المعلومات الديموغرافيةاالول  الجزء

جى وضع  طة يرالمعلومات العامة حول الشركات الصغيرة والمتوسبالملف الشخصي للمستفتى وبعض هذا الجزء  يتعلق  

(√) اإلجابة الصحيحة. ةعالم    

. العمر:1    

30أقل من       

30-50    

   50أكثر من    

. النوع2   

ذكر     

أنثى      

االجتماعية . الحالة3  

أعزب       

متزوج       

أخرى :................      

. المؤهل الدراسي4  

     الثانوية العامة شهادة قبل ما  

   الدبلوم شهادة/  العامة الثانوية شهادة  

فوق  وما  البكالوريوس   شهادة     

(بالسنوات) النشاط أداء فترة.  5  

5أقل من     

  5-10   

 10-15   

   15أكثر من   

. منصبك الحالي في المؤسسة  6  

المدير التنفيذي    

    المدير العام    

  المدير المالك  

. قطاع التصنيع7  

المنتجات الغذائية والمشروبات      

المنتجات المعدنية المصنعة      

المنتجات المعدنية وغير المعدنية       

منتجات المالبس      

أخرى )خدمات، بيع بالتجزئة(     

 

 

 



 

 339 

بك؟ الخاص المحاسبة نظام تدير  كيف.  8  

نظام يدوي    

نظام محوسب     

  مختلط )كمبيوتر ويدوي(.  

2019. يرجى اإلشارة إلى عدد الموظفين في مؤسستك في عام  9  

    50اقل من  

 50-99   

 100-149    

 150-199    

ومافوق   200    

 

 الجزء االثاني
 

 المتعلقة والتصورات واإلتجاهات الفرص  بشأن وموقفك رأيك معرفة إلى ويسعى ،قسم  11 من الجزء هذا يتكون  
 األقران،  وتأثير الفساد إلى والنظرة الضريبية، العدالة معدل الدخل للشركات الصغيرة والمتوسطة،:اإلمتثال بعدم

 االستقرار  وعدم الضريبة، سداد في التأخر وغرامة الضريبة ومعدل ، الضريبي التدقيق: الضريبي النظام وهيكل
 في والمتوسطة الصغيرة المؤسسات بين الضريبي االلتزام وسلوك الحكومي، الدعم ورفع الزكاة، ودفع السياسي،

وبعد يرجى االستجابة : التالية العبارات من عبارة كل مع موافقتك عدم أو  موافقتك مدى إلى اإلشارة يرجى. اليمن
 لكل من العبارات التالية لإلشارة إلى رأيك )عن طريق عالمة(:

5 4 3 2 1 

بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    

 
 

 والمتوسطة الصغيرة المؤسسات دخل: 1 القسم
 

  يرجى وضع عالمة (√)امام العبارة الصحيحة   :
   وأقل  يمني لاير  مليون  1,5  

    يمني  لاير  مليون  002  -  1500001

مليون لاير 500- لاير مليون 012    

   مليار لاير    1  –مليون  501 

اكثر من مليار لاير     

والمتوسطة  الصغيرة للمؤسسات الضريبي اإلمتثال : سلوك2القسم   

. باستخدام والمتوسطة الصغيرة للمؤسسات الضريبي اإلمتثال سلوك  تشير العبارات التالية إلى بعض البيان الوارد في

:خالفك إلى البيانات التاليةالمقياس أدناه، يرجى ذكر موافقتك أو    

5 4 3 2 1 
بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    
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رقم  العبارة المقياس
 المتغير 

المتغير كود  

 الفعلي الدخل من أقل بقيمة اإلقرار الخطأ من ليس 1 2 3 4 5
 ال السلوك هذا ألن والمتوسطة الصغيرة للمؤسسات

الحكومي. باإلنفاق يضر . 

 م  ص م  ض  ا  س 1
1 

 من ليس ، اليمن في األيام هذه األسعار ارتفاع مع 1 2 3 4 5
 مصلحة لتعليمات تماًما أمتثل أن لي المناسب

 الضرائب

س ا ض م ص م  2
2 

 ألن قليلً  الضرائب سداد في التأخر في بأس ال 1 2 3 4 5
 المؤسسات لدعم حسنًا بلءً  تبلي ال الحكومة

والمتوسطة الصغيرة . 

 م  ص م  ض  ا  س 3
3 

 أقل بقيمة أقررت ما إذا كبيرة مشكلة هناك تكون لن 1 2 3 4 5
 الشركات من العديد وجود ظل في الحقيقي راتبي من

 التي تلك عن تقل ضرائب بسداد تقوم التي الكبرى
الحجم. والمتوسطة الصغيرة المؤسسات تدفعها  

س ا ض م ص م  4
4 

 عدم سلوك في متورط وأنا ضبطي إمكانية تؤثر 1 2 3 4 5
 باإلمتثال المتعلق سلوكي في  الضريبي، اإلمتثال

.الضريبي  

س ا ض م ص م  5
5 

  مصلحة لي  تمنحه  لم خصًما  أستحق أنني علمت إذا 1 2 3 4 5

 سلوكي يشجع ال  الموقف هذا فإن ، الضرائب
الضريبي. باالمتثال المرتبط الشامل  

س ا ض م ص م  6
6 

 

الضريبية   العدالة:  3لقسم  ا  

. باستخدام المقياس أدناه، يرجى ذكر موافقتك أو خالفك  العدالة الضريبية  تشير العبارات التالية إلى بعض البيان الوارد في  

التالية  إلى البيانات 

5 4 3 2 1 
بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    

 

 

المتغير كود رقم المتغير العبارة المقياس  

 الدخل ضريبة توزيع في عام، بشكل عدالة، توجد ال 1 2 3 4 5
.والمتوسطة الصغيرة المؤسسات بين  

1 ض  ع  7  

 حصتها بسداد والمتوسطة الصغيرة المؤسسات تقوم 1 2 3 4 5
.الدخل ضريبة من العادلة  

2 ض  ع 8  

 والمتوسطة الصغيرة المؤسسات تجنيها التي الفوائد 1 2 3 4 5
 التي الضرائب حيث من عادلة ليست الحكومة من

.تسددها  

3 ض  ع 9  

 للمؤسسات عادلة ليست القانونية الخصومات بعض  1 2 3 4 5
والمتوسطة الصغيرة . 

4 ض  ع 10  

 التي والمتوسطة الصغيرة المؤسسات على يجب 1 2 3 4 5
 بغض  الضريبة مبلغ نفس تدفع أن الدخل نفس تجني
 عدد أو  به، تقوم التي االستثمار نوع عن النظر

.المالية التزاماتها أو  موظفيها،  

5 ض  ع 11  
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 الدخل ذات والمتوسطة الصغيرة المؤسسات لدى 1 2 3 4 5
 من لذلك الدخل، ضريبة سداد على أكبر قدرة المرتفع

 الصغيرة المؤسسات من أعلى ضرائب تدفع أن العدل
.المنخفض  الدخل ذات والمتوسطة  

6 ض  ع 12  

 والمتوسطة الصغيرة المؤسسات مع بالمقارنة 1 2 3 4 5
 المتوسطة أو  الصغيرة مؤسستي تدفع األخرى،

.الدخل ضريبة من عادلة غير حصة  

7 ض  ع 13  

 تدفع أن الحالية الدخل ضريبة قوانين تتطلب 1 2 3 4 5
 حصتها من أكثر والمتوسطة الصغيرة المؤسسات

.الدخل ضريبة من العادلة  

8 ض  ع 14  

 

األقران  تأثير :    4القسم    

. باستخدام المقياس أدناه، يرجى ذكر موافقتك أو خالفك إلى  األقران تأثيرتشير العبارات التالية إلى بعض البيان الوارد في  

 البيانات التالية

5 4 3 2 1 

بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    

 

