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ABSTRACT 

 

Tax payment compliance found to be a challenge to most of the countries in the 

world. Individuals and business use different ways both illegal (tax evasion) and 

legal (Tax avoidance) to either reduce their tax burden or not to pay tax at all. 

Tanzania is also affected by tax compliance issues as well 35% of the 2012/2013 

Government budget depends on loans and grants. Understanding the factors that 

influence taxpaying behavior in our economy will help the government to come up 

with the policies which will increase tax revenue and hence reduce Budget 

dependence ratio. 

 

This study aimed to explore taxpayers’ and tax official’s perception on the perceived 

factors that influence tax payment compliance and their impacts to the taxpaying 

behavior in Tanzania. The study was conducted in Dar Es Salaam City of Tanzania, 

based on a survey of four strata each with 25 respondents which means the sample 

size for this study was 100. Both primary and secondary data were used in this study 

where questionnaire, survey and documentary review were used as the key research 

tools. Frequency distribution tables, histograms, charts and other statistical analysis 

have been employed in presentation and analysis of the collected information. 

The findings from this  study indicates that the major factors which influence tax 

payers compliance are corruption, High tax rates, Credibility of Tax Agency and 

Government spending. Other factors such as Tax audit, complexity of tax returns and 

punishment had slight effect to tax compliance in Tanzania. 

 

Basing on the findings of this study, the researcher recommends the government to 

make a thorough review on the existing tax rates, ensure that Government revenue is 

properly managed and spent to the items with direct benefit to the society, Give more 

weight to fight against corruption and ensure that the credibility of our Revenue 

Authority is improved. These will help to increase Tax payments compliance in our 

Economy. For other Researchers I recommend to conduct a study on ‘What 

contributes to High corruption in Tanzania” because corruption happen to have very 

strong influence on Tax payment compliance in Tanzania. 
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CHAPTER ONE 

 

INTRODUCTION AND BACKGROUND INFORMATION 

 

1.1 Introduction 

Tax compliance is quite popular phenomenon; it has been in existence for quite long 

time and still continues to impose growing challenges to the tax authorities in several 

countries in the world regardless of country’s level of development. 

 

Developed, developing and even underdeveloped countries all face the challenges 

over Tax compliance. Talking of the world, United States of America (USA) is 

leading having very high Tax loss due to tax evasion. 

 

Tanzania’s fiscal performance is improving year after year though we still dependant 

on donors fund to support our government expenditure mainly development 

expenditure this means the government still need to put more effort in collection of 

both tax/non tax revenue to reduce dependence on donors to finance our budget. 

 

Hon Mustapha Haid Mkulo in his 2010/2011 Budget speech presented to the 

parliament He said “ Madam Speaker, despite the achievements in revenue collection 

mentioned above, the government budget continued to depend on assistance from 

development partners, to the tune of 17 percent of the budget in 2010/11 down from 

28 percent in 2007/08. Cognizance of the need self reliance at the national level both 

in attitude and in resources, the Government has decided to take strong measures to 

improve domestic revenue collection which includes measures aimed at broadening 

the tax base, increase efficiency in revenue collection and identification of new tax 

payers; and control expenditure so that by the year 2015, the percentage of aid 

dependence does not exceed 10 percent of the budget”. 

 

To attack this problem the Government has undertaken measures to increase revenue 

collection, among the Measures taken includes changing tax rates (increasing or 

decreasing of tax rates such as VAT, PAYE and WHT tax rates), forming several 
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task forces to study ways to combat tax evasion, introduction of; electronic filling of 

VAT returns, ASSYCUDA +++ on import taxes and electronic fiscal devices. 

Tax evasion (non compliance) reflected in persistent public resistance to pay is seen 

as an important part of the Government failure to raise revenue in Tanzania. The 

measures prescribed for addressing nonpayment problem are to build administrative 

capacity in the revenue authority to enhance revenue collection (URT, 1999; PWC 

1998), and to educate and mobilize taxpayers (Bukurua, 1991; URT, 1991.) 

 

To combat Tax non compliance, requires some understanding of the factors that 

influence taxpayer’s decision whether to pay or evade taxes. Well understanding of 

these factors will help the government on policy formulation and assessment. 

 

Businesses whether small or large are after profit maximization, since taxes reduce 

their profit they find different ways by which they can either reduce tax payment or 

not paying taxes at all. There are several ways used to reduce tax liability among 

them are overstating of the cost of sales which results to lower Profit  , understating  

sales revenue  and other more. Deputy Attorney General George Masaju in his 

speech to five days training workshop sponsored by the United Nations Development 

Program (UNDP) said "Unscrupulous investors should be aware of the negative 

effects that arise from their quest to maximize profits." Tanzania's the Guardian 

reported on Monday (June 11th, 2012). 

 

In the other hand End user (people who buy for home consumption) are also seeking 

for cost minimization on their day to day transactions. This make them think on how 

can they reduce the cost ,  tax being part of cost to end user they will find themselves 

finding ways to minimize or not paying taxes on the goods and or services they pay 

for in their daily transactions. The basic behavioral assumptions are that people are 

free riders; no one will voluntarily contribute to the government unless the threat of 

punishment makes it sensible, (Allingham & Sandmo 1972). Schneider,(2006) 

reports estimates of unreported activities for 145 countries around the world 

(including transition, developing and developed countries over the period 1999/2000 

and 2002/03 indicates that shadow economy averaged 42.3% of official GDP  in 
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developing African countries and 30% of official GDP in developing Asian 

countries,39.6% in transitional countries in east and central Europe and the former 

soviet , 21.7% in currently communist countries , and 33% of official GDP in 

countries in south west pacific. 

 

Although tax evasion (non compliance) has greater impact to the revenue collection 

performance and country’s economy in general but it remain difficult to be 

measured. ‘Tax evasion is an act of concealing tax payment and as such it is rather 

difficult to establish precisely the number of tax evasion cases in the country at a 

particular moment,” said Yeremiah Mbaghi, the Acting Director for Taxpayers 

services and Education in an interview with the 'Daily News’(Daily News, 2010) 

www.dailynews.co.tz 11 Aug 2010  . 

 

1.2  Statement of the Problem 

Tanzania is among the countries that losses it’s Tax Revenues due to tax non 

compliance, where by Taxpayers use both legally and illegal means to avoid tax 

payments (Avoidance and evasion).  

The lost tax revenue as a result of tax evasion causes damage to the proper 

functioning of the public sector, lowering its capacity to finance its basic costs. 

People argue on the quality of education of children’s get, medical services, roads, 

railways, water supply, power supply agricultural subsidies and many others. In other 

hand government employees are also striking for better pay and other working 

environment , in the year 2012 we experienced hot strike from public Doctors which 

took about two months without solution  the doctors were demanding salary 

increment and better working facilities , the same happen to public school teachers . 

All these need money to make them better, to achieve this we need to maximize 

government revenue (both tax and non-tax Revenue). 

 

The government had taken some measures to increase efficiency in tax collection and 

administration as well as reducing tax burden to taxpayers aimed at reducing 

controlling tax evasion. In 1993/94 budget, the Government introduced Taxpayer 

Identification Number (TIN), this is a unique identification for each taxpayer which 

http://www.dailynews.co.tz/
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is also usefully in banking tax payments to the Tanzania Revenue Authority Bank 

Account. The uniqueness of this number helps TRA to easily trace taxpayer’s 

records. 

 

Government had also introduced Assycuda +++, electronic filling of Vat return and 

use of electronic fiscal devices in order to increase tax collection and reduce the 

chances of people evading tax payment. 

 

With all measures taken by the government as mentioned in the paragraphs above, 

tax evasion is still an issue in our economy. 

This was reason which made the researcher decide to conduct the study on the 

analysis of perceived factors that influence tax compliance in Tanzania considering 

Dar es Salaam city as the case study. The objective of this study is to establish the 

existing relationship between the perceived factors that influence tax compliance in 

Tanzania and develop the best ways to promote high tax compliance level in our 

economy and hence to increase our tax revenue. 

 

1.3 Research Objectives 

 

1.3.1 General objective 

The general objective of this study was to analyze the perceived factors that 

influence Tax compliances in Tanzania. 

 

1.3.2 Specific objectives 

(i.) To assess taxpayers’ perception of tax rates in Tanzania. 

(ii.) To examine the influence of Government spending priorities on 

taxpayers perception in Tanzania. 

(iii.) To assess taxpayers’ perception of corruption practices in Tanzania 

and its influence to taxpaying behavior. 

(iv.) To examine whether taxpayers’ perception about punishment structure 

influence tax Compliance in Tanzania.  
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(v.) To assess the impacts of perceived credibility of tax agencies on 

taxpayers’ behavior.  

(vi.) To identify perceived impact of procedural complexities on taxpayers’ 

compliance behavior. 

 

1.4 Research Questions 

 

1.4.1 General research question 

  Does the perceived factors for tax compliance influence tax compliance level in      

Tanzania? 

 

1.4.2 Specific Research Questions 

(i.) How do tax rates influence taxpaying behavior in Tanzania? 

(ii.) Do Government spending priorities impact tax compliance in 

Tanzania? 

(iii.) How do corruption practices influence tax compliance in Tanzania? 

(iv.) Do the taxpayers’ perception about punishment structure influence tax 

compliance in Tanzania? 

(v.) How does perceived tax agencies credibility impact taxpayers’ 

behavior? 

(vi.) Is there any procedural complexity that impacts Tax compliance in 

Tanzania? 

 

1.5 Significance of this study 

The findings of this study are expected to be of useful to the entire Government, 

individuals and businesses as well. The following are some of significances expected 

from this study. 

(i.) The findings and recommendations from this study will help the policy 

makers to understand the best ways to increase tax compliance in the 

economy. Knowing the key factors that influence taxpayers to comply with 

tax payments will enable the policy makers to undertake measures that 

against identified factors which will result to an increase in tax compliance. 
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(ii.) The findings of this study if well implemented are expected to increase Tax 

revenues. If the government will take appropriate measures against the factors 

found to have significant effects to tax compliance, will increase tax payment 

compliance level and hence increase Government Tax revenue. 

(iii.) The study findings will be of benefit to other researchers and academicians, 

because it will be used as reference by other researchers as well. 

(iv.) The study will provide useful theoretical knowledge on factors influencing 

tax compliance in Tanzania. 

 

1.6 Scope of the study  

This study was required to be conducted in the whole country but due to the size of 

the country, geographical nature, and infrastructure difficulties, financial and time 

constraints the study was conducted in Dar es Salaam city. The choice for this area 

had considered availability of all range of taxpayers from individuals to corporate, 

reliable transport and other means of communication. 

 

1.7 Limitations of the study 

The following are the major challenges faced in this study 

The major limitation faced in this study was Time, the time allocated for this study 

found to be short which forced the researcher to make close follow up to the 

respondents to ensure that Questionnaires are returned on time 

 

Financial, this was another limitation researcher faced in this study, because of time 

shortage the researcher forced to use more cash on follow up with respondents to 

ensure questionnaires are returned on time. More cash were used for transport and 

communication Confidentiality, some of respondents mainly those from small and 

medium enterprises and large business treat Tax matter with high confidentiality 

hence they were afraid of answering questionnaires but after clarifying the intention 

of my study they finally understood and provided a very good cooperation. 
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1.8  Organization of the Study 

This study has been organized in six chapters, i.e. chapter one to six, below is a brief 

of each chapter. 

