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Abstract 

 

This study investigates empirically the factors underlying individual taxpayers’ compliance behaviour in 

Nigeria to uncover the causes of noncompliance. In order to gain in-depth understanding of the 

phenomenon, the study expands the basic tax compliance model to incorporate perceived tax service 

quality, public governance quality, ethnic diversity, as well as moderating effects of personal financial 

condition. Multi- stage cluster random sampling technique was applied to select the samples of the study 

from the population of individual taxpayers residing in the Federal Capital city of Nigeria. The primary 

data, which were collected through self-administered questionnaire, were treated statistically using 

multiple regression analysis. The results reveal that taxpayers’ perception about tax service quality and 

public governance quality is significantly related to the compliance behaviour. The findings also indicate 

a significant difference in compliance behaviour of diverse ethnic groups of Nigeria. Furthermore, the 

financial condition significantly moderated the influences of tax system structure, moral reasoning and 

occupation on tax compliance behaviour. By implications, the findings of the study suggest extension to 

compliance model to incorporate these factors for better understanding of tax compliance behaviour. In 

addition, policy should be directed towards strengthening these factors to reawaken the culture of tax 

compliance among individual taxpayers in Nigeria.  

 

Keywords: Tax Compliance Behaviour, Perceived Tax Service Quality, Public Governance Quality, 
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Introduction 

The decision to comply with the provisions of tax laws is influenced by many factors (Alm, 1999). 

Research into the factors influencing taxpayers’ compliance behaviour has continued to attract significant 

academic interest globally. Allingham and Sandmo (1972) were among the first authors to develop a 

model to explain factors affecting taxpayers’ compliance behaviour. This so-called A & S model, which 

was derived from Becker’s (1968) deterrence theory, recognizes tax audit and penalty as the factors 

affecting tax compliance behaviour. Under the theory, taxpayers are assumed to be willing to pay tax only 

because of the fear of sanction; therefore more taxes will be paid with increase in fine or tax audit rates. 

However, researchers who based their investigations on the theory have come to conclusion that only 

economic factors cannot be relied upon for understanding tax compliance behaviour  (Feld & Frey, 2003; 

Slemrod, 2009; Torgler, 2003; Torgler & Schaffner, 2007). A & S model completely ignores social and 

psychological perspective of noncompliance. 

Nevertheless, the A & S model provided the basis for further development of other models in the 

tax compliance literature. Among other models, Fischer, Wartick and Mark’s (1992) model, which was 

based on the work of Jackson and Millron (1986), was considered to be a comprehensive and viable 

model for better understanding taxpayer’s compliance behaviour (Chan et al., 2000; Chau &Leung, 

2009).  
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However, Alm (1999) has contended that compliance decisions are influenced by numerous 

factors which no single model and theory have been able to incorporate. Other than that, the inconsistency 

in the research findings concerning the relationship between tax compliance and some of its determinants  

(Dubin & Wilde, 1988) has encouraged scholars to suggest that the relationship may be moderated by 

certain variables (Kirchler, Muelbacher, Kastlunger & Wahl, 2007). Furthermore, while taxpayer 

behaviour appears to differ between different countries but most studies on tax compliance focused on 

developed countries especially USA, UK and Australia with quite limited on developing countries 

(Andreoni, Erard & Feinstein, 1998; Chau &Leung, 2009; Fuest & Riedel, 2009).  

Taking into account the forgoing weaknesses noted in previous studies (Allingham & Sandmo, 

1972; Chan et al., 2000; Fischer et al., 1992), this study seeks to contribute to tax compliance literature by 

extending the tax compliance model to incorporate influence of quality of tax service and quality of 

public governance as well as moderating effects of financial condition. Furthermore, the location of this 

investigation was Nigeria (developing country) and as a highly ethnic fragmented and polarized society, 

the study also measures the impact of ethnic diversity and culture on tax compliance behaviour.  The 

main objective of this study is to gain an in-depth understanding of how the extended model of 

compliance behaviour explains the tax noncompliance phenomenon in Nigeria. To achieve this objective, 

the remaining parts of the paper are organized as follows: the second part reviews the relevant literature 

while third part presents the methods used in the study. The results, discussion and conclusion of the 

study followed in the fourth and fifth and sixth part respectively. 