المتغير كود رقم المتغير العبارة المقياس  

 للمؤسسات أهمية يمثلون الذين األفراد معظم يعتقد 1 2 3 4 5
 الصغيرة المؤسسات على أن والمتوسطة الصغيرة

.الضريبية إقراراتها تقديم والمتوسطة  

1  ق ت 15  

 للمؤسسات أهمية يمثلون الذين األفراد معظم يعتقد 1 2 3 4 5
 في المبالغة المقبول غير من أنه والمتوسطة الصغيرة

.الدخل عائدات على الضريبية التخفيضات  

2ت ق   16  

 للمؤسسات أهمية يمثلون الذين األفراد معظم يعتقد 1 2 3 4 5
 تلك تدفعها التي الضريبة أن والمتوسطة الصغيرة

 من تتلقاها التي الخدمات إلى بالنظر عادلة المؤسسات
.الحكومة  

3  ت ق 17  

 للمؤسسات أهمية  يمثلون  الذين  األفراد  معظم  يفضل 1 2 3 4 5
  ذلك كان  لو  حتى  أقل ضرائب  دفع  والمتوسطة  الصغيرة

.محدود  نطاق  ذات  خدمة تلقي يعني  

4ت ق 18  

 للمؤسسات أهمية يمثلون الذين األفراد معظم يعتقد 1 2 3 4 5
 يعد الضريبي االمتثال عدم أن والمتوسطة الصغيرة

.بسيطة مخالفة  

5ت ق 19  

 للمؤسسات أهمية يمثلون الذين األفراد معظم يعتقد 1 2 3 4 5
 جاهدة تسعى أن الحكومة على أن والمتوسطة الصغيرة

.الرسمي غير القطاع في المشاركة تشجيع عدم إلى  

6ت ق 20  

 

الفسادتصور   :    5القسم    

. باستخدام المقياس أدناه، يرجى ذكر موافقتك أو خالفك إلى  تصور الفساد  تشير العبارات التالية إلى بعض البيان الوارد في

 البيانات التالية

5 4 3 2 1 
بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    
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المتغير كود رقم المتغير العبارة المقياس  

  الصغيرة  المؤسسات تدفع أن  اليمن في  الشائع  من 1 2 3 4 5
  رسمي غير بشكل  اإلضافية المبالغ  بعض والمتوسطة

.بضرائبها  المتعلقة  األمور إلنجاز  

1  ف ت 21  

 في والمتوسطة الصغيرة المؤسسات تقدم ما غالبًا 1 2 3 4 5
 الحكوميين للمسؤولين رسمي غير بشكل مبالغ اليمن

.المستحقة الضرائب دفع من إعفاء على للحصول  

2ت ف   22  

 اليمن، في والمتوسطة، الصغيرة المؤسسات تقدم 1 2 3 4 5
 الضرائب لموظفي رسمي غير بشكل المبالغ بعض 

.وإيراداتها ضرائبها لتخفيض   

3  ت ف 23  

 عندما بالفساد  والمتوسطة  الصغيرة  المؤسسات  تتأثر  1 2 3 4 5
  المسؤولين  مع  والتعامل  الضرائب  بدفع  األمر يتعلق

.الضرائب  موظفي  أو الحكوميين  

4ت ف 24  

 

الضريبي  : التدقيق  6قسم    

. باستخدام المقياس أدناه، يرجى ذكر موافقتك أو خالفك  الضريبي  التدقيق  تشير العبارات التالية إلى بعض البيان الوارد في

التالية  إلى البيانات 

5 4 3 2 1 
بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    

 

المتغير كود رقم المتغير العبارة المقياس  

  ال  لذا الضريبي،  للتدقيق لخضوعك  احتمال كبير  هناك 1 2 3 4 5
  الدخل ضريبة في تخفيض على الحصول بمحاولة ينصح

 ألسباب  والمتوسطة  الصغيرة  المؤسسات على المستحقة
.مختلفة  

1 ض ت 25  

 في  تناقض   أو   تباين أي الكتشاف احتمال هناك 1 2 3 4 5

.الضريبي  اإلقرار  

2ت ض  26  

 السنوي الضريبي اإلقرار تدقيق يتم أن المحتمل من 1 2 3 4 5
.تناقضات على يحتوي الذي  

3 ت ض 27  

 فمن لتدقيقها، ما مؤسسة باختيار قرار صدر ما إذا 1 2 3 4 5
.تناقضات أي عن بالكشف التدقيق يقوم أن المحتمل  

4ت ض 28  

 

معدل الضريبي :  7قسم    

. باستخدام المقياس أدناه، يرجى ذكر موافقتك أو خالفك  الضريبي  معدل  تشير العبارات التالية إلى بعض البيان الوارد في

التالية :إلى البيانات   

5 4 3 2 1 

بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    
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المتغير كود رقم المتغير العبارة المقياس  

 على المستحق الضريبة معدل يكون أن يجب 1 2 3 4 5
 المستحق الضريبة معدل من أكبر الكبيرة الشركات

والمتوسطة الصغيرة المؤسسات على  

1 ض  م 29  

 الكبيرة الشركات من الضرائب دافعو  يسدد أن يجب 1 2 3 4 5
.والمتوسطة الصغيرة المؤسسات من أكثر  

2م ض  30  

 على المستحق  الضريبة معدل يكون أن  ينبغي ال 1 2 3 4 5
 على  المستحق المعدل نفس الكبيرة  الشركات

والمتوسطة. الصغيرة  المؤسسات  

3 م ض 31  

 تحقيق من والمتوسطة الصغيرة المؤسسات تتمكن لن 1 2 3 4 5
 الضرائب معدالت كانت إذا الضريبي االمتثال
.مرتفعة  

4م ض 32  

 تحقيق والمتوسطة الصغيرة المؤسسات تستطبع 1 2 3 4 5
.معقوالً  الضريبة معدل كان إذا الضريبي االمتثال  

5م ض 33  

 

:الضريبة سداد عن التأخر  غرامة :  8قسم    

المقياس أدناه، يرجى ذكر  . باستخدام غرامة التأخر عن سداد الضريبة  تشير العبارات التالية إلى بعض البيان الوارد في

:موافقتك أو خالفك إلى البيانات التالية  

5 4 3 2 1 
بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    

 

المتغير كود رقم المتغير العبارة المقياس  

 التي والمتوسطة الصغيرة  المؤسسات إجبار يتم 1 2 3 4 5
 على الضريبي  اإلمتثال  بتحقيق  التزامها عدم  يتضح

بفائدة. عليها المستحقة  الضريبة دفع  

1 غ ض 34  

 التي والمتوسطة الصغيرة المؤسسات إجبار يتم 1 2 3 4 5
 على الضريبي اإلمتثال بتحقيق التزامها عدم يتضح

 عليها المستحقة الضريبة ودفع كبيرة غرامة دفع
 بفائدة.

2غ ض  35  

 التي والمتوسطة الصغيرة المؤسسات إحالة يتم 1 2 3 4 5
 إلى الضريبي اإلمتثال بتحقيق التزامها عدم يتضح

بفائدة. عليها المستحقة الضريبة دفع مع المحكمة . 