 

Chapter one contains introduction and background information whereby background 

of the study, statement of the problem, research objective, research questions, area of 

the study and limitation of this study are found in this chapter. 

 

Chapter two contains literature review whereby both theoretical and empirical 

literature review were made in this study. 

 

Chapter three talks about methodology, whereby data collection tools, data coding, 

sample size, methods for presentation and analysis of data are found in this chapter. 

 

Chapter four is concerned with presentation of collected information, whereby 

descriptive statistics were used in processing collected information and use 

frequency distribution table and histograms to present well processed data. 

 

Chapter five is all about discussion of the findings and finally chapter six contains 

summary, conclusion and recommendations. 
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.1  Introduction 

This chapter defines the key terms and gives theoretical and empirical evidences of 

the study. More important it presents some important literatures that relates to the 

research problem under the study. 

This review helped the researcher to see how the research questions had been 

addressed by other researchers and how had they proposed. 

 

2.2  Conceptual Definitions  

 

2.2.1  Tax 

A tax is the amount of money paid to the government by the person (juristic or 

natural) on whom it is imposed (often accompanied by a tax return filed by the 

taxpayer). Examples include income tax, corporate tax, Value added tax and import 

taxes. In other words, a tax may be defined as a “pecuniary burden laid upon 

authority. Hence it is not a voluntary payment or donation, but an enforced 

contribution, exacted pursuant to legislative authority “and is” any contribution 

imposed by the government (Tax justice Network Retrieved on 30th September 

2007). 

 

It is imposed on Income and this includes profits or gains from any business, 

employment, investment or service rendered, right granted for the use of occupation 

of property, dividend or interest and amount deemed to be income of any person 

(income tax act, 1973). 

 

2.2.2  Tax payer 

A taxpayer is a person who is subject to, liable for, or pays tax as opposed to non 

taxpayer who is neither the subject nor the object of revenue laws (Economy heating 

vs. United states,470F2nd,585(1972) . 
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2.2.3  Tax Compliance 

Tax compliance in the simplest form refers to the degree to which taxpayers comply 

with the tax law. Bergman (1998) suggests that tax compliance is what the state 

assumes is legally owned by taxpayers, but the taxpayers and the state do not 

necessarily share the same interpretation. There is a question whether “compliance 

“refers to voluntary or compulsory behavior. if taxpayers comply with only because 

there are  threats or harassments or both ,this would be non compliance .instead ,it 

might be argued that successful tax administration requires taxpayers to comply 

willingly , without the need  for enquiries, obtrusive investigations, reminders or 

applications of legal or administration sanctions. 

 

Tax compliance is a major problem for many tax authorities and it is not an easy task 

to persuade taxpayers to comply with tax requirements even though ‘tax laws are not 

always precise’ (James and Alley 2004: 29). 

 

Some authors have viewed tax compliance from a different perspective. For example, 

Allingham and Sandman (1972) described tax compliance as an issue of ‘reporting 

an actual income’ and also claimed that tax compliance behavior was influenced by a 

situation whereby taxpayers have to make a decision under uncertainty (see also 

Clotfelter, 1983) i.e. either taxpayers would enjoy tax savings due to under-reporting 

income or have to pay tax on the undeclared amount at a penalty rate which is higher 

than they would have paid had the income been fully declared at the correct time. 

 

For the purpose of this study, Tax compliance has been defined as the willingness of 

individuals and other taxable entities to act in accordance with the spirit as well as 

the letter of tax law and administration without the application of enforcement 

activity, James, S (1999). 

 

2.2.4  Tax Evasion 

The concept has been defined variously by various authors. Tax evasion refers to the 

process of using illegal means by which to avoid paying taxes. Typically, tax evasion 

involves an individual or corporation miss- presenting their income to the respective 
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Revenue authority. Miss-presentations can be done through understating sales 

revenue, inflating allowable expenses. Tax evasion is different from tax avoidance 

because evasion is completely illegal action while tax avoidance makes use of 

loopholes available in applicable tax laws to minimize tax burden. 

 

The term tax evasion is generally used to designate criminal tax fraud in which 

taxpayers intentionally and deliberately understates her income or overstates 

deductible expenses for the purpose of underpayment of tax liability. Tax evaders 

risk significant fines, the payment of back taxes and potential criminal penalties 

which may include jail time. 

 

Alm and Vazquez(2001) defined tax evasion as the illegal and intentional action 

taken by individuals and firms to reduce their legally due tax obligation by under 

reporting income, sales or wealth, overstating deductions, exemption or credits or 

simply by failing to file the appropriate tax returns . On the other they defined tax 

avoidance as the legal reduction in tax liabilities by practices that take full 

advantages of the tax codes such as income splitting, postponement of taxes and tax 

arbitrage across incomes that face different treatments. 

 

Tax evasion has being, legally defined as a prohibited or illegal act or omission 

which is designated to reduce a person’s tax liability. It is a deliberate omission of 

statutory requirement to reduce or eliminate tax liability. It is not that the conduct is 

underhanded or deceitful any willful evasion will suffice. For example those 

participating in tax evasion may under report taxable receipts or claim expenses that 

are non-deductible or overstated. Individuals who deliberate conceal income in order 

to pay less tax are engaging in tax evasion. The most typical example is a person who 

receives payment in cash and then omits to declare this income to the government for 

taxation purpose.   

 

In the other hand tax avoidance is the legitimate use of the tax loopholes in order to 

minimize tax liability, tax evasion uses an unlawful act of dodging the statutory tax 

obligation, and may be done with or without collusions between taxpayer and tax 
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officials Brawn (1983) and Pyle (1989), Tax evasion is a failure to pay taxes legally 

due to a government agency. Examples are failure to report income received, 

claiming of fictitious deductions and participating in fraudulent tax shelters. There is 

a penalty for tax fraud based on underpayment of taxes. Criminal prosecution, 

payment of back taxes with interest also may apply. 

 

From the above definitions we find that, authors have basically agreed that tax 

evasion is illegal practice since taxpayers go contrary to tax laws in order to 

minimize their tax liability while tax avoidance is legal minimization of tax liability 

by using the loopholes available in existing tax laws; hence tax avoidance is not 

punishable in the eyes of laws. 

 

Though tax evasion and tax avoidance are two different terms with different legal 

status as one is completely illegal while the one being legal, their impacts are the 

same in revenue collection performance by the government as all tends to reduce the 

Government revenue hence lower its capacity to provide best services to her people. 

it is for this reason that, the government has find and analyze the factors for tax 

evasions and avoidance and developing the mechanisms of combating the situation. 

For its part, the government must take actions to increase compliance with tax laws 

(Martinez L, 1996).  

 

2.2.5  Tax Rate 

The tax rate is describes as the burden ratio (usually expressed as percentage) at 

which a business or person is taxed. There are several methods used to present a tax 

rate: statutory, marginal, average, effective, effective average and effective marginal 

(Concise Oxford Dictionary 10th edition).  

 

The percent of income paid as tax, or the percent of the value of a good, service or 

asset paid as tax. This is different from the applicable marginal tax rate, which is the 

tax rate applicable on the last dollar. Tax rates can be classified as one of three types: 

progressive tax, proportional, or regressive. A progressive tax is one in which the 

percent paid as tax rises as the amount rises (for example, personal income tax in 

http://www.investorwords.com/2400/income.html
http://www.investorwords.com/3569/paid.html
http://www.investorwords.com/4879/tax.html
http://www.investorwords.com/5209/value.html
http://www.investorwords.com/6664/service.html
http://www.investorwords.com/273/asset.html
http://www.investorwords.com/5914/marginal_tax_rate.html
http://www.investorwords.com/5752/rate.html
http://www.investorwords.com/7129/dollar.html
http://www.investorwords.com/5752/rate.html
http://www.investorwords.com/3892/progressive_tax.html
http://www.investorwords.com/10933/rise.html
http://www.investorwords.com/205/amount.html
http://www.investorwords.com/3685/personal_income.html
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many countries). A proportional tax is one in which the percent paid as tax stays the 

same as the amount rises (for example, sales tax, or corporate income tax in some 

countries). A regressive tax is one in which the percent paid as tax falls as the 

amount rises (for example, value added tax in some cases). Thus, a person's 

applicable tax rate will depend on how much of each type of tax he/she pays as part 

of his/her total tax burden. 

 

2.2.6  Punishment/Penal rewards 

A punishment is an external intervention that is intended to give discomfort for the 

purpose of discouraging the undesirable behavior (Kohn,A,2002).Also a punishment 

is viewed as the practice of imposing something unpleasant or aversive on a person 

or animal, usually in response to disobedient or morally wrong behavior, and is 

intended to decrease or eliminate the occurrence of that behavior. It may be triggered 

either due to the performance an undesirable act (negligence) or the non performance 

of a desirable act (disobedience). 

 

Punishments take the form of presentation of a pleasant stimulus (Criticism or 

warning) or withdrawal of a pleasant one (employment or promotion). 

 

However from law point of view, the punishment is viewed as confinement, fine, 

penalty, sanction, or loss of a privilege, property, or right, assessed and administered 

as deterrence or retribution by an authorized court to an entity duly convicted of 

violating the law of the land. Punishments are applied for various purposes, most 

generally to encourage and enforce proper behavior as defined by society or family. 

Criminals are punished judicially, by fines, corporal punishment or custodial 

sentences such as prison; detainees risk further punishments for breaches of internal 

rules. Hence if taxpayers feel that the penal rewards are wrongly administered then 

they will not comply willingly with tax laws. (The Stanford Encyclopedia of 

philosophy) 

 

 

 

http://www.investorwords.com/5740/proportional_tax.html
http://www.investorwords.com/4370/sales_tax.html
http://www.investorwords.com/1129/corporate.html
http://www.investorwords.com/2411/income_tax.html
http://www.investorwords.com/4138/regressive_tax.html
http://www.investorwords.com/9665/fall.html
http://www.investorwords.com/5211/Value_Added_Tax.html
http://www.investorwords.com/14646/person.html
http://www.investorwords.com/4039/rating.html
http://www.investorwords.com/3626/pay.html
http://www.investorwords.com/11320/total.html
http://www.investorwords.com/8711/tax_burden.html
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Justifications for punishment typically take five forms: (1) retributive (2) deterrence 

(3) Preventive (4) rehabilitative (5) restitutionary. Punishments are applied for 

various purposes, most generally to encourage and enforce proper behavior as 

defined by society or family. Criminals are punished judicially, by fines , corporal 

punishments or custodial sentences such as prison ; detainees risk further 

punishments for breaches of internal rules hence if tax payers feel that the penal 

rewards is wrongly administered then they will not comply willingly to tax laws. 

(The Stanford Encyclopedia of philosophy). 

 

There are limitations on the punishment that may be imposed. U.S. Constitution’s 

Eighth amendment states “Excessive bail shall not be required, nor excessive fines 

imposed, nor cruel and unusual punishments inflicted ‘A number of state 

constitutions also contain the same or similar provisions.  

 

2.2.7  An Agency Credibility 

Agency is a business or organization providing a particular service or a government 

office or department providing a specific service for a state. On the other hand the 

credibility had been defined as the quality of something capable of being believed or 

relied upon or that is worthy of confidence (Concise Oxford Dictionary 10th 

edition).Therefore, the agency credibility refers to the conditions of confinement, 

increased accountability and enhanced public credibility for administrative and line 

of staffs i.e. a safer and more humane environment for saving customers or client 

 

Taxpayers access to and right to information on taxes collected and how revenues are 

spent is seen as necessary conditions to achieve accountable, transparent and 

participatory governance (REPOA, 2006). 