 

Literature Review 

Determinants of Tax Compliance Behaviour 

Theoretically, tax system structure, noncompliance opportunity, attitude and perception have direct 

influence on tax compliance behaviour while demographic factors have indirect influence (Fischer et al., 

1992). Tax system structure is a major determinant of tax compliance behaviour (Jackson & Millron, 

1986; Fischer et al., 1992; Fischer, 1993; Richardson & Sawyer, 2001). The factors that determine the 

effectiveness of the tax system structure of any country include probability of detection, penalty, tax rate 

and complexity of tax system.  Studies have provided evidence linking these factors to compliance 

behaviour (Chan et al., 2000; Fischer et al., 1992; Fischer, 1993; Jackson & Millron, 1986). Empirically, 

Friedland, Maital and Reuentberg (1978) reported that tax audits have a strong effect on tax compliance 

behaviour. Similarly, Witte and Woodbury (1985) also found that there is a significant positive 

relationship between tax audit and rate of tax compliance. So did the findings in the studies of Dubin and 

Wilde (1988), and Slemrod, Blumenthal and Christian (2001).  

The tax authority penalizes the taxpayers who failed to comply with tax rules. Chau and Leung 

(2009) claimed that tax penalty is an important factor influencing tax compliance behaviour and the 

authors suggested that the fear of penalties would prohibit the noncompliance tendency. Witte and 

Woodbury (1985) established a significant relationship between the severity of criminal sanctions and tax 

compliance. Similar result was reported in Feld and Frey (2006). Other factors of the tax system structure, 

which influences tax compliance behaviour include tax rate structure and complexity of the tax system 

(Fischer et al., 1992).  

Furthermore, an individual’s attitude towards the tax system may predict his tax compliance 

behaviour. A taxpayer who has a favourable attitude towards tax evasion is expected to be less compliant 

and equally a taxpayer with an unfavourable attitude is likely to be more compliant (Kirchler, Hoelzl & 

Wahl, 2008). Eriksen and Fallan (1996) revealed that taxpayer’s attitude towards tax system has an 

influence on reinforcing the desire towards tax evasion and compliance. Other studies reported similar 
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findings on the relationship between taxpayer’ attitude and compliance behaviour (Chan et al., 2000; 

Oriviska & Hudson, 2002; Trivedi, Shehata & Mestelman, 2005). 

In Fischer’s model, source of income, level of income and occupation are considered as factors 

providing opportunity for tax noncompliance. Empirically, studies have proof the relationship between 

noncompliance opportunity factors and tax compliance behaviour.  Ritsema and Thomas (2003) showed 

income level is positively related to the tax owed. Similarly, Manaf, Hasseldine, & Hodges (2005) found 

that middle-income taxpayers are more compliant. Concerning source of income, Fjeldstad and Semboja 

(2001) also observed that employees paying their taxes through a withholding system have fewer 

opportunities to be noncompliant. In another study, Richardson (2006) found that income source is 

significantly related to tax evasion. In respect of occupation, Andreoni et al. (1998) noted that there was 

an understatement of taxes by a greater percentage by sole proprietors. In contrast, Manaf et al. (2005) 

showed sole proprietors are likely to be more compliant. 

In addition to the factors in the Fischer’s model, Bobek, Robert and Sweeney (2007) and Chan et 

al (2000) considered moral commitment as a factor that influences tax compliance and in this case, Erard 

and Feinstein (1994) argued that the level of taxpayer’s moral reasoning sharpens their compliance 

behaviour. Empirically, Recker, Sanders and Roark, (1994) noted that when tax noncompliance is 

considered as a moral issue, individuals are less likely to evade taxes irrespective of the situation. Chan et 

al. (2000) also indicated that Hong Kong taxpayers have a low level of moral reasoning, and, as a result, 

low tax compliance.  In contrast, however,  Bobek and Hatfield (2003) found that a high level of moral 

obligation alone would not fully eliminate tax noncompliance. 