3 غ ض 36  

 التي والمتوسطة الصغيرة  المؤسسات إحالة يتم 1 2 3 4 5
 إلى الضريبي اإلمتثال بتحقيق التزامها عدم يتضح

 الضريبة وسداد كبيرة غرامة دفع مع ، المحكمة
بفائدة. عليها المستحقة  

4غ ض 37  
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السياسي اإلستقرار  عدم :  9قسم    

. باستخدام المقياس أدناه، يرجى ذكر موافقتك أو  عدم االستقرار السياسي  تشير العبارات التالية إلى بعض البيان الوارد في

:خالفك إلى البيانات التالية  

5 4 3 2 1 
بشدةأوافق   بشدة  أوافق  بشدة  أوافق  ال   أوافق  ال محايد    

 

رقم  العبارة المقياس
 المتغير 

 كود
 المتغير

 المتغيرات

 في ثقة والمتوسطة الصغيرة  المؤسسات لدى 1 2 3 4 5
 إلى يؤدي  ما  وهو   اليمنية الضرائب  مصلحة
.الضريبي باإلمتثال  المتعلق  سلوكي  تحسين  

1 س   ع  38  الثقة 
 

 في سلوكي الضريبية المؤسسة في الثقة تحدد 1 2 3 4 5
اليمن. في الضريبي االلتزام  

2 س   ع 39  

 هناك أن والمتوسطة الصغيرة المؤسسات ترى 1 2 3 4 5
.اليمن في الضرائب إدارة أداء في عدالة  

3 س   ع 40  

 وجمع االمتثال في الداخلية الكفاءة تشجع 1 2 3 4 5
.اليمن في الضريبي االمتثال علي الضرائب  

4 س   ع 41  الكفاءة 
 الداخلية

 العملية حيث من الداخلية الكفاءة ضعف يثبط 1 2 3 4 5
 المتعلق سلوكي من الداخلية اإلقرارات وتعبئة

الضريبي. باالمتثال  

5 س   ع 42  

 أن والمتوسطة الصغيرة  المؤسسات ترى 1 2 3 4 5
  تهديدًا  تشكل  ال  السياسية  االحتجاجات

  ينعكس  ال  وبالتالي  اليمني الداخلي  للستقرار
.الضريبي اإلمتثال على  

6 س   ع 43  

 التشريعات في المتمثلة الخارجية البيئة تثبط 1 2 3 4 5
 الصغيرة المؤسسات تستهدف التي الحكومية

 باإلمتثال المرتبط سلوكي والمتوسطة
 الضريبي.

7 س   ع 44  الكفاءة 
 الخارجية

 بالمسؤولين المرتبطة السياسية القوى تؤثر 1 2 3 4 5
 سلوكي على الحكومية والسياسات الحكوميين

الضريبي. بااللتزام المرتبط  

8 س   ع 45  

 أن والمتوسطة الصغيرة  المؤسسات ترى 1 2 3 4 5

 مستقر اليمن في الحالي  السياسي الوضع
  الصغيرة للمؤسسات الضريبي اإلمتثال ويخدم

 والمتوسطة.

9عس  46  

 

: دفع الزكاة  10القسم    

. باستخدام المقياس أدناه، يرجى ذكر موافقتك أو خالفك إلى  دفع الزكاة  تشير العبارات التالية إلى بعض البيان الوارد في  

:البيانات التالية  

5 4 3 2 1 
بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    
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المتغير كود رقم المتغير العبارة المقياس  

 اليمن في والمتوسطة الصغيرة المؤسسات على يتعين 1 2 3 4 5
دخلها. على بناءً  الزكاة دفع  

1د ز 47  

 سداد إلى والمتوسطة الصغيرة المؤسسات تعتبر ال 1 2 3 4 5
 بشكل أولوياتها ضمن من عليها المستحقة الضرائب

بآخر. أو   

2د ز 48  

 دفع عن مسؤولة والمتوسطة الصغيرة المؤسسات 1 2 3 4 5
دخلها. عن النظر بغض  الزكاة  

3 د ز 49  

 دفع والمتوسطة الصغيرة المؤسسات على يجب 1 2 3 4 5
الشروط. استوفت إذا الزكاة  

4د ز 50  

 حساب كيفية والمتوسطة الصغيرة المؤسسات تعرف 1 2 3 4 5
للسلطات. تمتثل أن على الزكاة  

5د ز  51  

 تقوم أين والمتوسطة الصغيرة المؤسسات تعرف 1 2 3 4 5
لذلك. وفقًا الزكاة أموال بتحويل  

6د ز  52  

 الزكاة والمتوسطة الصغيرة المؤسسات تدفع 1 2 3 4 5
الحكومة. إلى مباشرة والضرائب  

7د ز  53  

الحكومي الدعم رفع:  11قسم   

. باستخدام المقياس أدناه، يرجى ذكر موافقتك أو  الحكوميرفع الدعم    تشير العبارات التالية إلى بعض البيان الوارد في

:خالفك إلى البيانات التالية  

5 4 3 2 1 

بشدة  أوافق أوافق بشدة بشدة  أوافق  ال   أوافق  ال محايد    

 

المتغير كود رقم المتغير العبارة المقياس  

 بين التنافسية الميزة تقليل إلى الدعم رفع يؤدي 1 2 3 4 5
والمتوسطة. الصغيرة المؤسسات  

1ر د  ح   54  

 بدرجة النقل تكلفة ارتفاع إلى الدعم رفع يؤدي 1 2 3 4 5
 ملحوظة

2ر د  ح   55  

 للمؤسسات الميزانية عجز زيادة إلى الدعم رفع يؤدي 1 2 3 4 5
اليمن. في والمتوسطة الصغيرة  

3ر د  ح   56  
 

 المواد أو  البضائع تهريب زيادة إلى الدعم رفع يؤدي 1 2 3 4 5
والمتوسطة. الصغيرة الشركات قبل من الخام  

4ر د  ح   57  
 

 الصغيرة للمؤسسات اإلعانات استخدام يشجع 1 2 3 4 5
اإلنتاج. الدعم محل والمتوسطة  

5ر د  ح   58  

 السماح مع الدعم رفع يؤدي أن المتوقع من 1 2 3 4 5
 الصغيرة المؤسسات إلى النقدية بالتحويلت
النقل. تكلفة تخفيف إلى كبديل والمتوسطة  

6ر د  ح   59  
 

 الرسوم خفض  مع الدعم رفع يؤدي أن المتوقع من 1 2 3 4 5
التهريب. مقاومة إلى كبديل  

7ر د  ح   60  
 

 على الدخل ضريبة تخفيض  مع الدعم رفع 1 2 3 4 5
كبديل والمتوسطة الصغيرة المؤسسات  

8ر د  ح   61  
 

 للمؤسسات األمان شبكات إنشاء مع الدعم رفع 1 2 3 4 5
كبديل. الضعيفة والمتوسطة الصغيرة  

9ر د  ح   62  
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 الجزء الثالث : تقدير  تكاليف اإلمتثال الضريبي
الداخلية الضريبي اإلمتثال تكاليف:  1 القسم  

 الدخل بضريبة المتعلقة األنشطة في العاملون الموظفون ويتقاضاه يقضيه الذي) شهريًا( واألجر الوقت تقدير يرجى. أ
 ال كنت إذا" 0" كتابة يرجى. 2018 لعام أوالمتوسطة الصغيرة مؤسستك في) العامة والتكلفة المعتادة المحاسبة باستثناء(

 .التكاليف هذه تتحمل
 

الشهرية  الساعات إجمالي                          شهريًا اليمني باللاير  األجر   
/المدير   المحاسب   
اإلداري الطاقم    
األخرى العمل أطقم    

 

 بضريبة االلتزام أجل من العمل طاقم غير من بأفراد ارتبطت أخرى تكاليف أي أوالمتوسطة الصغيرة مؤسستك تكبدت هل. ب
 مؤسستك في التكاليف هذه تتحمل ال كنت إذا" 0" كتابة يرجى. (أنفقته الذي المبلغ تقدير أو تقديم يرجى ؟2018 عام في الدخل

 .)المتوسطة أو الصغيرة

شهريًا اليمني باللاير   

مكتبيه ادوات   

البريد رسوم   

ومواصلت نقل   
كمبيوتر وبرامج حاسوب أجهزة   
: .......................................... تحديدها يرجى أخرى،   

 