 

2.2.8  Tax Audit 

A tax audit is an investigation into the background of tax returns submitted by an 

individual or business to a tax agency. The idea of a tax audit normally conjures up 

feelings of anxiety even in persons who believe their tax documents are perfectly in 

order. While it is true that a tax audit may be called due to some perceived 

http://www.wisegeek.com/what-is-an-audit.htm


14 

irregularity in one or more returns, it is also true that an audit may be done simply as 

part of a random sampling.  

Most governments around the world include an agency that is charged with 

overseeing the process of tax collection from individuals and companies that reside 

within the jurisdiction. For the most part, the agency focuses on defining the 

processes involved with calculating and paying taxes. However, most tax agencies 

also review tax returns routinely as part of the process of correcting minor errors that 

may be present on any given return.  

 

As part of the review process, tax agencies may use a policy of randomly selecting a 

few returns for auditing. When this is the case, there are normally not any punitive 

measures involved. The taxpayer simply brings along copies of the filed returns for 

the period cited, along with support documentation, and meets with a representative 

of the tax agency. If all deductions and earnings can be supported with 

documentation, the matter is considered complete.  

 

However, audits may also be conducted if the tax agency finds reason to believe 

deductions are not allowable or if there was a deliberate attempt to hide earned 

income. When this is the case, the government will often call for a tax audit to clear 

up any discrepancies. If the taxpayer can provide proof that the initial return was 

complete and correct, then all is well. If the tax agency finds that a deduction is not 

allowed, the return is recalculated and interest penalties may apply.  

 

While a tax audit is normally considered routine, it has gained a reputation of being 

an extremely nerve wracking process for the taxpayer. However, many government 

tax agencies attempt to make the process of the tax audit as comfortable as possible 

for all parties concerned wisegeek.com/what-is-a-tax-audit.htm.  

 

2.2.9  Corruption 

In philosophical, theological, or moral discussions, corruption is spiritual or moral 

impurity or deviation from an ideal. In economy, corruption is payment for services 

or material which the recipient is not due, under law. This may be called bribery, 

http://en.wikipedia.org/wiki/Philosophy
http://en.wikipedia.org/wiki/Theology
http://en.wikipedia.org/wiki/Spirtuality
http://en.wikipedia.org/wiki/Moral
http://en.wikipedia.org/wiki/Impurity
http://en.wikipedia.org/wiki/Ideal_(ethics)
http://en.wikipedia.org/wiki/Economy
http://en.wikipedia.org/wiki/Payment
http://en.wikipedia.org/wiki/Bribery
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kickback, or, in the Middle East, baksheesh. In government it is when an elected 

representative makes decisions that are influenced by vested interest rather than their 

own personal or party ideological beliefs 

 

Political corruption ; is the abuse of public power, office, or resources by elected 

government officials for personal gain, e.g. by extortion, soliciting or offering bribes 

It can also take the form of office holders maintaining themselves in office by 

purchasing votes by enacting laws which use taxpayer money. Systemic corruption is 

the complete subversion of a political or economic system. Governmental corruption 

of judiciary is broadly known in many transitional and developing countries because 

the budget is almost completely controlled by the executive. The latter undermines 

the separation of powers, as it creates a critical financial dependence of the judiciary. 

The proper national wealth distribution including the government spending on the 

judiciary is subject of the constitutional economics. It is important to distinguish 

between the two methods of corruption of the judiciary: the government (through 

budget planning and various privileges), and the private.  

 

Police corruption; is a specific form of police misconduct designed to obtain 

financial benefits, other personal gain, and/or career advancement for a police officer 

or officers in exchange for not pursuing, or selectively pursuing, an investigation or 

arrest. One common form of police corruption is soliciting and/or accepting bribes in 

exchange for not reporting organized drug or prostitution rings or other illegal 

activities. Another example is police officers flouting the police code of conduct in 

order to secure convictions of suspects — for example, through the use of falsified 

evidence. More rarely, police officers may deliberately and systematically participate 

in organized crime themselves. In most major cities, there are internal affairs sections 

to investigate suspected police corruption or misconduct. Similar entities include the 

British Independent Police Complaints Commission, 

Wikipedia.org/wiki/Corruption.March,2013. 

 

http://en.wikipedia.org/wiki/Kickback_(bribery)
http://en.wikipedia.org/wiki/Baksheesh
http://en.wikipedia.org/wiki/Developing_countries
http://en.wikipedia.org/wiki/Budget
http://en.wikipedia.org/wiki/Constitutional_economics
http://en.wikipedia.org/wiki/Police_misconduct
http://en.wikipedia.org/wiki/Bribe
http://en.wikipedia.org/wiki/Code_of_conduct
http://en.wikipedia.org/wiki/Falsified_evidence
http://en.wikipedia.org/wiki/Falsified_evidence
http://en.wikipedia.org/wiki/Organized_crime
http://en.wikipedia.org/wiki/Internal_affairs_(law_enforcement)
http://en.wikipedia.org/wiki/Independent_Police_Complaints_Commission
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Systemic corruption (or endemic corruption); is corruption which is primarily due to 

a weaknesses of an organization or process. It can be contrasted with individual 

officials or agents who act corruptly within the system. 

Factors which encourage systemic corruption include conflicting incentives, 

discretionary powers; monopolistic powers; lack of transparency; low pay; and a 

culture of impunity. Specific acts of corruption include "bribery, extortion, and 

embezzlement" in a system where "corruption becomes the rule rather than the 

exception."Scholars distinguish between centralized and decentralized systemic 

corruption, depending on which level of state or government corruption takes place; 

in countries such as the Post-Soviet states both types occur. 

en.wikipedia.org/wiki/Corruption. 

 

2.2.10  Government Spending 

Government spending can refer to any expenditure made by local, regional, and 

national governments. In most countries, government spending makes up a 

significant portion of the gross national product, or GNP. Spending is accomplished 

in several major areas, including future investments, acquisitions, and transfer 

payments.  

 

Future investments are a type of government spending that looks toward the long-

term survival of the country. Funds directed toward infrastructure building and 

improvement, such as road or airport building, is a major component of this type of 

expenditure. Other future investments may include medical and technological 

research, or government-subsidized housing construction. Programs that seek to 

improve or maintain the standard of living for citizens are usually categorized under 

future investment spending.  

 

An acquisition refers to expenditures on goods and services meant for individual or 

national consumption, and are often referred to as final consumption expenditure, or 

general government spending. This can include imports of goods, but also includes 

many of the major areas of spending, including military acquisitions, funding for 

defense, education expenditure, and administrative costs. Government salaries are 

http://en.wikipedia.org/wiki/Conflict_of_interest
http://en.wikipedia.org/wiki/Discretion
http://en.wikipedia.org/wiki/Monopoly_(disambiguation)
http://en.wikipedia.org/wiki/Transparency_(behavior)
http://en.wikipedia.org/wiki/Impunity
http://en.wikipedia.org/wiki/Post-Soviet_states
http://www.wisegeek.com/what-is-gnp.htm
http://www.wisegeek.com/what-is-investment-spending.htm
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usually considered a part of this type of spending, though the exact categorization of 

some spending can seem rather vague at times. Some countries, for instance, define 

the development of public housing as a future investment, but the development of 

public hospitals as part of final consumption expenditure.  

 

Transfer payments are a unique area of government expenditure that involves the 

transfer of money to eligible citizens or groups. Pension plans, Social Security, 

unemployment benefits, and government health care plans are usually considered 

transfer payments, and are categorized separately from general expenditure. Transfer 

payments may also include the redistribution of national government funds to 

regional or local governments. Since these types of expenditures are redistributive, 

rather than directly consumptive in function, they are usually considered a distinct 

category of spending. 

 

Other types of government spending may include interest payments on debts or 

payments against an annual deficit. The phrase “paying down the deficit” refers to 

government funds used to reduce the difference between revenues and budget. Since 

most modern governments operate in deficit, it is unusual for a national debt to ever 

be completely paid off. Regional and local governments, however, may be less able 

to operate in deficit, and thus often do a better job of remaining in balance. 

 

Always a hot political topic, government spending is deeply scrutinized and nearly 

always criticized in one way or another. For countries that operate with a heavy debt 

load, the debate frequently revolves around which type of expenditure should be 

reduced, rather than whether spending should be cut. In the polarizing light of 

political debate, the finer points of economic theory and reasonable governing are 

often lost, making it very difficult for many citizens to understand how expenditure 

decisions are made, and what the likely effects of reduction or expansion of spending 

will be. Since most government spending is funded primarily through tax revenues 

from its citizens, this confusion and disconnect between people that provide the 

funding and people that make spending decisions can often lead to a hostile political 

climate.wisegeek.com/what-is-government-spending 

http://www.wisegeek.com/what-is-government-expenditure.htm
http://www.wisegeek.com/what-is-unemployment.htm
http://www.wisegeek.com/what-is-a-deficit.htm
http://www.wisegeek.com/what-is-a-budget.htm
http://www.wisegeek.com/what-is-national-debt.htm
http://www.wisegeek.com/what-is-economic-theory.htm
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2.3  Theoretical Analysis 

 

2.3.1  Laffer Curve Theory  

The basic idea behind the relationship between tax rates and tax revenues is that 

changes in tax rates have two effects on revenues: the arithmetic effect and the 

economic effect. The arithmetic effect is simply that if tax rates are lowered, tax 

revenues (per dollar of tax base) will be lowered by the amount of the decrease in the 

rate. The reverse is true for an increase in tax rates. The economic effect, however, 

recognizes the positive impact that lower tax rates have on work, output, and 

employment--and thereby the tax base--by providing incentives to increase these 

activities. Raising tax rates has the opposite economic effect by penalizing 

participation in the taxed activities. The arithmetic effect always works in the 

opposite direction from the economic effect. Therefore, when the economic and the 

arithmetic effects of tax-rate changes are combined, the consequences of the change 

in tax rates on total tax revenues are no longer quite so obvious, 

heritage.org/research/reports/2004/06/the-laffer-curve-past…,March,2013. 

 

Figure, 2.1 is a graphic illustration of the concept of the Laffer curve-not the exact 

levels of taxation corresponding to specific levels of revenues. At a tax rate of 0 

percent, the government would collect no tax revenues, no matter how large the tax 

base. Likewise, at a tax rate of 100 percent, the government would also collect no tax 

revenues because no one would willingly work for an after-tax wage of zero (i.e., 

there would be no tax base). Between these two extremes there are two tax rates that 

will collect the same amount of revenue: a high tax rate on a small tax base and a low 

tax rate on a large tax base 
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Figure 2.1: The Laffer curve 

 

Source: heritage.org/media/images/reports/2004/bg1765/figure1.ashx 

 

The curve suggests that, as taxes increase from low levels, tax revenue collected by 

the government also increases. It also shows that tax rates increasing after a certain 

point (T*) would cause people not to work as hard or not at all, thereby reducing tax 

revenue. Eventually, if tax rates reached 100% (the far right of the curve), then all 

people would choose not to work because everything they earned would go to the 

government. The Laffer curve: Past, Present and Future; by Arthur Laffer, June 1, 

2004. 