 Literature also provided evidence on the relationship between specific tax knowledge and tax 

compliance behaviour. Song and Yarbrough (1978) indicated that the respondents with high fiscal 

knowledge had a more positive tax ethic score than those with less fiscal knowledge. Eriksen and Fallan 

(1996) also reported that increased specific tax knowledge made respondents consider their own tax 

evasion more seriously, their perception about tax fairness increased and their attitude towards other 

individual’s tax noncompliance became stricter. Similarly, Manaf et al. (2005) found that knowledge and 

understanding of tax is related to land taxpayers’ compliance attitude in Malaysia. 

Similarly, Everest-Phillip and Sandall (2009) declared that public governance quality is necessary 

to have a good tax system and that also, a good tax system is essential to achieve public governance 

quality. In analysing the relationship between taxpayers and government, Levi (1988) stated that the tax 

compliance is influenced by a vertical contract. Levi (1988) argued that if the taxpayers perceive that the 

rate of transformation from tax to political goods is low then they will feel that the government has not 

kept its obligation of the contract, as a result, voluntary tax compliance would deteriorate. Egwaikhide 

(2010) contended that there is a high correlation between tax compliance and good public governance. 

Other authors also lend support on the argument that public governance quality has influence on 

taxpayers’ compliance behaviour (Akpo, 2009; Alm & Gomez, 2008; Mann & Smith, 1988; Torgler, 

2003). 

The quality of service provided by tax offices also has impact on taxpayers’ behaviour. Ott (1998) 

declared that the goal of any tax administration is to offer a better service to taxpayers. The manner in 

which taxpayers are treated in the course of the provision of tax service may influence their compliance 

behaviour (Jackson & Millron, 1986; Feld & Frey, (2006). Torgler (2007) argued that taxpayers’ 

willingness to cooperate with the tax authority will increase, if the authority sees itself as a service 

institution and provides a quality service and treats the taxpayers as partners. Similarly, OECD (2007) 

submitted that the delivery of quality service to taxpayers will strengthen their willingness to comply with 

tax rules and regulations voluntarily, and, as a result will contribute to the overall level of tax compliance. 
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Other studies have indicated that the level of tax compliance may be affected by the degree of 

trust and cohesiveness in a country (Kimenyi, 2003; Lassen, 2003; Torgler, 2003). Similarly, it has been 

pointed out that the degree of level of trust in a society is associated with the degree of ethnic polarization 

and diversity existing in the society (Kimenyi, 2003; Lassen, 2003; Zerfu, Zikhali & Kabenga, 2009). 

According to Kimenyi (2003), a society with diverse ethnicity is characterized with low trust and, 

equally, such a society can be characterized by a markedly lower level of taxpayers’ compliance when 

compared to a society with high trust. However, Okediji (2005) has argued that ethical diversity should 

include social factors like religion because certain ethnic groups are identifiable with a particular religion. 

Empirically, Song and Yarbrough (1978) discovered marginal difference between blacks and whites in 

tax compliance, while the study of Aitken and Bonneville (1980) reported that more blacks than whites 

were less compliant. Cummings, Martinez-Vazquez, Mckee and Torgler (2006) observed that differences 

in the compliance level between the US and the two African countries (Botswana & South Africa) are due 

to differences in ethnic background.  

 

The Effect of Financial Condition on Determinants of Tax Compliance  

 

The inconsistency of findings on the relationship between tax compliance and some of its determinants 

most especially the deterrents factors (Dubin, Grazte & Wilde, 1987; Dubin & Wilde,1988), has 

encouraged suggestion in the literature  that the relationship may be moderated by some variables 

(Kirchler, et al., 2007). There are indications in other behavioural studies that financial condition 

(requirement) and family obligations moderate the relationship individuals’ commitment and performance 

(Mathieu & Zajac, 1990; Brett, Cron & Slocum, 1995). Empirically, some behavioural studies have 

shown support for the moderating effects of financial requirement on individual’s behaviour ( Doran, 

Stone, Brief & George, 1991; Brett et al., 1995). The implication of moderating effect of individual 

financial condition on tax compliance and its determinants may be more obvious in the society where 

there is high family responsibility and poverty rate as the case in some developing countries including 

Nigeria. 