الخارجية التكلفة:  2 القسم  

شهريًا اليمني باللاير   
 المحاسب 
 المحامي 

: ....................................... التحديد يرجى أخرى،   
 

 تكلفة مقابل( أنفقته الذي والمال الوقت عن بتعويضات الحكومة بمطالبة المتوسطة أو الصغيرة مؤسستك قيام حالة في. ب
 فكم ،  2018 عام في والمتوسطة الصغيرة للشركات الدخل ضريبة مع التعامل في) الخارجية أو الداخلية الضريبي االمتثال

 ):التكاليف هذه مؤسستك تتحمل لم إذا" 0" كتابة يرجى( رأيك؟ في العادل التعويض قيمة تقدر
 

اليمني باللاير المبلغ   
الداخلية التكلفة   
الخارجية التكلفة   

 

 لضريبة االمتثال لتكلفة المقدر المستوى أن القول يمكن ، عملك مجال في األخرى التجارية بالمؤسسات مقارنةً . ج
 هو  والمتوسطة الصغيرة للمؤسسات الدخل

 جدًا منخفض  منخفض  عادي مرتفع جدًا مرتفع
     

 

 

معنا تعاونك على لك شكًرا                =================                   ================ 
 



 347 

APPENDIX C 

Summary of International Income Tax Compliance Studies among SMEs 2000-2020 

Author(s); year Country Key Findings 

1. Nguyen et al. (2020) Vietnam  
▪ They found that probability of tax audit has a positive impact on tax compliance 

 

2. Pertiwi et al. (2020) Indonesia 
▪ Found that tax knowledge and three dimensions of tax fairness (general fairness, tax rates 

structure, and self-interest) affect MSMEs compliance. 

3. Djajanti (2020) Indonesia 

▪ Found that a significant negative relationship between tax fairness and voluntary taxpayer 

compliance. 

 

4. Bertinelli et al. (2020) Mali  
▪ Found that paying corruption reduced tax compliance. 

 

5. Alshira’h and Abdul-Jabbar (2020) Jorden 

▪ found that tax audit and tax penalty were positively associated with the level of sales tax 

compliance,  

▪ Tax rate was insignificantly associated with sales tax compliance.  

▪ They also demonstrated the moderating significant effect of patriotism on the relationship 

between tax penalty, tax audit and tax rate with sales tax compliance. 

6. Omondi and Theuri (2019) Kenya 

▪ Found that tax awareness and education have a positive and significant effect on the tax 

compliance.  

▪ Tax  compliance costs  has a positive and  significant effect on the level of tax 

compliance.  
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7. Alshira’h and Abdul-Jabbar (2019)     Jorden 
▪ Found that tax fairness positive significant relationship with sales tax compliance 

among SMEs  

8. Alshira’h (2019) Jorden 

▪ Found that peer influence insignificant relationship with sales tax compliance among 

SMEs.  

 

9. Abdul and McFie (2019) Kenya 

▪ found that considering the multidimensionality of perceptions on fairness, only 

exchange fairness affects tax compliance behaviour of the business taxpayers.  

▪ While,  perceived behavioural control was found to have a significant negative effect 

on compliance behaviour. 

10. Alkhatib et al., 2019    Palestine       
▪ Peer influence and tax fairness had a negative significant effect on tax non-compliance. 

▪ Corruption had insignificant effect on tax non-compliance. 

11. D’Attoma, (2018) Italy 

▪ Cultural arguments are often unfounded, and that culture is actually the product of 

a specific institutional environment. 

▪ Tax compliance that not only considers more rational choice motivations for 

compliance, but also begins to unravel the more nuanced tax compliance decision, 

such as how does pro-sociality affect compliance? Southern Italians are not more 

willing to cheat in general. 

12. Ottone, etal., )2018( 
Italy and 

Sweden 

▪ The main result is that participants from both countries react similarly 

to changes in efficiency and tax rates; tax compliance rises when efficiency 

increases, and tax compliance falls when the tax rate increases. 
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13. Alm, et al. (2017). USA 

▪ Providing information on whether one’s neighbours are filing returns and/or 

reporting income has a statistically significant and economically large impact on 

individual filing and reporting decisions. 

14. Birskyte (2014) USA ▪ Higher confidence in government improves tax compliance. 

15. Gangl, et al. (2014) Australia  ▪ No positive overall effect of close supervision on tax compliance 

16. Hallsworth, et al. (2017) UK 

▪ The field experiments increased taxes collected by the Government in the sample 

period and were cost-free to implement, demonstrating the potential importance of 

such interventions in increasing tax compliance. 

17. Hashimzade, et al. (2014) UK 

▪ Empirical evidence demonstrates that a wide range of factors, including social 

groupings and network effects, may impact upon the individual compliance 

decision. 

18. Langham et al. (2012) Australia  

▪ Taxpayers do not have enough control over their behaviour to guarantee the 

successful fulfilment of a ll tax tasks.  

▪ A high level of intention does not always mean compliance, and tax complexity has 

a negative correlation with the willingness to be tax compliant. 

19. Yong (2012) 
New 

Zealand 

▪ Unfair procedures have a negative correlation with the willingness of taxpayers to 

interact with the tax authority.  

▪ Tax audit operations are ineffective in detecting tax cheating by the business owner 

20. Alon & Hageman, (2013) Soviet Bloc 

▪ Institutional factors play an important role and are related to firm tax compliance 

behaviour in transition economies. 
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21. Verboon, & Goslinga, (2009)  

 

Netherlands 

▪ Distributive fairness positively affects both tax compliance attitudes and intentions 

to comply among entrepreneurs with relatively low personal norms,  

▪ Distributive justice has no significant effect among Entrepreneurs with high 

personal norms. 

22. Chan, et al., (2010) China 
▪ Book-tax differences remain informative of tax non-compliance, the in 

formativeness attenuates as book-tax conformity weakens 

23. Hasseldine et al. (2007) UK 

▪ Communications are particularly efficient for self -preparers when reporting 

turnover.  

▪ In general, tax penalties letters are more efficient than normative citizenship letters 

for reported turnover. 

24. Evans et al. (2005) Australia  
▪ Record keeping practices leads to a decrease in tax compliance & tax compliance 

costs have a positive relation with poor record keeping. 

25. López-Laborda & Rodrigo    

(2005) 
Spain ▪ No relation between Tax amnesties and Tax compliance     

26.Ristsema &Thomas (2003) USA 
▪ Filling status, income and opportunity to evade are positively related to tax owed 

and financial constraint is a factor related to failure to report and pay tax. 

27. Forest & Sheffrin, (2002). USA 

▪ Simplifying the tax system has no effective deterrent to tax non-compliance because 

taxpayers did not necessarily consider the complex tax system to be unfair. 

 

28.  Joulfaian (2000) USA 

▪ Low compliant firms are more likely to be managed by executives who have failed 

to comply with personal income tax than are compliant firms.  

▪ High audit rates, lower tax rates, larger corporate size have a positive relation with 

tax compliance  
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▪  High income level has a negative effect on tax compliance.  

▪ Foreign ownership has an insignificant impact on tax compliance. 

29. Chan & Mo (2000) China 

▪ Companies are less compliant before a tax holiday.  

▪ Most companies are more compliant in a tax‐exemption period.  

▪ Domestic market‐oriented companies, service‐oriented corporates, and joint 

ventures are less compliant than export‐oriented corporates, wholly foreign‐owned 

companies and manufacturing‐oriented companies, respectively  

30. Adegboye, et al., (2018) Nigeria  

▪ Tax education stimulates small businesses tax compliance behaviour, a result that is 

robust for both business taxes and personal taxes. 

▪ Tax administration system in Nigeria does not have significant impact on tax 

compliance among small businesses in Nigeria due to inefficiencies and corruption 

in the system. 

31. Oladipupo &Obazee (2016) Nigeria  ▪ Tax penalty and tax knowledge and have a positive association with tax compliance. 