 

2.3.2  Tax system Equity 

“Equity “is the name given to the set of law/legal/principles, in jurisdiction. The 

taxpayers satisfaction depends on the upon governments’ capacity of social services 

delivery to them .Thus positive actions by the state are catalysts that increase 

taxpayers attitude and commitment to tax system (Smith, 1992; Stalans, 

1991).However if information to the public on tax revenues collected, financial 

http://www.heritage.org/~/media/Images/Reports/2004/bg1765/figure1.ashx
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allocations and how to report corruption are in scarce supply may affect taxpayers 

compliance (REPOA 2006) As a result it shows that if the taxpayers feel that they get 

little in return for taxes paid hence they may perceive that the tax system to be 

unaccountable, non transparent and non participatory. The perceived understanding 

of what tax revenues contribute to social – economic development greatly affects 

taxpayers’ compliance. Better understanding of the roles of the taxation by tax payers 

increases the probability that taxpayers will comply willingly to pay taxes (Bukuru, 

1991).The AICPA further recommends that the following seven dimensions must be 

considered in determining tax equity and fairness. 

 

Exchange equity and fairnes Taxes are the prices we pay for the essential 

infrastructures and services provided by federal, state and local governments. 

Exchange equity and fairness means that, over the long run, governmental agencies 

provide must adequate public goods and services to meet the needs of the taxpayers 

and their families. Exchange equity does not means that during the specified period, 

the amount of taxes paid by the particular taxpayer will exactly corresponds with the 

value of tax benefits directly or indirectly received. Tax revenues must be pooled to 

fund essential shared services, such as education, defense, health care, public safety, 

social services and even tax administration. Substantial amount of tax revenues must 

be invested in long – lived assets, such as airports, bridges, highways, schools and 

public buildings (AICPA, 2005) for a tax system based on the concept of voluntary 

compliance to function effectively, taxpayers must have a positive perception of 

exchange equity. They must feel that, in the long run, they are getting their money’s 

worth for the taxes they pay (Moser, Evans & Kim 1995). Law makers should keep 

in mind that perceptions of insufficient exchange equity and a lack of representation 

in tax decisions affects the tax compliance. 

 

Process equity and fairness: There are three key aspects to process equity and 

fairness. First, political processes give taxpayers an opportunity to influence how and 

to what extent they are taxed. Second, tax systems include safeguards that permit 

taxpayers to challenge the taxes assessed. Third, tax administrators are expected to 

treat taxpayers with respect. In the interest of both exchange and process equity, 
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taxpayers should have some direct or indirect voice in how tax revenues are spent. 

Citizens who strongly disagree with how government spends their money may be 

inclined to engage in tax protests or be non compliant (AICPA, 2005). 

 

Vertical equity and fairness: Vertical equity and fairness mean that the tax burden 

should be based on taxpayer’s ability to pay. Clearly individuals with subsistence 

levels of income should not be subjected to all types of taxes because they need all 

their resources to provide for themselves and their families. Beyond this subsistence 

or poverty level of income, exchange equity suggests that all citizens should pay 

some taxes; even relatively small amount. Vertical equity is the one dimension of 

equity that is readily measurable, both as a percentage and an amount of each 

family’s tax burden (Anderson, Roy & shoemaker, 2003). 

 

Time related Equity and fairness: Time related equity and fairness mean that the 

total tax obligation is appropriate over the long run and not unduly unduly distorted 

by fluctuations in income or wealth. Two factors contribute to potential time related 

inequities. First, tax liabilities are based on short term or single point in time 

measures. Second, changes in the general price level affect the value of the monetary 

unit, as well as the relative value of various tax provisions. Increasingly frequent 

changes to the tax law also affect time related equity and fairness by disrupting 

taxpayer expectations and making tax planning more difficult (Penner, R.2003). 

 

Inter-group equity and fairness: Intergroup equity and fairness implies that no 

group is favored to the detriment of another without good cause. While some shifting 

of tax burdens based on the ability to pay may be appropriate, tax burden and benefit 

inequities should be minimized. Tax laws tend to favor homeowners by providing 

deductions for property taxes and mortgage interest. This indirect subsidy of home 

ownership could be viewed as an inter-group inequity by those, who for age, 

economic or life style reasons, are not homeowners (AICPA.2005) 
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Compliance Equity and Fairness: Compliance equity and fairness means that all 

taxpayers pay what they owe on a timely basis. Significant non compliance depresses 

perceptions of equity, increases tax administration costs, and shifts tax burdens, and 

enlarges the tax gap. In addition taxpayer’s compliance should improve with a 

perception that most are complying and those who do not comply experience adverse 

consequences. For a tax system to achieve full and voluntary taxpayer compliance, 

all the other equity dimensions must also be met. Taxpayers are more likely to feel a 

“natural moral duty “ to pay their taxes if they have an adequate voice in how tax 

burdens and benefits are distributed and if they perceive that tax system and its 

administration are fair and just (Lefkowitz,D,2004) 

 

2.4  Empirical Analysis  

 

2.4.1  Tax rate and Tax compliance 

The tax rate is describes as the burden ratio (usually expressed as percentage) at 

which a business or person is taxed. There are several methods used to present a tax 

rate: statutory, marginal, average, effective, effective average and effective marginal 

(Concise Oxford Dictionary 10th edition). 

 

The affordability of the tax rate is of great importance, this is because extremely high 

tax rate makes taxpayers non compliant. Allingham and Sandmo (1972), suggest 

that, a high tax rate increases the rate of cheating, which reduces the amount of 

declared income. This is because some mighty be unable to pay while others could 

be unwilling to pay. 

 

In whatever way, if the taxpayers perceive that the tax rate is too high to afford then 

tax compliance will be reduced. But as the tax rate getting lowered and affordable 

more taxpayers willingly complying with tax laws and reaches a point which 

optimum revenue is getting collected (Allingham and Sandmo, 1972). 

 

Testifying before Congress in 1977, Walter Heller, President Kennedy's Chairman of 

the Council of Economic Advisers, summarized: 
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 ‘What happened to the tax cut in 1965 is difficult to pin down, but insofar as we are 

able to isolate it, it did seem to have a tremendously simulative effect, a multiplied 

effect on the economy? It was the major factor that led to our running a $3 billion 

surplus by the middle of 1965 before escalation in Vietnam struck us. It was a $12 

billion tax cut, which would be about $33 or $34 billion in today's terms, and within 

one year the revenues into the Federal Treasury were already above what they had 

been before the tax cut.’ 

 

Russia has become one of the latest Eastern Bloc countries to institute a flat tax. 

Since the advent of the 13 percent flat personal tax (on January 1, 2001) and the 24 

percent corporate tax (on January 1, 2002), the Russian economy has had amazing 

results. Tax revenue in Russia has increased dramatically (See Figure 2.2). 

 

Figure 2.2: Annual Russian Tax Revenue 

 

Source: heritage.org/media/images/reports/2004/bg1765/figure19.ashx 

 

2.4.2  Government Spending Priorities and Tax Compliance 

Studies on the relationship between the specifics of actual government spending and 

tax compliance, particularly on tax evasion, are very limited. Logically, taxpayers, 

and especially those who pay high amounts of tax, will be sensitive to what the 

http://www.heritage.org/~/media/Images/Reports/2004/bg1765/figure19.ashx
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government spends their money on. Although there is limited empirical evidence, it 

is reasonable to assume that taxpayers will tend to evade tax if they perceive that the 

government spends tax money unwisely. However, in most developed countries like 

the United Kingdom which implement Pay as You Earned (PAYE), it is quite 

difficult to evade much of their tax liability as deductions are made at source for the 

majority of many taxpayers’ liabilities. Unlike the United Kingdom, in other 

countries where PAYE is not as extensively used, taxpayers have a larger 

opportunity to under report their income and therefore pay less tax. Lewis (1982) 

suggests that attitudes should be examined for the degree to which they are a product 

of myth and misperception. He argued that when myths and misperceptions are 

replaced by knowledge, a change in attitudes towards taxation will occur even if the 

taxpayers' basic ideology and values remain unchanged and the tax law is unchanged. 

He also claimed that misperception probably plays a major role shaping fairness 

evaluations. Meanwhile, Roberts, Hite and Bradley (1994) also suggest that attitude 

to one's own tax evasion (tax ethics), and attitude to other people's tax evasion are 

important. If the government is wisely spending the national revenue, for example 

for basic facilities like education, health and safety and public transportation, it is 

likely that voluntary compliance will increase. In contrast, if taxpayers perceive that 

the government is spending too much on something considered unnecessary or 

unbeneficial to them then taxpayers will feel betrayed and attempt to evade. In 

summary, the government should prudently spend taxpayers’ money because the way 

in which the government spends the money produces different levels of compliance. 

Taxpayer’s perceptions are potentially important in determining their compliance 

behavior. 

 

2.4.3  Corruption and Tax compliance  

The impact of corruption and of tax evasion on tax revenue is not new in the field of 

Public finance .In a series of paper, Tanzi and Dvoodi (1997) have provided evidence 

that countries with high level of corruption tend to have lower collection of tax 

revenues in relation to GDP .The implication is that some of the taxes paid by 

taxpayers are diverted away from public accounts. Tanzi (1999) argues that a 

distinction needs to be made between taxes collected by the tax administrators and 
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taxes received by the treasury. When corruption becomes prevalent then higher tax 

rate leads to smaller net revenues. Sanyal et al. (1998) investigates the relationship 

between corruption, tax evasion and laffer curve. The study explains that a corrupt 

tax administration leads to laffer curve behavior (a higher tax rate leads to a smaller 

net revenue). The study explains that “net revenue earned from a truth revealing 

audit probability always exceeds net revenue through audits, taxes, and penalties in 

the cheating region”. In case of developing countries corruption is widespread and its 

consequences for the tax system are destructive. It shrinks the state revenues and thus 

reduces the ability of state to fulfill its obligations to society. This is something 

alarming as many studies regarding tax system in developing countries show that 

more than 50 percent of tax revenue goes uncollected because of fiscal corruption 

and tax evasion (Richupan (1984); Alm et al. (1991); Bird (1990), (1992) and 

Krugman, et al. (1992)).The losses in revenues and thus subsequently in public 

spending are high as compared to the proportion of the amounts paid as bribes. 

Another undesirable consequence of corruption is that it reduces the distributive 

function of tax collection and hence contributes to increase income inequality. 

 

Tahseen Ajaz 1& Eatzaz Ahmed2, in their study on the effects of corruption and 

Governance on Tax Revenue concluded that “governance and corruption are two 

main determinant of tax revenue”. Corruption has adverse effect on tax collection, 

while good governance contributes to better performance in tax collection. The study 

concludes that corruption has negative and significant effect. Governance has 

positive and significant effect on tax revenues, this shows that good governance 

brings good tax system. 

 

2.4.4  Penal rewards to tax non- compliance  

A punishment is an external intervention that is intended to give discomfort for the 

purpose of discouraging the undesirable behavior (Kohn,A,2002).Also a punishment 

is viewed as the practice of imposing something unpleasant or aversive on a person 

or animal, usually in response to disobedient or morally wrong behavior, and is 

intended to decrease or eliminate the occurrence of that behavior. It may be triggered 

either due to the performance an undesirable act (negligence) or the non performance 
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of a desirable act (disobedience).Punishments take the form of presentation of an 

pleasant stimulus (Criticism or warning) or withdrawal of a pleasant one 

(employment or promotion).  

 

However from law point of view, the punishment is viewed as confinement, fine, 

penalty, sanction, or loss of a privilege, property, or right, assessed and administered 

as deterrence or retribution by an authorized court to an entity duly convicted of 

violating the law of the land. Punishments are applied for various purposes, most 

generally to encourage and enforce proper behavior as defined by society or family. 