Therefore, financial condition of individual may have positive or negative effect on the 

relationship between his/her attitude and compliance behaviour. Torgler (2003) argued that the financial 

situation of the individual may cause the taxpayer distress particularly when payment is to be made 

including taxes. Similarly, Bloomquist (2003) shows financial strain as one of the sources of taxpayer’s 

stress.  

 

Research Methodology 

 

Research Questions 

 

The specific research questions of this study include: 

1. Do quality of tax services, multi-ethnic background and Nigerian public governance quality play a 

significant role in Nigerian tax compliance behaviour? 

2. Does taxpayers’ financial condition moderate the relationship between tax compliance behaviour and 

its determinants? 
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 Model  

 

This study incorporates perceived tax service quality, public governance quality and ethnic diversity as 

well as the moderating effect of taxpayers’ financial condition into extended Fischer’s model of tax 

compliance. Specifically, the model of the study consists of eight latent variables and a moderator. 

However, only the moderating effect of financial condition on the five variables adopted from previous 

studies are reported in this study as the findings on the direct relationship between these variables and tax 

compliance had been reported in other studies (Chan et al., 2000; Manaf, 2004) and as a result,  these  

variables are regarded as control variables. Similar procedure was used in Alabede, Ariffin and Idris 

(2011) and Wenzel (2004). On the basis of the literature reviewed in preceding section, the conceptual 

model of this study is set out in figure 1. 

*** Place Figure 1 about here *** 

 

Samples and Data Collection Procedure 

 

The participants of this study were selected from among the population of individual taxpayers residing in 

Federal capital city of Nigeria (Abuja). The selection involved three stages using multi-stage cluster 

random sampling technique. In the first stage, the Abuja city was chosen as the sampling area while in the 

second stage; organizations, enterprises as well as government establishments that filed tax returns and 

PAYE to tax offices operating within the sampling area were selected. At third stage, the individual 

taxpayers that served as the subjects of the study were selected from the chosen organizations and 

government establishments. A total of 550 questionnaires were administered randomly to these 

individuals. At the end of the fieldwork, total of 332 of usable questionnaires were retrieved representing 

approximately 60% response rate or 87% of predetermined sample size.   

Majority (61%) of the participants was male and the age grouping of majority of the participants 

was between 20 and 40 years (72.2%).  Most (80%) of the respondents had higher education background. 

The average monthly income of about 66% of the respondents was between N 50,000 and N 99,999. All 

the ethnic and religious groups in Nigeria were represented in the study but Hausa (34%) and Christian 

(67.8%) were more prominent. Generally, the composition of the respondents to a greater extent fairly 

reflected the characteristic of population distribution of Nigeria. 

For the purpose of the data collection, questionnaire, which contains likert-type, dichotomous and 

categorical items was designed and subjected to content and face validity tests with the assistance of tax 

and research methodology experts. The full survey was conducted from 17th October, 2010 to 6th 

December, 2010.   

Measures and Assessments 

Dependent Variable 

Tax compliance behaviour was measured with 4 items using hypothetical scenario case as was done in 

Bobek (1997) and Chan, et al. (2000). Respondents were asked to indicate (1) the Naira amount of 

income and deduction they would report on their tax returns if they were in similar situation as in the 

scenario case (2) the date they would file their income tax returns if they were in similar situation as in 

the scenario case (3) how many days after receiving assessment notice would it take them to pay their 

income tax if they were in similar situation as in the scenario case.  The score (1), (2) and (3) were 

assigned to the options under each items of the scenario case and the values are interpreted as somewhat 

compliant, moderately compliant and fully compliant. The mean scores and standard deviation for the 4 

items were 2.06 and .59, respectively (see Table 1). On the aggregate, these descriptive statistics suggest 

that compliance among the individual taxpayers in Nigeria is low.  
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Independent and Control Variables 