32. Ayuba et al. (2015) Nigeria  

▪ Effect of perceived service orientation on the relation among work family conflict 

and tax compliance behaviour, while no interacting effect was found between fuel 

subsidy removal and tax compliance. 

33. Adeyeye, & Otusanya, (2015) Nigeria  
▪ Found that indicate that each of the individual independent variables have 

significant positive relationship with the dependent Variable. 

34. Atawodi & Ojeka, (2012) Nigeria  ▪ Tax compliance related negative with tax rate and complex filing procedure. 

35. Alabede, et al., (2011) Nigeria  

▪ Other factors and the need for policy to be directed towards influencing these factors 

positively for improvement in tax compliance level the model of tax compliance 

should be extended for better understanding of tax compliance behaviour 
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36. Abdul & Wang’ombe, (2018) Kenya 

▪ Tax compliance in Kenya significantly declines with increase in tax compliance 

costs, particularly those related to understanding of the existing complex tax laws, 

▪ changes in tax rules as well as general costs of meeting the compliance and 

regulatory requirements. 

▪  

37. Musimenta et al. (2017) Uganda 

▪ There are significant relationships between tax fairness and isomorphic forces with 

tax compliance. 

▪  Insignificant relationships between strategic responses with tax compliance. 

38. Belay & Viswanadham, (2016) Ethiopia 

▪ Business income taxpayers have multidimensional perceptions on the fairness of the 

income tax system. 

▪  The impact of fairness perception on the decisions of taxpayers whether to comply 

or not to comply with the income tax system was found to be paramount. 

39. Akinboade (2014) Cameroon 

▪ High registration cost, time-consuming operations and complex tax system promote 

the tax non-compliance of SMEs owners.  

▪ Perception of the tax system as being fair, clear, easy to understand promotes the 

tax compliance of SME owners. 

40. Suhaimi, et al. (2019) Malaysia 

▪ Dependent variable is not statistically dependent on cash flows, compliance cost and 

sales as they have a p>0.5. the findings from this study also shows that most of the 

businesses sales volume has been decreasing since the implementation. 

41. Bidin & Sinnasamy (2018) Malaysia 
▪ Penalty rate, the probability of detection and tax knowledge 

▪ Revealed a positive and significant relationship with excise duty compliance. 
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42. Tan et al., (2017) Malaysia 

▪ Tax compliance behaviour of individual taxpayers is influenced by ethical 

perception of individual taxpayers and their ethical perception is affected 

by public governance and transparency in government operations. 

43. Yusof et al. (2014) Malaysia 

▪ Tax rate and tax penalty has a positive relationship with tax non-compliance. 

▪  Foreign ownership liquidity and financial has no impact on tax non-compliance.  

▪  Large companies are more compliant than small companies. 

▪ There is a positive relationship between industry type and SMCs tax non-

compliance. 

44. Sapiei et al. (2014a) Malaysia 

▪ There is an insignificant relationship between tax compliance cost with tax 

compliance. Large and medium-sized are more non-compliant than small-sized.  

▪ PLCs in the manufacturing sector are more compliant than those in the services 

sector. Tax complexity and tax psychological costs have a positive relation with tax 

non-compliance.  PLCs with a lower tax liability tend to be more non-compliant. 

Older corporations are more compliant than their younger counterparts.  

▪ Tax audit and tax penalty lead to reduced tax non-compliance 

45. Hai & See (2011) Malaysia 

▪ Expected tax cost, tax fairness unapproved account preparer and unapproved tax 

preparer and demographic variables (age and gender) have a positive correlation 

with the tax non-compliance intention of sole proprietors. 

46. Abdul-Jabbar (2009) Malaysia 

▪ An increase in tax complexity and a decrease in tax audit are positively associated 

with an increase in tax non-compliance.  

▪ Business size, tax level, tax fairness, IRB relationship and tax compliance costs do 

not affect the tax compliance behaviour.  
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▪ The impact of sector, business age, tax rate and incentives on the income tax 

compliance behaviour of company SMEs is inconclusive. 

47. Saad (2009) Malaysia 

▪ Taxpayers perceived the current income tax system as fair but there was no 
conclusive evidence that such a perception had an influence on compliance 

behaviour.  
▪ Instead, attitudes and subjective norm were found to be most influential.  

▪ tax knowledge and tax complexity were shown to affect fairness perceptions. 

48. Obid, )2004) Malaysia 

▪ Attitudinal variables (attitude towards future expected tax cost and attitude towards 

fairness of tax system), Subjective norms variables (unapproved tax preparer and 

unapproved account preparer) and Demographic variables A positive relationship 

on the sole-proprietors behavioural tax non-compliance intention. 

49. Fauziati, et al., (2016) Indonesia 
▪ Tax knowledge has no impacts on tax compliance among small and medium 

enterprises (SMEs) in Kota Padang. 

50. Iskandar eta., (2016) Indonesia 
▪ Bribery encourages evasion as the tax rate increases and curbs the positive impact 

of financial reward in enhancing compliance 

51. Inasius (2015 Indonesia 

▪ Tax rate has a negative relation with tax compliance. 

▪ Tax knowledge, tax audit, and referral group have a positive relationship with tax 

compliance. 

52. Mukhlis, et al., (2015) Indonesia 
▪ Knowledge has a significant and positive effect on tax justice, tax justice has a 

significant and positive effect on tax compliance and tax knowledge and has a 
significant positive effect on tax compliance. 

53. Brainyyah (2013) Indonesia 

▪ Tax fairness positively affect taxa compliance  

▪ Tax knowledge insignificantly impacts tax compliance,  

▪ Tax complexity has a negative linkage with tax compliance. 
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54. Abodher et al., 2018 Libya 
▪ Reveal that both political affiliation and political instability have a significant effect 

on tax non-compliance among self-employed Libyans 

55. Olsen, et al., (2018) Turkey 

▪ authorities’ enforcement capacity (i.e. high power) induces negative emotions while 

elevating enforced compliance and the readiness to evade.  

▪ Trust, on the other hand, reduces negative emotions and raises positive feelings, 

which are associated with intentions to comply voluntarily. 

▪  a  combination of high power and high trust reduces negative feelings and increases 

intentions to comply while undermining the readiness to evade. 

56. Çevik &Yeniçeri (2013) Turkey 

▪ Social norms are positively related to tax compliance.  

▪ Efficiency of tax administration has a significant positive moderating impact on the 

connection among social norms and tax compliance. 

57. Saraçoğlu & Çaşkurlu, (2011) Turkey 

▪ Tax amnesties, workload of administrators and judicial bodies reduces and their 

efficiency increase; in short terms, relaxation of tax payers and increase in tax 

revenue is also possible. 

58. Kazem (2016) Iraq 
▪ Trust the tax office, the services and infrastructure are not good enough for the 

taxpayers. 

59. Andriani, (2015) Palestine 

▪ Tax morale increases with public spirit, but it is lower among Palestinians involved 

in associational activities. Public spirit has more impact when the respondent has 

low confidence in the institutions and in the rule of law. 

60. Mrouh (2011) Syria  
▪ Tax rate increase is positively linked with an increase in tax non-compliance and 

Tax penalty has a positive relation with reduced tax non-compliance 

                Source: Compiled by the author (2020) 
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APPENDIX D 

Summary of existing studies on Tax Compliance in Yemen 

Author(s); Year Key Findings 

1. Bin-Nashwan et al. (2020)   

▪ found that general system fairness, preferred tax rate, exchange with the government, and the extent of 

self-interest are significantly related to tax compliance. 

▪ special provisions do not affect compliance decisions. 