Criminals are punished judicially, by fines, corporal punishment or custodial 

sentences such as prison; detainees risk further punishments for breaches of internal 

rules. Hence if taxpayers feel that the penal rewards are wrongly administered then 

they will not comply willingly with tax law. (The Stanford Encyclopedia of 

philosophy). 

 

Allingham and Sandmo (1972), Suggest that, a high tax rate increases the return to 

cheating, which reduces the amount of declared income. Justifications for 

punishment typically take five forms: (1) retributive (2) deterrence ;( 3) preventive; 

(4) rehabilitative; (5) restitutionary. Punishments are applied for various purposes, 

most generally to encourage and enforce proper behavior as defined by society or 

family. Criminals are punished judicially, by fines , corporal punishments or 

custodial sentences such as prison ; detainees risk further punishments for breaches 

of internal rules hence if tax payers feel that the penal rewards is wrongly 

administered then they will not comply willingly to tax law. (The Stanford 

Encyclopedia of philosophy). 

 

There are limitations on the punishment that may be imposed. U.S. Constitution’s 

Eighth amendment states “Excessive bail shall not be required, nor excessive fines 

imposed, nor cruel and unusual punishments inflicted ‘A number of state 

constitutions also contain the same or similar provisions.  
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Oppressive, uncompromising and non transparent approaches to collecting taxes 

actually may foster tax non compliance. Zaibert, (2006) argues that the way penal 

rewards are administered to tax non compliance has great effect to the tax 

compliance behavior.TRA must minimizing the use of ruthless enforcement 

techniques on citizens and ensure that enforcement procedures are perceived by the 

broader public as treasonable, fair and in accordance with the accepted standards of 

society. The aim of putting these penalties, interest and other legal enforcements is to 

make people comply with the tax law (REPOA, 2006)  

 

2.4.5  Frequency/Rates of Tax Audit and Tax compliance 

Tax audits, audit rates and prior audit experience have been ambiguously discussed 

in relation to tax compliance. Some studies claimed that audits have a positive 

impact on tax evasion5 (See Jackson and Jaouen, 1989; Shanmugam, 2003; Dubin, 

2004). These findings suggest that in self assessment systems, tax audits can play an 

important role and their central role is to increase voluntary compliance. Audits 

rates6 and the thoroughness of the audits could encourage taxpayers to be more 

prudent in completing their tax returns, report all income and claim the correct 

deductions to ascertain their tax liability. In contrast, taxpayers who have never been 

audited might be tempted to under report their actual income and claim false 

deductions Butler (1993) also found that tax audits can change compliance behavior 

from negative to positive.  

 

These findings complement the Witte and Woodbury (1985) and the Beron, Tauchen 

and Witte (1988) studies. Witte and Woodbury in their study of small proprietors 

found that tax audits have a significant role in tax compliance. They did not 

empirically test individual taxpayers, thus left open room to conduct research in this 

area. While Butler (1993) and Witte and Woodbury (1985) found significant results, 

Beron et. al. (1988) found a contradictory result.  

 

They reported that audits did not significantly correlate with evasion for all groups 

they studied. Audits were found to be more effective in inducing taxpayers to over 

claim deductions rather than encouraging them to correctly report actual income. 
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(Beron et. al., 1988) Another study by Dubin, Graetz and Wilde (1987) estimated the 

determinants of income tax reporting as a function of audit rates using state-level, 

time-series and cross-section data from the Annual Report of the IRS for the years 

1977-1985. They found that higher audit rates often have a positive impact on 

income tax reporting but one that varies by audit class and one that is not always 

statistically significant. The study also found that there is a spillover effect from tax 

audits; that is, taxpayers who are not themselves audited pay more in taxes when 

audit rates increase. From another point of view, Evans, Carlon and Massey (2005) 

 

2.4.6  Agency credibility and Tax compliance 

Agency is a business or organization providing a particular service or a government 

office or department providing a specific service for a state. On the other hand the 

credibility had been defined as the quality of something capable of being believed or 

relied upon or that is worthy of confidence (Concise Oxford Dictionary 10th 

edition).Therefore, the agency credibility refers to the conditions of confinement, 

increased accountability and enhanced public credibility for administrative and line 

of staffs i.e. a safer and more humane environment for saving customers or client. 

 

Taxpayers access to and right to information on taxes collected and how revenues are 

spent is seen as necessary conditions to achieve accountable, transparent and 

participatory governance (REPOA, 2006). If the tax collectors and council staff are 

perceived by taxpayers to be dishonest ,worthless and unfair may largely contributes 

to tax non compliance behavior Scholz (1998:163), argues that unfair tax system 

could lead people to not to comply with the tax laws. 

 

Tanzi (2002, p.28) mentions several situations, in which agency incredibility is likely 

to be a problem in the tax administration hence affects the tax compliance of the 

taxpayers. On the other hand a corrupt tax agency will generally undermine the tax 

compliance of the citizens, because they get frustrated. 
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Taxpayers will feel cheated if they believe that corruption is widespread and their tax 

burden is not spent well. Corrupt bureaucracy will not award the services to the most 

efficient producers, but to the producers who offers the larger bribes. Thus corruption 

reduces the efficiency of allocation and produces delays in transaction in transactions 

to acquire additional payments (Rose – Ackerman, 1997; Jain, 2001) 

 

Such tendencies might have negative strong impact on tax compliance. Trust in 

public officials might tend to increase taxpayers positive attitudes and commitments 

to the tax system and tax payment which has finally a positive effect on the tax 

compliance. If most taxpayers perceive that a fair and an efficient tax system have a 

positive effect on tax morale hence taxes can be seen as the price paid for 

government’s positive actions. Thus, if taxpayers trust the public officials, they are 

more willing to be honest. If the Government acts trustworthily, taxpayers might be 

more willing to comply with the tax laws. Similar to the tax administration, the 

relationship between taxpayers and the government can be seen a relational contract 

or psychological contract, which involves strong emotional ties and loyalties. Such a 

psychological tax contract can be maintained by positive actions, based on trust. If 

the government tries to generate trust with well functioning institutions, co – 

operations can be initiated or increased (Wintrobe, 2001). 

 

Furthermore, when taxpayers are satisfied with the way they are treated, the co-

operation is enhanced and will be indicated by their degree of compliance. If the 

outcome received from the government is judged to be fair in relation to the taxes 

paid, there will be high possibility of no distress arising. 

 

2.4.7  Simplicity of Tax Returns and Tax compliance 

As tax systems have become increasingly complex over time in many developed 

countries, complexity has become an important determinant of tax compliance 

behavior. The main feature of SAS is self completed tax returns which require at 

least a reasonable level of simplicity because taxpayers come from various 

backgrounds, with differing levels of education, income and most importantly levels 

of tax knowledge.  
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In helping taxpayers to complete the tax returns accurately, the tax authority should 

have come up with a simple, but sufficient, tax return. The information required in 

the return must be at minimum level and be readily available from taxpayers’ 

business and personal records. 

 

Denmark, Canada and New Zealand are the leading countries that have introduced 

simplified tax returns by reducing the number of pages to facilitate and increase 

voluntary compliance among taxpayers (Mohani, 2001: Mohani and Sheehan, 2003, 

2004). In the UK for example, the HMRC has, in recent years tried to present more 

simplified tax returns that ordinary people can understand better. 

 

In 2007, the tax return was accompanied by a 35 page guide on how to complete the 

tax return and that did not even include the 8 extra pages of notes that also needed to 

be considered by some taxpayers (HMRC, 2009). The form and the accompanied 

guide has now been simplified to facilitate taxpayers, in particular by computerizing 

this process so that only context-sensitive details are needed as the taxpayers 

complete their returns. This significantly simplified the range of guidance the 

taxpayer is exposed to, keeping it to the necessary minimum. Silvani and Baer (1997) 

discuss the importance of the tax authority having a simple tax return and system 

from the taxpayers’ point of view. Although the word ‘simple’ carries multiple 

interpretations, at least the majority of taxpayers require that the tax return should be 

as simple as possible. The tax authority may assume its tax return is simple and easy 

to complete but it may not be from the taxpayers’ point of view. Therefore, it is good 

practice, before the final version is delivered to taxpayers, to ensure that ‘pilot’ tests 

have taken place first so that the tax return is really as simple and easy as it can be. 

 

2.4.8  Past studies in Tanzania 

There is number of reasons for some economic activities to go unrecorded in the 

official statistics. Among these, the most prevalent is tax evasion. Tax evasion for 

developing countries is apparently higher due to inefficiency in tax administration 

system, Alm, et al (1991). 
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In Tanzania one of the important areas where tax evasion has been reported to be a 

severe problem is customs duties. Tsikata (1999) finds large discrepancies for 

Tanzania between revenue as simplified by the published tariff and the estimated 

import volumes versus actual receipts. The differences are explained by a 

combination of exemptions, corruption, smuggling across official entry points (ports 

and roads) and smuggling across unofficial entry points (unguarded borders). 

 

Tax evasion is done in hidden environment between the practitioners. It is therefore 

difficult to come up with completely reliable data such as those derived from the 

national accounting sources (Frazon 1999). However, the study conducted in 2004 by 

Jorgen and Lars titled Tax evasion in Kenya and Tanzania: Evidenced from missing 

imports revealed that 1% increase in tax rate leads to 3.8% increase in tax evasion. 

 

A study by Mpango (1996) focused on measuring the magnitude of deliberate under-

invoicing of imports in Tanzania and related motivating factors. The magnitude of 

deliberate aggregate under-invoicing of imports was found to be 20%,induced by 

high scheduled tariff rates, vigorous exchange rate adjustment, low salaries and 

minimum incentives offered to the custom staff, and opportunities for tax evasion 

offered by the commodity heterogeneity. 

 

According to Jorgen and Lars (2004) who conducted a research on tax evasion in 

Tanzania and Kenya : Evidence from missing imports ; the results for the degree of 

tax evasion in Tanzania in 2004 indicated that 1% increase in tax rate lead to 3% 

increase in tax evasion. 

 

Bergen, (2006) in his study examined factors determining tax compliance behavior in 

Tanzania concluded that, tax compliance is positively related to factors such as 

ability to pay punishment structure and tax rates. Oppressive tax enforcement, 

harassment of taxpayers and discontent with public service delivery seem to increase 

tax resistance and may explain the wide spread tax evasion.     
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According to Amir, O (2010) in his study he found that tax Compliance in Tanzania 

is adversely influenced by high tax rates and unwise government spending priorities. 

 

2.5  Conceptual Framework 

 

Figure 2.3:  Conceptual Framework Diagram 

 

 

 Dependant Variable 

 

 

 

 

 

 

 

 Independent variables 

 

 

 

 

Source: Research Findings 2013 

 

This study intends to make detailed analysis on the perceived determinants of tax 

compliance in Tanzania. The study contains both variables i.e. dependant and 

independent variables. 

 

Thus dependent variable in this study will be Tax compliance while independent 

variables are; Tax rates, Government spending priorities, corruption, 

punishment/penal reward on tax non compliance, Rates/frequency of Tax audits, 

complexities of Tax Returns and Credibility of Tax agency. Below is the perceived 

relationship of the dependant variable to each independent variable. 
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Tax compliance vs. Tax rates: Tax rate is adversely related to the level of tax 

compliance, this means that as the tax rate increase level of tax compliance tends to 

decrease which may results to low tax revenue and vice versa is true.  