2. Al-Ttaffi (2017) 

▪ Islamic religious perspective and geopolitical differences have significant influences on taxpayers’ 

behaviour and tax service quality and public governance quality have significant negative influences 
on the level of tax non-compliance, and tax rate positively influences the level of tax non-compliance 

but the influence of penalties on the level of tax non-compliance is statistically nonsignificant. 

 

3. Helhel & Ahmed (2014)  

 

▪ High tax rates and unfair tax system are the two most crucial factors associated with low compliance. 
insufficient tax auditing, little deterrent effects of tax penalties and tax amnesties enacted frequently 

have impact on taxpayers’ compliance decision 

4. Aljaaidi et al. (2011) 

▪  Old people, female, single people, level of income and employees who work for the government have 
a negative relation with tax evasion in Yemen.  

▪ Highly educated people in Yemen perceived tax evasion as a more serious crime than those with 
medium and low education 

 

5. Al-Ttaffi et al., 2011 

 

▪ The model, examined in the study, has a significant impact on tax evasion in Yemen. 

6. Gabran, (2009) ▪ Unfairness of the government is the main cause of tax evasion in Yemen. 

                Source: Compiled by the author (2020)
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APPENDIX E 
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APPENDIX F 
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APPENDIX G 
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APPENDIX H 

Missing Value 

Contact N Mean Std. 
Deviation 

Missing 

Count Percent 

Age 379 2.65 0.928 0 0 

Gender 379 1.08 0.266 0 0 

Marital 379 1.96 0.264 0 0 

EDU 379 2.76 0.519 0 0 

POB 379 2.26 1.032 0 0 

CPB 379 2.08 1.076 0 0 

MS 379 2.52 1.589 0 0 

KAS 379 2.10 0.573 0 0 

NSE 379 1.65 1.122 0 0 

GPD 379 5.04 3.202 0 0 

ISMEs 379 3.51 1.169 0 0 

TFA1 379 4.07 1.255 0 0 

TFA2 379 3.85 1.148 0 0 

TFA3 379 3.89 1.122 0 0 

TFA4 377 3.73 1.144 2 0.5 

TFA5 378 2.76 0.891 1 0.3 

TFA6 379 3.47 1.187 0 0 

TFA7 378 3.37 1.076 1 0.3 

TFA8 377 3.38 1.131 2 0.5 

PIN1 378 3.40 1.039 1 0.3 

PIN2 379 3.29 1.016 0 0 

PIN3 378 3.18 1.038 1 0.3 

PIN4 378 3.30 0.985 1 0.3 

PIN5 379 3.38 1.01 0 0 

PIN6 379 3.18 1.089 0 0 

PCO1 378 4.12 1.054 1 0.3 

PCO2 378 4.11 0.972 1 0.3 

PCO3 375 4.06 0.989 4 1.1 

PCO4 376 2.92 1.263 3 0.8 

TAU1 377 3.61 1.129 2 0.5 

TAU2 378 3.72 0.972 1 0.3 

TAU3 378 3.40 0.997 1 0.3 

TAU4 378 3.48 0.994 1 0.3 

TRA1 378 4.22 0.95 1 0.3 

TRA2 378 4.21 0.93 1 0.3 

TRA3 378 4.19 0.965 1 0.3 

TRA4 379 3.74 1.028 0 0 

TRA5 377 4.18 0.911 2 0.5 

TPA1 377 3.61 1.267 2 0.5 

TPE2 378 3.32 1.177 1 0.3 

TPE3 378 3.00 1.067 1 0.3 

TPE4 377 2.88 1.11 2 0.5 

POI1 379 2.58 1.291 0 0 

POI2 379 3.62 1.203 0 0 

POI3 379 3.28 1.292 0 0 



 

 361 

(continued)      

Contact N Mean Std. 

Deviation 

Missing 

Count Percent 

POI4 379 3.61 1.096 0 0 

POI5 378 3.64 1.066 1 0.3 

POI6 378 2.63 1.213 1 0.3 

POI7 377 3.58 1.059 2 0.5 

POI8 379 3.60 1.132 0 0 

POI9 378 2.66 1.308 1 0.3 

ZPA1 379 3.85 1.102 0 0 

ZPA2 379 3.55 1.127 0 0 

ZPA3 378 3.80 1.061 1 0.3 

ZPA4 377 3.77 1.016 2 0.5 

ZPA5 377 3.78 0.933 2 0.5 

ZPA6 378 3.74 0.944 1 0.3 

ZPA7 379 3.58 1.277 0 0 

RGS1 377 3.87 1.135 2 0.5 

RGS2 379 4.01 1.078 0 0 

RGS3 379 3.98 1.045 0 0 

RGS4 377 4.04 1.013 2 0.5 

RGS5 379 3.79 1.026 0 0 

RGS6 378 3.79 0.996 1 0.3 

RGS7 376 3.81 0.965 3 0.8 

RGS8 378 3.80 1.056 1 0.3 

RGS9 378 4.18 0.916 1 0.3 

TCC 379 3.30 1.298 0 0 

STCB1 377 3.64 1.115 2 0.5 

STCB2 376 3.80 1.061 3 0.8 

STCB3 379 3.74 1.113 0 0 

STCB4 377 3.49 1.065 2 0.5 

STCB5 379 3.65 1.039 0 0 

STCB6 377 3.76 1.037 2 0.5 

Total    64  
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APPENDIX I 

Outlier (Mahalanobis) Test 

N MAH_1 N MAH_1 N MAH_1 N MAH_1 N MAH_1 N MAH_1 N MAH_1 

1 5.12532 56 9.65231 111 10.42045 166 10.75820 221 5.92956 276 22.26438 331 11.67438 

2 6.05488 57 5.84990 112 3.13038 167 9.17799 222 2.69780 277 5.45418 332 4.90793 

3 21.22505 58 3.06130 113 7.45275 168 11.41569 223 15.18551 278 12.93113 333 2.76897 

4 4.05249 59 4.26525 114 3.78442 169 6.05531 224 2.68972 279 9.80342 334 4.33425 

5 1.82703 60 4.64587 115 20.47698 170 4.95108 225 15.41543 280 11.01336 335 6.67027 

6 21.13952 61 4.81958 116 3.12272 171 18.84904 226 24.12087 281 8.98021 336 19.46442 

7 8.92340 62 16.57339 117 1.51655 172 1.64032 227 11.95562 282 1.90814 337 8.17828 

8 16.19199 63 13.10405 118 3.20441 173 6.91830 228 3.71960 283 4.45213 338 10.64692 

9 22.26394 64 28.26802 119 10.97089 174 13.50707 229 12.74285 284 4.55905 339 17.37341 

10 40.69474 65 12.68164 120 5.64598 175 3.29122 230 10.01466 285 4.32400 340 24.18595 

11 4.95103 66 13.75713 121 10.76977 176 6.27854 231 17.96326 286 4.74635 341 2.73349 

12 7.14197 67 20.63668 122 8.16301 177 2.05689 232 5.92864 287 27.88347 342 15.28732 

13 1.59497 68 7.23622 123 2.43903 178 2.56935 233 18.58590 288 6.91083 343 7.44478 

14 10.81141 69 19.69324 124 1.11555 179 1.88545 234 12.62423 289 11.19963 344 8.55116 

15 3.30694 70 9.46447 125 5.02025 180 5.51205 235 11.76303 290 19.98189 345 1.74558 

16 11.90979 71 6.29724 126 5.33537 181 5.23137 236 18.85069 291 2.45871 346 6.61180 

17 2.44166 72 3.66403 127 2.76789 182 5.26039 237 16.83865 292 4.72297 347 3.98280 

18 4.21136 73 14.76378 128 5.60653 183 6.70556 238 3.44347 293 6.07725 348 2.53485 

19 4.84763 74 6.71630 129 3.52836 184 4.14454 239 14.67492 294 2.38454 349 6.33122 

20 5.18859 75 5.42049 130 4.52484 185 6.42886 240 10.07250 295 14.50579 350 6.31666 