 

Tax compliance vs. Unwise Government spending priorities: Unwise Government 

spending priorities have adversely effects to the Tax compliance in the economy; this 

implies that higher unwise the government spending the lower will be the level of tax 

compliance and vice versa is true. 

 

Tax Compliance vs. Corruption: The more corrupt tax system/Government results to 

the lower Tax compliance and hence lower Tax revenue and vice versa is true. 

 

Tax compliance vs. Tax punishment/penal rewards: the weak the punishment/ penal 

rewards results to lower tax compliance level while as the tax punishment get 

stronger Tax compliance tend to increase. 

 

Tax compliance vs. Frequency/rate of Tax audit: Rates of Tax audits has directly 

relation relationship with the level of Tax compliance , this means the higher the rate 

of tax audit the higher Tax compliance level is expected and vice versa is true. 

 

Tax compliance vs. Tax agency credibility: the level of tax compliance is directly 

depend on the credibility of the respective Tax agency as perceived by taxpayers, the 

higher the credibility an agency have to tax payers the higher is the level of tax 

compliance and vice versa is true. 

 

Tax Compliance vs. Complexities of Tax returns: The more complex tax returns 

results to low tax compliance and vice versa are true. 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1  Introduction 

Research methodology is a collective term for the structured process of conducting 

research.  There are many different methodologies used in various types of research 

and the term is usually considered to include research design, data gathering and data 

analysis. 

 

The major focus of this chapter was to introduce the research design, location of the 

study, sample size, research techniques (quantitative or qualitative),population of 

inquiry, sampling techniques, data collection instruments, type of data collected 

(primary and secondary data) and data analysis techniques which researcher will  

employ in this study. 

 

3.2  Research Design 

This study employed both descriptive and analytical approaches, in determining the 

relationship between variables and explaining the general aspect related to taxpaying 

behavior (Tax compliance/ non compliance), example the factors that influence tax 

Compliance in Tanzania and the measures to minimize tax non compliance practices, 

the researcher dealt with by using descriptive approach.  

 

This study was administered through well designed and structured questionnaires and 

documentation; the researcher collected as much information as possible in order to 

arrive at realistic research findings and conclusion. 

 

Both quantitative and qualitative were used which helped the researcher to produce 

accurate presentation of target population. 
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3.3  Area of the Study 

This study was conducted in Dar es Salaam City; the reason behind selection of this 

area under the study was availability of various kinds of taxpayers with range of 

business size and income. Dar es Salaam is the largest city in Tanzania with high 

population as compared to other cities and regions of this country; also it contains 

people with various cultures, traditions, ethnicity and beliefs but also people from 

almost all regions of the country. Existence of good infrastructures for transport and 

communications is another factor that attracts the researcher to consider this area for 

this study. Also the researcher consider Dar es salaam as more convenient place , 

cheap and time saving area as he reside in the same town. The researcher had 

therefore found Dar es Salaam to be the best region which had well represented the 

whole country. 

 

3.4   Target Population 

According to Webster (1985), a sample is a finite part of a statistical population 

whose properties are studied to gain information about the whole. The population for 

this research is defined as all taxpayers and tax officials in Tanzania.  

 

3.5  Sampling Techniques 

3.5.1  Sampling procedure 

This research made use of stratified Sampling, ‘Stratified sampling is a variant on 

simple random and systematic methods and is used when there are a number of 

distinct subgroups, within each of which it is required that there is full representation. 

A stratified sample was constructed by classifying the population in sub-populations 

(or strata), basing on some well-known characteristics of the population, such as age, 

gender or socio-economic status. The selection of elements is then made separately 

from within each stratum, usually by random or systematic sampling methods.’ this 

study had four major strata named, individuals, Tax officials, large scale and small 

scale businesses. 
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3.5.2  Sample size 

The sample size for this study was 100 (one hundred) respondents made up of 25 

respondents from Individuals stratum, 25 respondents from Tax officials stratum,  25 

respondents from small scale business and 25 respondents from large scale business. 

Representatives were randomly selected from each stratum to avoid biasness. The 

sample size selected helped the researcher to obtain high quality information for 

accomplishment of this study. The larger the sample the higher is the reliability of 

the findings. 

 

Table 3.1:  Sample Plan 

Stratum No of  Respondents 

Individuals group 25 

    

Tax officials 25 

    

Small scale business  25 

    

Large scale Business 25 

    

Total  100 

Source: Research Findings 2013 

 

Kothari (1993), states that the sample size is an optimal one, and an optimal sample 

defined as the one that fulfils the requirements of efficiency, reliability, flexibility 

and good representative. Therefore my sample size was optimal since it contains all 

most each group of taxpayers as well as the tax officials which implies that opinions 

from both sides i.e. tax officials and taxpayers were received. 

 

3.6 Research Techniques. 

This study used both qualitative and quantitative technique during the research. 

 

Qualitative technique 

This technique in this study was used in non numerical data which is not quantified 

based on meanings which need to be expressed in words such as taxpayers opinions 
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on tax rate, complexity of return, frequency of tax audit, corruption , government 

spending, credibility of tax agents and punishment.  

 

Quantitative technique 

This technique has been used to analyze and describe numerically the analysis of 

factor influencing Tax compliance in Tanzania and relationship among variables. 

 

3.7 Data collection methods 

This research used both primary and secondary data.  

Primary data were collected through questionnaires. Questionnaire was developed 

basing on the conceptual frame work considering independent and dependent 

variables. Well designed questionnaires were distributed to the respondents and 

finally collected for further stages. The researcher preferred use of questionnaire as it 

is easy to administer, self answered by respondents, time and money saving. Another 

advantage of a questionnaire is that it can be answered anonymously; this means that 

sensitive and personal questions are much more likely to be answered truthfully 

 

Secondary data were collected through various sources such as books, journals, 

internet, relevant reports, news paper etc. through these techniques the researcher 

managed to obtain much information relevant to this study. Collected information 

were useful in explaining the relationship that exist between variables i.e. Tax 

compliance as dependant variables and Tax rate, government spending, tax audit, 

corruption, complexity of returns, credibility of tax agents and punishment as 

independent variables.   

 

3.8 Data processing, Analysis and reporting 

The researcher employed SPSS in analysis and presentation of collected information 

by using descriptive statistics such as statistical tables, frequencies and percentages 

in order to summarize and organize the data in a meaningful way. The data collected 

were also analyzed using both qualitative and quantitative methods. The data were 

edited, coded and classified to ease presentation and interpretation. 
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Interpretation of Well presented data was conducted to give clear and understandable 

meaning to the reader, sample selected from the population was used to draw 

conclusion about the whole population. 
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CHAPTER FOUR 

 

DATA PRESENTATION AND ANALYSIS 

 

4.1 Introduction 

This study has been conducted in Dar es Salaam city as the case study. Both primary 

and secondary data were collected through primary and secondary sources. The 

findings have been divided into three major parts which are findings on respondent’s 

general information, findings on respondent’s opinion regarding current state of 

variables (both dependent and independent variables) and findings on perceived 

factors influencing Tax payment compliance in Tanzania. The division of findings 

was done basing on how the questionnaire was structured.  

 

4.2  Respondents’ General Information 

This section contains respondent’s general information which researcher had 

intended to obtain from the respondents, the information which the researcher 

considered to be general were, Respondents Age group, Gender, level of education 

and to what stratum is the Respondent belong. Below are the findings in this regard. 

 

4.2.1  Respondents Rate 

96 respondents from selected sample had fully completed and return questionnaires 

distributed to them this is 96% of selected sample which means only 4 had not 

returned the questionnaire given to them. As table 4.1 below indicates all individuals 

responded to questionnaires, 24 from SME’s, 24 from large scale business and 23 

respondents from Tax officials. This is quite successful response. 
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Table 4.1: Respondents Rate 

  Frequency Percent Valid Percent 

Valid Individual 25 25.0 26.0 

SME 24 24.0 25.0 

Large scale 24 24.0 25.0 

Tax official 23 23.0 24.0 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.2.2  Respondents Gender 

The gender of the respondents is classified into two well known classes i.e. Male and 

Female. The findings are presented in gender distribution table 4.2 below. 

 

Table 4.2:  Respondents’ Gender Distribution 

  Frequency Percent Valid Percent 

Valid Male 49 49.0 51.0 

Female 47 47.0 49.0 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

The findings above indicate that 49% of the respondents are Male while 47% are 

Female.  

 

4.2.3  Respondents’ Age 

The researcher had classified respondent’s age into three groups which are, 18-45 

years, 46-60 years and above 60years.The findings revealed that, the first and second 

second age group had large number of respondents and very few i.e. only 9 

respondents were of age above 60 years. 
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Table 4.3: Respondents’ Age Distribution 

  Frequency Percent Valid Percent 

Valid 18-45 44 44.0 45.8 

45-60 43 43.0 44.8 

Above 60 9 9.0 9.4 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.2.4  Respondents Education  

Education of respondents has been categorized into; primary, secondary, 

undergraduate and graduate. The table 4.4 below presents the findings. 

 

Table 4.4:  Respondents’ Education Distribution 

  Frequency Percent Valid Percent 

Valid Primary 22 22.0 22.9 

Secondary 24 24.0 25.0 

Undergraduate 32 32.0 33.3 

Graduate 18 18.0 18.8 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

The findings indicate that large number of respondents had undergraduate education 

level. 

 

4.3  Respondents’ opinion on the state of variables 

This section presents the findings on Respondents’ opinion on the current state of 

variables as requested by the researcher. The researcher intended to understand state 

of each variable in this study which was; Tax Compliance as a dependent variable 

and, tax rate, government spending, punishment, tax audit, complexity of returns, 

corruption and credibility of Tax agents as Independent variables. The findings on 

each variable are presented below. 



42 

4.3.1  Tax compliance level. 

Respondents were asked to give their opinion on whether Tanzania has high Tax 

compliance or not. Respondents’ opinions are presented in a table 4.5  below. 

 

Table 4.5:  Respondents’ Opinions on Tax Compliance Level 

  Frequency Percent Valid Percent 

Valid Agree 29 29.0 30.2 

Neither agree nor Disagree 9 9.0 9.4 

Disagree 58 58.0 60.4 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

The findings as presented in above table indicates that majority Disagreed with the 

statement where by 60.4% of the respondents answered this question said that 

Tanzania has no high tax compliance compared to 30.2% who agreed that there is 

high Tax compliance. 
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Figure: 4.1:  Respondents’ Opinions on Tax Compliance Level 

 

Source: Research Findings 2013 

 

4.3.2  Tax Rates. 

Respondents were requested to give their opinion on the existing tax rates whether 

they are perceived to be higher or not. The findings are presented in table 4.6 below. 

 

Table 4.6:  Respondent’s Opinion on Tax Rates 

  Frequency Percent Valid Percent 

Valid Agree 67 67.0 69.8 

Neither Agree nor Disagree 6 6.0 6.2 

Disagree 23 23.0 24.0 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

The findings as presented in Table 4.6 reveal that tax rates in Tanzania are very high. 

This is evidenced by 69.8% of the respondents who agreed with the statement that 

‘Tax rates in Tanzania are very high”. Only 24% of the respondents were of opinion 

that tax rates in Tanzania are not very high. 
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4.3.3  Government Spending 

 Table 4.7 below presents the findings on whether the Government is 

spending/manage Taxpayer’s money in the useful way. Majority of respondents i.e. 

66%, Disagreed with the statement that “Government is spending/Manage taxpayers’ 

money in a useful way’ this implies that taxpayers are happy with on the way the 

government spend their money. 

 

Table 4.7:  Respondents Opinion on Government Spending 

  Frequency Percent Valid Percent 

Valid Agree 22 22.0 22.9 

Neither Agree nor Disagree 10 10.0 10.4 

Disagree 64 64.0 66.7 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.3.4  Corruption 

Respondents were requested to give their opinion on the level of corruption in 

Tanzania. The response were analyzed and presented in table 4.8 below. 

 

Table 4.8:  Perception on Level of Corruption  

  Frequency Percent Valid Percent 

Valid Agree 14 14.0 14.6 

Disagree 82 82.0 85.4 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

This is one of the question which came up with very interesting response from the 

respondents no one had a neutral answer to this question, only 14.6% of the 

respondents agreed with the statement that there is no corruption practice in the 
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Government, this means the opposite side of this statement were supported by 85.4% 

of the respondents who answered this question. 

 

4.3.5  Procedural Complexities 

Respondents were requested to give their opinion on whether preparation, filling and 

payment of various taxes is user friendly or not in their views; the following are the 

findings as presented in table 4.9 below. 

 

Table 4.9:  Respondents Opinion on Procedural Complexities 

  Frequency Percent Valid Percent 

Valid Agree 66 66.0 68.8 

Neither Agree nor Disagree 5 5.0 5.2 

Disagree 25 25.0 26.0 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.3.6  Frequency of Tax Audit occurrence 

The researcher had requested respondent’s opinion on whether it take long from one 

tax audit to another or not, 67.7% of whose answered this question said that it 

doesn’t take longer from one audit to another.  

 

Table 4.10:  Respondent’s Opinion on Frequency of Tax Audit  

  Frequency Percent Valid Percent 

Valid Agree 65 65.0 67.7 

Neither Agree nor disagree 9 9.0 9.4 

Disagree 22 22.0 22.9 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 
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4.3.7  Punishment 

The following are the findings on respondent’s opinion regarding existing 

punishment on tax non compliance in Tanzania as requested by the researcher 

 

Table 4.11:  Respondent’s Perception on Existing Tax Punishment 

  Frequency Percent Valid Percent 

Valid Agree 47 47.0 49.0 

Neither Agree nor Disagree 19 19.0 19.8 

Disagree 30 30.0 31.2 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

The findings indicate that 49% which is the also the mode from the frequency 

distribution table above Agreed that Tanzania has strong tax punishment to 

defaulters, 31.2% are of opinion that the tax punishment aren’t strong while 19.8% 

were neutral to the statement. 

 

4.3.8  Credibility of Tax Agents 

The researcher requested the respondents to give their perception on TRA’s 

credibility. the findings revealed that 22.9% of those answered this question were of 

opinion that TRA has   high  credibility to the public while 71.9 % had opposed the 

statement which mean that  TRA’s credibility is perceived as very low to the 

majority of the respondents while only 5.2% were neutral to this statement. 

 

Table 4.12:  Respondent’s Opinion on the Credibility of Tax Agents 

  Frequency Percent Valid Percent 

Valid Agree 22 22.0 22.9 

Neither Agree nor Disagree 5 5.0 5.2 

Disagree 69 69.0 71.9 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 
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4.4  Respondents opinion on the perceived factors influencing Tax payment 

Compliance. 

The findings on factors influencing tax compliance in Tanzania were treated with 

highest level of importance because it was this finding which answered the research 

questions. The findings have been categorized as 1- agree, 2- Neither agree nor 

disagree and 3- disagree. 

 

4.4.1  Tax rates is inversely proportion to Tax compliance 

The Findings revealed that 63.5% of respondents had agreed that Tax rates is 

inversely proportion to the tax compliance which mean that as the tax rates increases 

tax compliance decrease while a decrease in tax rate increase tax compliance. 13.5 

disagreed with the statement while 22.9% were neutral to the statement. 

 

Table 4.13: Respondent’s Perception on How Tax Rates Influence Tax 

Compliance 

  Frequency Percent Valid Percent 

Valid Agree 61 61.0 63.5 

Neither agree nor Disagree 22 22.0 22.9 

Disagree 13 13.0 13.5 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.4.2  Government spending Vs Tax compliance 

The findings in this study indicated that only 16.7% of the respondents agreed with 

the statement which implies that the way government spend their money have 

nothing to do with their taxpaying behavior, 14.6% remained neutral to the statement 

while 68.8% of the respondents are of opinion that the way the government collected 

tax revenue matters a lot in their tax paying behavior. 
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Table 4.14:  The Effect of Government Spending in Tax Compliance 

  Frequency Percent Valid Percent 

Valid Agree 16 16.0 16.7 

Neither agree nor disagree 14 14.0 14.6 

Disagree 66 66.0 68.8 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.4.3  Corruption and Tax compliance 

The response from taxpayers was analyzed and finally presented in table 4.15 below. 

The findings indicated that 49% which is also a mode in the frequency distribution 

table, are of opinion that one should not waste his/her money by paying taxes if the 

system is corrupt, 29.2% remained undecided as they had neither supported nor 

opposed the statement while only 21.9% said that they will keep on paying taxes 

even if the system is corrupt. 

 

Table 4.15:  Influence of Corruption to Tax Compliance 

  Frequency Percent Valid Percent 

Valid Agree 47 47.0 49.0 

Neither Agree nor Disagree 28 28.0 29.2 

Disagree 21 21.0 21.9 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.4.4  Tax complexities and tax compliance 

Respondents were asked to give their opinion as to whether complexities in 

preparation of tax returns, filling and payment of taxes influence tax compliance in 

Tanzania. The findings shows that 56.2% were of opinion that tax payment 

procedures doesn’t affect tax compliance in Tanzania , 7.3% of respondents were 

neutral to this statement while 36.5% said that tax payment procedures affects tax 

compliance in Tanzania as per the frequency distribution table below. 
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Table 4.16:  The Influence of Tax Payment Procedures in Tax Compliance 

  Frequency Percent Valid Percent 

Valid Agree 54 54.0 56.2 

Neither agree nor disagree 7 7.0 7.3 

Disagree 35 35.0 36.5 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.4.5  Tax punishment and Tax compliance 

The respondents’ response has been presented in the table below after analyzing 

collected information. The findings from this study indicated that 32.3% of the 

respondents had agreed that weak punishment promotes tax non compliance, 6.2% 

remained neutral to the statement while 61.5% are of opinion that weak tax 

punishment doesn’t contributes to tax non compliance in Tanzania. 

 

Table 4.17:  Weak Tax Punishment and Tax Compliance 

  Frequency Percent Valid Percent 

Valid Agree 31 31.0 32.3 

Neither agree nor disagree 6 6.0 6.2 

Disagree 59 59.0 61.5 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.4.6  Credibility of Tax agent and Tax compliance 

The table 4.18 below presents the response from the respondents regarding a 

relationship between the credibility of tax agents (TRA) and tax compliance in 

Tanzania. The findings revealed that, 34.4% of the respondents had opinion that 

TRA’s credibility doesn’t affect tax compliance, 16.7% were neutral to the statement 

while majority of the respondents i.e. 49% opposed the statement which implies that 

Tax agent’s credibility affect tax compliance in our country.  
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Table 4.18: Respondents Perception on How Tax Agent’s Credibility 

Influences Tax Compliance 

  Frequency Percent Valid Percent 

Valid Agree 33 33.0 34.4 

Neither Agree nor disagree 16 16.0 16.7 

Disagree 47 47.0 49.0 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 

 

4.4.7  Tax audit frequency and Tax compliance 

The researcher requested respondent’s opinion on whether the frequency of tax audit 

influence tax evasion in Tanzania. The findings revealed that 34.4 % agreed that 

lower frequency of tax audit attracts tax evasion, 20% were neutral to the statement 

while majority i.e. 44.8% opposed the statement which mean that lower frequency of 

tax audit doesn’t influence tax compliance in Tanzania. 

 

Table 4.19: Respondents Opinion on the Effect of Tax Audit in Tax 

Compliance 

  Frequency Percent Valid Percent 

Valid Agree 33 33.0 34.4 

Neither Agree nor disagree 20 20.0 20.8 

Disagree 43 43.0 44.8 

Total 96 96.0 100.0 

Missing System 4 4.0  

Total 100 100.0  

Source: Research Findings 2013 
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CHAPTER FIVE 

 

DISCUSION OF FINDINGS  

 

5.1 Introduction 

This chapter discusses the relationship that exists between dependent and 

independent variables as revealed in research findings and compared to the findings 

from other relevant studies reviewed by the researcher. 

 

5.2 The Effects of High Tax Rates to Tax Compliance 

Tax has a big role to play in improving tax payment compliance in our economy. As 

the tax rates increases taxpayers tend to find rooms through which they can evade 

paying taxes because higher tax rates means to lower their net income whether is a 

business or an individual while a decrease in the tax rate motivate taxpayers willingly 

to pay taxes because the tax burden becomes low and hence doesn’t have much 

effect to their net income. This is evidenced by this research findings as shown in 

figure 5.1 whereby 64% of the respondents had opinion that tax rates is inversely 

proportional to the tax compliance  which means that as the tax rates increases the 

tax compliance tends to decline and vice versa. 
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Figure 5.1: Respondents Perception on the Relationship between Tax Rates 

and Tax Compliance 

 

Source: Research Findings 2013 

 

Experience indicates that some employees collude with employer to understate they 

salary/ wage to reduce their tax payment because of high tax rates, Tanzania labor 

unions have been requesting the government to reduce tax rates on wages/salaries the 

same happened in 2012/2013 financial year budget where by most of members of 

parliament when contributed to the government budget requested for lower tax rates 

to employees, this implies that the rates are higher. The primary objective of the 

business is to make profit and more important profit maximization as the tax rates 

gets higher the business income after tax tends to be lowered hence the business may 

find the ways to lower their tax liability by either understating revenue, overstating 

expenditure, transfer pricing or any other way possible This findings is also 

supported by Chipeta(2002) who observed that the higher the tax rate, the higher is 

the likelihood for taxpayers to evade, as this increases their tax burden and hence 

lowers their disposable incomes. Fisman and Wei in his study had also realized that 
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“on average, one percent increase in tax rate induces a three percent increase in tax 

evasion’. Allingham and Sandmo (1972), suggest that, a high tax rate increases the 

rate of cheating, which reduces the amount of declared income. In whatever way if 

the taxpayers perceive that the tax rate is too high to afford then tax compliance will 

be reduced. But as the tax rate getting lowered and affordable more taxpayers 

willingly complying with tax laws and reaches a point which optimum revenue is 

getting collected (Allingham and Sandmo, 1972). 

 

The findings are as well supported by laffer curve theory which suggest that ‘as tax 

rates increase from low levels tax revenue will also increase but if an increase in tax 

rates exceed a certain point would cause people not to work as hard or not at all, 

thereby reducing tax revenue. 

 

From the above findings , Tax rate is inversely related to tax compliance, the higher 

the tax rate the lower is the tax compliance  in the economy and vice versa. 

 

5.3 The Relationship between Government Spending and Tax Compliance  

The study revealed that majority of the respondents are not willing to pay taxes when 

the government misuse collected tax revenue, 69% of the respondents disagreed with 

the statement that ‘I’ll pay what am asked to pay regardless of how the government 

spend the money’ this implies that the way government spend tax payers money 

matters a lot in tax compliance. The poor government spending the lower is the tax 

compliance, this findings is also supported by the literature review as most of the 

research suggest that poor government spending increase tax evasion in the country. 