21 6.25033 76 8.54555 131 24.87069 186 15.28449 241 3.91281 296 6.98515 351 12.44225 

22 15.05219 77 3.56224 132 8.73399 187 4.27733 242 13.64145 297 5.37942 352 14.63412 

23 1.70302 78 28.52243 133 8.73407 188 5.90477 243 9.85042 298 3.60724 353 11.99250 

24 7.03054 79 24.07682 134 8.20842 189 8.05757 244 8.05407 299 11.41909 354 8.39086 

25 6.11283 80 5.29159 135 8.92293 190 15.30585 245 9.89862 300 5.99933 355 5.68759 

26 5.21987 81 13.17742 136 13.00224 191 8.58806 246 11.08558 301 3.08147 356 21.36651 

27 8.64602 82 6.26180 137 15.49801 192 4.03105 247 16.92587 302 10.06312 357 14.46469 

28 6.83065 83 6.15633 138 14.31066 193 4.03433 248 7.00748 303 8.24279 358 2.55592 

29 18.50674 84 4.08287 139 12.43409 194 3.17448 249 6.38905 304 3.37171 359 3.79966 

30 4.49007 85 1.76526 140 13.50127 195 4.26798 250 9.09495 305 12.72741 360 2.18533 

31 17.79367 86 4.82314 141 6.53182 196 3.76499 251 7.99231 306 6.29978 361 8.01512 

32 21.12935 87 4.03867 142 5.60563 197 2.15532 252 3.39414 307 7.82696 362 5.45533 

33 4.85213 88 5.56294 143 13.73695 198 6.60903 253 5.09540 308 3.88357 363 3.80749 

34 2.83130 89 3.97961 144 3.10223 199 3.28990 254 27.80570 309 9.90651 364 3.85912 

35 12.63889 90 4.24296 145 9.69128 200 7.66835 255 3.99367 310 3.84939 365 31.88954 

36 14.01349 91 10.06146 146 13.08264 201 11.90590 256 2.21232 311 10.02429 366 15.67254 

37 16.93334 92 15.02201 147 6.36669 202 4.62112 257 3.31559 312 11.61554 367 23.24714 

38 23.10355 93 13.51804 148 3.51251 203 11.59528 258 35.47530 313 34.68880 368 14.23630 

39 20.80903 94 19.41855 149 5.09283 204 3.58120 259 2.51303 314 11.30231 369 2.78208 

40 19.50481 95 2.47944 150 5.30527 205 9.29314 260 7.39775 315 7.81983 370 2.88971 

41 8.15386 96 3.20454 151 15.68644 206 3.40842 261 2.56947 316 8.59366 371 3.76172 

42 13.52155 97 6.09155 152 13.76660 207 4.97406 262 4.55978 317 11.35040 372 5.39305 

43 15.99078 98 8.49629 153 9.77392 208 12.83788 263 .90707 318 9.26977 373 17.79158 

44 4.98773 99 .75570 154 23.48522 209 13.26685 264 2.38858 319 11.40400 374 17.02098 

45 2.83154 100 8.16521 155 2.87763 210 7.30075 265 34.89712 320 3.12892 375 4.95545 

46 1.68963 101 1.98007 156 12.84926 211 7.21233 266 2.88096 321 3.00392 376 6.69044 
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(continued) 

N MAH_1 N MAH_1 N MAH_1 N MAH_1 N MAH_1 N MAH_1 N MAH_1 

47 3.04087 102 20.24682 157 8.43122 212 16.16182 267 3.04299 322 17.18135 377 14.14583 

48 23.18948 103 2.61251 158 1.36588 213 2.00243 268 4.33507 323 3.44193 378 11.38418 

49 4.35813 104 1.46192 159 7.50416 214 14.42124 269 4.49654 324 13.37330 379 23.67707 

50 12.55084 105 5.14118 160 13.84845 215 6.16449 270 6.40929 325 2.06771 

51 9.46738 106 3.74106 161 8.31359 216 4.75588 271 4.85085 326 8.98021 

52 3.59140 107 5.80084 162 3.43568 217 4.58718 272 9.28005 327 3.92420 

53 7.48164 108 3.97563 163 5.88466 218 6.17029 273 16.14231 328 6.74931 

54 6.43609 109 3.96877 164 8.02165 219 8.50089 274 3.78918 329 3.77411 

55 1.99952 110 7.66361 165 5.91821 220 8.58119 275 5.90019 330 2.53390 
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APPENDIX J 

Common Method Bias (Total Variance Explained) 

 

Summary of Factor Analysis for Common Method Bias (Total Variance Explained) 

Component 

Initial Eigenvalues Extraction Sums of Squared Loadings 

Total 
% of 

Variance 

Cumulative 

% 
Total % of Variance 

Cumulative 

% 

1 13.539 21.155 21.155 13.539 21.155 21.155 

2 3.909 6.108 27.262 3.909 6.108 27.262 

3 3.376 5.274 32.537 3.376 5.274 32.537 

4 2.805 4.383 36.92 2.805 4.383 36.92 

5 2.654 4.147 41.067 2.654 4.147 41.067 

6 2.223 3.473 44.54 2.223 3.473 44.54 

7 1.928 3.013 47.553 1.928 3.013 47.553 

8 1.877 2.932 50.485 1.877 2.932 50.485 

9 1.598 2.497 52.982 1.598 2.497 52.982 

10 1.501 2.345 55.327 1.501 2.345 55.327 

11 1.446 2.26 57.587 1.446 2.26 57.587 

12 1.204 1.881 59.468 1.204 1.881 59.468 

13 1.133 1.771 61.239 1.133 1.771 61.239 

14 1.095 1.711 62.949 1.095 1.711 62.949 

15 1.038 1.622 64.571 1.038 1.622 64.571 

16 1.007 1.573 66.144 1.007 1.573 66.144 

17 0.972 1.519 67.663    

18 0.911 1.424 69.087    

19 0.876 1.369 70.456    

20 0.807 1.261 71.717    

21 0.803 1.255 72.972    

22 0.782 1.222 74.194    

23 0.735 1.149 75.343    

24 0.719 1.124 76.467    

25 0.692 1.082 77.548    

26 0.66 1.031 78.579    

27 0.639 0.999 79.578    

28 0.623 0.973 80.551    

29 0.618 0.965 81.516    

30 0.589 0.92 82.436    

31 0.585 0.913 83.349    

32 0.56 0.875 84.224    
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Appendix  J (continued)   

Component 

Initial Eigenvalues Extraction Sums of Squared Loadings 

Total 
% of 

Variance 

Cumulative 

% 
Total % of Variance 

Cumulative 

% 

33 0.538 0.841 85.065    

34 0.52 0.812 85.878    

35 0.5 0.781 86.658    

36 0.478 0.747 87.405    

37 0.469 0.733 88.139    

38 0.452 0.707 88.846    

39 0.424 0.663 89.508    

40 0.421 0.657 90.166    

41 0.397 0.621 90.787    

42 0.376 0.588 91.374    

43 0.365 0.57 91.944    

44 0.362 0.566 92.51    

45 0.351 0.548 93.059    

46 0.322 0.504 93.562    

47 0.317 0.496 94.058    

48 0.306 0.478 94.537    

49 0.296 0.462 94.999    

50 0.29 0.454 95.453    

51 0.279 0.435 95.888    

52 0.274 0.429 96.317    

53 0.255 0.399 96.716    

54 0.238 0.371 97.087    

55 0.229 0.358 97.445    

56 0.22 0.343 97.788    

57 0.21 0.328 98.116    

58 0.195 0.305 98.421    

59 0.194 0.303 98.725    

60 0.188 0.294 99.019    

61 0.18 0.281 99.3    

62 0.174 0.273 99.572    

63 0.15 0.234 99.807    

64 0.124 0.193 100    
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APPENDIX K 

Normality Test  
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APPENDIX L 

PLS OUTPUT 

Loadings and Cross Loadings (Before Deletion) 
 PCO PIN POI RGS STCB TAU TFA TPE TRA ZPA 

PC1 0.811 0.166 0.064 0.259 0.127 0.176 0.288 0.073 0.234 0.184 

PC2 0.855 0.179 0.104 0.274 0.152 0.212 0.247 0.043 0.234 0.184 

PC3 0.801 0.160 0.133 0.291 0.146 0.194 0.277 -0.006 0.246 0.159 

PC4 -0.317 0.114 -0.159 -0.182 -0.142 -0.102 -0.033 -0.195 -0.197 -0.112 

PI1 0.191 0.691 0.179 0.279 0.241 0.310 0.355 0.273 0.251 0.232 

PI2 0.184 0.757 0.202 0.234 0.230 0.215 0.372 0.246 0.253 0.251 

PI3 0.021 0.648 0.124 0.127 0.164 0.231 0.292 0.252 0.130 0.198 

PI4 0.042 0.701 0.132 0.155 0.157 0.221 0.251 0.174 0.214 0.169 

PI5 0.131 0.566 0.143 0.220 0.164 0.157 0.152 0.134 0.187 0.055 

PI6 -0.044 0.631 0.125 0.160 0.216 0.232 0.357 0.191 0.113 0.203 

POI1 -0.166 0.123 0.201 -0.063 0.018 0.065 0.112 0.111 0.000 0.085 

POI2 0.133 0.142 0.798 0.349 0.350 0.322 0.225 0.233 0.349 0.222 

POI3 0.003 0.189 0.603 0.234 0.257 0.174 0.240 0.237 0.169 0.194 

POI4 0.114 0.175 0.810 0.333 0.370 0.260 0.260 0.249 0.285 0.180 

POI5 0.180 0.172 0.754 0.293 0.270 0.254 0.149 0.201 0.291 0.156 

POI6 -0.195 0.086 0.106 -0.104 -0.015 -0.060 -0.030 -0.011 -0.130 0.002 

POI7 0.118 0.193 0.763 0.336 0.325 0.237 0.223 0.219 0.280 0.201 

POI8 0.175 0.196 0.746 0.375 0.258 0.293 0.193 0.285 0.303 0.175 

POI9 -0.145 0.115 0.013 -0.099 -0.058 0.008 -0.016 0.032 -0.116 0.022 

RGS1 0.339 0.254 0.288 0.788 0.548 0.440 0.402 0.355 0.465 0.401 

RGS2 0.366 0.200 0.368 0.809 0.491 0.475 0.333 0.350 0.468 0.333 

RGS3 0.304 0.274 0.337 0.789 0.534 0.421 0.339 0.340 0.431 0.299 

RGS4 0.272 0.198 0.383 0.758 0.478 0.373 0.249 0.248 0.461 0.266 

RGS5 0.246 0.231 0.261 0.748 0.511 0.363 0.345 0.333 0.442 0.294 

RGS6 0.240 0.283 0.309 0.741 0.582 0.366 0.396 0.302 0.432 0.317 

RGS7 0.164 0.183 0.285 0.702 0.515 0.339 0.281 0.292 0.393 0.207 

RGS8 0.184 0.180 0.337 0.691 0.468 0.270 0.244 0.285 0.383 0.158 

RGS9 0.287 0.153 0.306 0.533 0.344 0.377 0.283 0.262 0.631 0.318 

STCB1 0.189 0.283 0.347 0.574 0.808 0.398 0.389 0.388 0.434 0.445 

STCB2 0.137 0.247 0.358 0.469 0.775 0.387 0.314 0.332 0.373 0.355 

STCB3 0.090 0.167 0.276 0.454 0.766 0.330 0.299 0.306 0.330 0.303 

STCB4 0.048 0.219 0.214 0.382 0.678 0.334 0.239 0.321 0.339 0.289 

STCB5 0.215 0.202 0.280 0.449 0.739 0.404 0.292 0.347 0.515 0.411 

STCB6 0.182 0.179 0.317 0.618 0.584 0.373 0.314 0.278 0.396 0.218 

TA1 0.210 0.246 0.342 0.470 0.509 0.831 0.389 0.400 0.463 0.352 

TA2 0.231 0.300 0.247 0.422 0.378 0.805 0.299 0.355 0.368 0.243 

TA3 0.134 0.329 0.183 0.363 0.338 0.746 0.307 0.344 0.274 0.203 

TA4 0.148 0.155 0.232 0.237 0.238 0.570 0.191 0.189 0.244 0.118 

TF1 0.332 0.296 0.195 0.368 0.320 0.381 0.742 0.235 0.282 0.320 

TF2 0.140 0.238 0.184 0.289 0.312 0.240 0.683 0.213 0.194 0.223 

TF3 0.261 0.307 0.223 0.322 0.299 0.322 0.742 0.196 0.198 0.237 

TF4 0.184 0.260 0.202 0.250 0.226 0.240 0.732 0.124 0.210 0.188 

TF5 -0.042 0.079 0.107 0.001 0.064 0.061 0.045 0.061 -0.004 -0.020 

TF6 0.268 0.360 0.246 0.359 0.341 0.321 0.735 0.242 0.344 0.263 

TF7 0.202 0.324 0.188 0.308 0.335 0.269 0.684 0.184 0.276 0.195 

TF8 0.084 0.489 0.183 0.255 0.252 0.239 0.637 0.233 0.207 0.211 

TP1 0.175 0.248 0.328 0.452 0.480 0.433 0.287 0.835 0.434 0.249 

TP2 0.108 0.280 0.238 0.321 0.350 0.421 0.223 0.835 0.334 0.209 

TP3 0.000 0.235 0.175 0.240 0.269 0.218 0.182 0.702 0.188 0.136 

TP4 -0.071 0.250 0.163 0.168 0.182 0.207 0.172 0.693 0.106 0.110 

TR1 0.341 0.181 0.209 0.404 0.263 0.342 0.217 0.311 0.725 0.241 

TR2 0.253 0.235 0.256 0.391 0.255 0.330 0.287 0.262 0.708 0.237 

TR3 0.233 0.202 0.286 0.403 0.328 0.350 0.179 0.275 0.718 0.238 
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(continued)           

 PCO PIN POI RGS STCB TAU TFA TPE TRA ZPA 

TR4 0.138 0.222 0.299 0.484 0.590 0.319 0.301 0.297 0.711 0.300 

TR5 0.303 0.180 0.268 0.429 0.304 0.347 0.217 0.230 0.687 0.267 

ZP1 0.189 0.195 0.157 0.257 0.233 0.220 0.204 0.118 0.296 0.646 

ZP2 0.049 0.173 0.008 0.000 0.095 -0.003 0.089 -0.074 0.045 0.453 

ZP3 0.126 0.184 0.050 0.103 0.235 0.125 0.097 0.043 0.111 0.670 

ZP4 0.164 0.165 0.118 0.099 0.149 0.132 0.192 0.066 0.184 0.666 

ZP5 0.192 0.155 0.135 0.243 0.282 0.181 0.264 0.131 0.281 0.755 

ZP6 0.186 0.225 0.201 0.289 0.344 0.215 0.278 0.107 0.249 0.740 

ZP7 0.142 0.228 0.290 0.463 0.512 0.386 0.290 0.396 0.363 0.711 
PCO= Perception of Corruption, PIN= Peer Influence, POI= Political Instability, RGS= Removal of government Subsides, 

STCB=SMEs Tax Compliance Behaviour, TAU= Tax Audit, TFA= Tax Fairness, TPE=Tax Penalty, TRA= Tax Rate, ZPA= 
Zakat Payment. 
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APPENDIX M 
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