People want to get benefits from the taxes they paid though the benefit is not 

expected to be equal to the tax paid as per quid pro quo concept. 

 

Taxpayers want to see their money are well spent in activities that are benefited to 

such as construction of roads which will simplify transport from one area to another 

in the country which in turn will increase production and economic growth, building 

of public hospitals, schools , improvement of other infrastructures. In other hand 

taxpayers are not happy with high allowance paid to members of parliament, buying 
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too expensive cars, high expenditure in unnecessary sitting allowance, high cost of 

president’s trip abroad where one trip contains big number of people which 

respondents think it is unnecessary. 

 

The literature review supports this findings as per observation of Alms and Martinez 

(2006) who said that, ‘Although taxes has no ‘quid pro quo’ relationship but the 

government has to show clearly improvement in social services to encourage tax 

compliance’.  

 

5.4 The Effect of Corruption in Tax payment Compliance 

Corruption in Tanzania is said to be very high as majority of respondents i.e. 85.4% 

were of opinion that there is high corruption while only 14.6% said there is no 

corrupt practice in the government in another hand majority of the respondents said 

that there is no need to pay tax if the system is corrupt as shown in figure 5.2 below. 

 

Figure 5.2: Respondents Opinion on the Effects of Corruption in Tax 

Compliance 

 

Source: Research Findings 2013 
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This means that majority agreed that corruption is one of the factors which strongly 

influence tax compliance in Tanzania. High corruption reduces government 

credibility to the taxpayers which in turn reduce their morale to pay tax, but also 

taxpayers may weigh out the cost benefit of paying tax and corrupt someone to assist 

in evading tax. Corruption is a big enemy of law enforcement because a person will 

breach the laws expecting that if will be caught he/she will pay something to law 

enforcers this means that even if we will have strong punishment to tax defaulters 

will mean nothing if there is high corruption because defaulters instead of being 

legally punished they will just pay corruption which goes to the pockets of few. 

Literature review support this findings as well, the literature advocates that the level 

of corruption in the society has strong influence on tax evasion. According to 

Acconia (2003) if the cost of corrupting tax officials is lower than the benefit from 

tax evasion, a taxpayer will likely opt to go for tax evasion. 

 

5.5 The Influence of Tax Payment Procedures to Tax Compliance 

The findings from the study revealed that tax payment procedures doesn’t have 

material influence to the tax compliance in Tanzania this is because 56.2% of the 

respondents agreed that tax payment procedures doesn’t affect tax compliance while 

only 36.5% disagreed to the statement and 7.3% were neutral., this is also supported 

by the findings on state of variables where by 68.8% of the respondents were of 

opinion that tax payment procedures in Tanzania are user friendly which means there 

is no much complexity. This means complexity of tax return is not a major cause of 

tax evasion in Tanzania as per findings. This finding is contrary to the literature 

review which advocates that complexities in tax returns and payments contributes to 

the tax evasion. Complexity of tax returns has become an important determinant of 

tax compliance in developed countries (Mohan, 2001: Mohani and Sheehan, 2003, 

2004). 

 

5.6  Tax Punishment and Tax Compliance in Tanzania 

The traditional theory of tax evasion stresses on the importance of punishment for 

individual tax compliance, this study revealed that Tanzania has strong tax 

punishment as majority of respondents agreed that we have strong punishment to tax 
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defaulters also 61.5% of the respondents asked to give their opinion on whether weak 

tax punishment contributes to low tax compliance in Tanzania said no which means 

that tax punishment is not material factor for tax compliance in our Economy. 

However the strength of the punishment is one thing and its administration is another 

thing. The country may have very strong punishment but if its administration is weak 

will not improve tax compliance. 

 

5.7 Relationship between Tax Agent’s Credibility (TRA) and Tax 

Compliance 

It was majority’s opinion in this study that Tax agent’s credibility influence Tax 

payment compliance as per figure 5.3 below. 

 

Figure 5.3: Respondents Perception on the Influence of Tax Agent’s 

Credibility to the Tax Compliance. 

 

Source: Research Findings 2013 
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Findings from this study revealed that large number of the respondents (49%) 

disagree the statement that ‘TRA’s credibility doesn’t affect taxpayers compliance’ 

the respondents had also indicated that TRA’s credibility to the public is very low, 

71% of the respondents who responded to the statement “TRA has high credibility to 

the public” had said disagreed which means that TRA lacks credibility. The findings 

are well supported by the findings other researchers in other countries as found in the 

literature review. Scholz (1998) argued that, if the tax collectors and council staff are 

perceived by taxpayers to be dishonest, worthless and unfair may largely contributes 

to tax non compliance. 

 

5.8 The Effects of Tax Audits to Tax Compliance 

The frequency of tax audit occurrence had not realized to be one the key factor that 

influences tax payment compliance in this economy as evidenced by the response 

obtained in this study. Only 34.4% of the respondents were of opinion that low 

frequency of tax audit affects tax compliance while 44.8% said it doesn’t affect, in 

the other side the respondent in giving their opinion on state of variable, majority 

argued that it doesn’t take longer from one tax audit to another which means that the 

frequency of tax audit is quite reasonable. The findings contradict with literature 

review; Butler (1993) found that tax audits can change compliance behavior from 

negative to positive while Witte and Woodbury (1985) in their study of small 

proprietors found that tax audits have a significant role in tax compliance 

 

 

 

 

 

 

 

 

 

 

 



58 

CHAPTER SIX 

 

SUMMARY, CONCLUSION AND RECOMMANDATIONS 

 

6.1 Introduction 

This chapter provides the summary, conclusion and recommendations of this study 

i.e. factors influencing tax payment compliance in Tanzania. 

 

6.2 Summary 

The objective of this research was to analyze the perceived factors that influence tax 

compliance in Tanzania. The study was focused on how the seven independent 

variables which were tax rates, government spending, tax audit, corruption, 

complexity of tax returns, credibility of tax agents and punishment influence tax 

compliance. 

 

The findings revealed that some of these variables had strong influence on tax 

compliance while others were found to have no material influence on tax compliance 

in Tanzania. 

 

High tax rates, corruption, government spending and Tax agent’s Credibility had 

found to have strong influence on tax compliance in Tanzania, this means that any 

significant in any of these factors will significant effect on tax compliance. this 

means that if tax rate increase Tax compliance will tend to decrease and vice versa in 

other hand  if Taxpayers perceive that the government has poor spending, there is 

high corruption practices and Tax agent has low credibility their compliance to tax 

payments will be negatively affected.  

 

Tax audit, punishment and procedural complexities, found to have slight influence on 

tax compliance this is because only few respondents had supported these factors.  
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6.3 Conclusion  

The government should pay more attention on the factors perceived to have strong 

influence on tax compliance in order to maximize tax revenue.  

In general all respondents groups perceive tax rates in Tanzania as un – affordable, 

they had also strongly said that high tax rates is one of major factors influencing Tax 

compliance in this Economy. Any significance change in Tax rate has significant 

effect to the tax compliance. To increase tax compliance and hence Government tax 

Revenue the government need to lower tax rates. 

 

This study concluded that Government doesn’t spend Taxpayers money in very 

proper manner. The ways government spend its revenue have strong influence in tax 

compliance. Unwise spending of taxpayers’ money discourages tax payment 

compliance while if the government spends the revenue wisely taxpayers willingly 

will increase payment of taxes which will results to high Government revenue. 

 

The level of corruption had also perceived to be at high level in our Economy. 

Corruption was found to be one of the strong factors that influence tax payment 

compliance. The higher is corruption implies lower tax compliance level in the 

economy, when corruption is higher taxpayers use it as loophole to evade taxes 

believing that if they will be caught they will use corruption to avoid punishment, 

with high corruption there is no effective enforcement of the law. 

 

Tax Agency (TRA) credibility found to be very low, in the other hand tax agent 

credibility perceived to have big contribution to tax payment compliance. 

Government shall consider the best ways to improve TRA’s credibility to the public 

in order to increase compliance level and hence Government revenue. 

 

On the other hand, Tax audit, complexities of tax returns and punishment to 

defaulters have got less impacts to tax compliance in our economy. 
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6.4 Recommendation 

Basing on the findings of this study and various literatures the researcher 

recommends the following in order to increase tax compliance in our Economy: 

 

The government to review existing tax rates, we need to make sure that tax rates 

become as affordable as possible. 

(i.) The fight against Corruption shall be given more weight, corruption cases to 

shall not take longer time to be decided by the court and where possible the 

ruling shall be made open to the public this will help to promote a fight 

against Corruption. 

(ii.) Major government spending should be prioritized to items which have direct 

benefit to the society. 

(iii.) Tax agents have to increase number of tax audits  

(iv.) Government to review the punishment available to tax evaders and administer 

the punishment properly. 

(v.) Tax agents (TRA) to increase their credibility to the public  

 

6.5 Area for further studies 

The researcher proposes the area for further studies to be “what contributes to high 

corruption in Tanzania”. This is because corruption had emerged to be one of the 

four strong factors influencing tax compliance in this study. 
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QUESTIONNARE 

 

Please carefully answer the questions below by ticking in an appropriate box which 

reflects your opinion on the given statement. 

 

PART A:  Respondent’s opinion on state of variables 

  Question 1-Agree 

2-Neither agree 

nor Disagree 3-Disagree 

a 

There is High tax compliance  in 

Tanzania       

b  Tax rates in Tanzania is very high       

c 

 Government manages tax-payers money 

in very useful way       

d 

 There are no corrupt practices in the 

government        

e  Taxpaying procedure is user friendly       

f 

It does not take long from one tax audit 

to another       

g 

  Tanzania has strong tax punishment for 

defaulters       

h    TRA has high credibility to the public       

 

PART B:  Respondent’s perception on factors influencing tax payment 

compliance in Tanzania 

  Question 1-Agree 

2-Neither agree 

nor Disagree 3-Disagree 

a 

Tax rates is inversely proportion to Tax 

compliance level       

b 

I'll Pay what am asked to pay, regardless 

of how the government spend the money       

c 

If the system is corrupt, one should not 

waste the money by paying Taxes       

d 

Tax payment procedure does not affect 

compliance level       

e 

Weak tax punishment promotes tax 

evasion in Tanzania       

f 

TRA's credibility doesn't affect 

Taxpayer's compliance       

g 

the lower frequency of Tax audit attracts 

tax evasion     
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1. Please mention any important government decisions to be taken to increase 

tax compliance 

(i.) …………………………………………………………………………. 

(ii.) …………………………………………………………………………. 

(iii.) …………………………………………………………………………. 

 

Respondent Basic information 

1. Your age group: 

(i.) 18 – 45       (          ) 

(ii.) 46 – 60       (          ) 

(iii.) Above 60       (          ) 

 

2. You’re Gender: 

(i.) Male        (          ) 

(ii.) Female        (          ) 

 

3. Your education: 

(i.) Primary       (          ) 

(ii.) Secondary       (          ) 

(iii.) Undergraduate       (          ) 

(iv.) Graduate       (          ) 

 

4. Respondent status: 

(i.) An Individual       (          ) 

(ii.) SME        (          ) 

(iii.) Corporate       (          ) 

(iv.) Tax official       (          ) 

For any question, clarification, comments or advice please feel free to contact the 

researcher via 0755 938 644 / 0712 157 144, E-mail add:  cmnjama@yahoo.com 

 

Thank you for your Time. 
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