Tax system structure was assessed with 15 items structured on a five point likert scale and these items 

were originally developed by Gilligan and Richardson, (2005); James, Murphy and Reinhart (2005); 

Mustafa (2007) and Wenzel, (2004). The mean score (2.43) and standard deviation (.63) for the 15 items 

suggest that on aggregate, Nigerian tax system structure is perceived by respondents to be ineffective.   

Taxpayer’s attitude towards tax evasion was measured using 8 items structured on a five point 

likert scale and these items followed after the study of Eriksen and Fallan (1996). The overall mean score 

for the taxpayer’s attitude was 3.58 and standard deviation of .90. These descriptive statistics indicate on 

the aggregate that the respondents had unfavourable attitude towards tax evasion. 

The tax knowledge of the respondents was evaluated using 6 items and these items were scaled as 

yes (3), no (1) and do not know (2). This measure followed after the work of  Eriksen and Fallan (1996). 

The mean scores and standard deviation of the 6 items were 2.00 and 0.37, respectively, and this suggests 

the respondents had a fair knowledge of tax rules on taxable income and expenses deductible for tax 

purpose. 

Perceived tax service quality was evaluated using 24 items adapted from the work of Brady and 

Cronin Jr. (2001) and the items were rated using a five- point Likert scale. With the mean score of 2.72 

and standard deviation of .60, the respondents generally perceived that the tax service quality in Nigeria is 

low. 

Taxpayers’ moral reasoning was measured using 10 items extracted from the Ethic Position 

Questionnaire (EPQ) developed by Forsyth (1980). The items were rated using a five- point Likert scale. 

Generally, the overall mean score of 3.56 and standard deviation of .81 indicate that the respondents were 

fairly upright in their moral reasoning.  

 Public governance quality was measured with 17 items extracted from the work of Afrobarometer 

(2005), Marc (2001), Tayib (1998) and the items were structured on a five- point Likert scale.  Overall, 

the mean score of 2.01 and standard deviation of .73 suggest that the respondents perceived the quality of 

public governance in Nigeria low. 

Unlike the trend in the previous studies (Chan et al., 2000; Manaf et al., 2005), this study 

followed the suggestion of Okediji (2005) and used ethnic group as well as religion as a proxy for 

taxpayers’ ethnic diversity. For the purpose of analysis, dummy variables were designed for the ethnic 

groups and religions. The ethnic groups were categorized as (1) Hausa/Fulani, (2) Yoruba (3) Igbo, and 

(4) minority and three dummy variables were created for the groups while minority group was used as the 

base. Religion was categorized as (1) Islamic; (2) Christianity and (3) traditional religion and two dummy 

variables were designed for it while traditional religion was used as the base. 

Dummy variables were also created for the measurement of the variables under noncompliance 

opportunity just as was done in Manaf et al. (2005). Income level was categorized into (1) low-income 

level, (2) middle-income level, and (3) high-income level, and two dummy variables were created for the 

purpose of the measurement using middle-income level as the base. Source of income was also 

categorized into: (1) employees in private sector, (2) employees in the public sector, and (3) sole 

proprietors, and two dummy variables were created for measuring the source of income using employees 

in the private sector as the base. Occupation was measured by designing a dummy variable of 0 and 1. 

The 0 is for professional which consisted of professional, manager and engineer while 1 is for non-

professionals which included administrators, clerks, owner manager and others. 

     Moderating Variable 

Financial condition  was measured categorically using options of “dissatisfy” and “satisfy” as was done in 

(Torgler, 2007) and was re-coded into dichotomous values of (0) and (1) respectively. The score of (0) 
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indicates that the respondents are not satisfied with their financial conditions while the score of (1) 

suggests that they are satisfied with their financial condition. 

 

*** Place Table 1 about here *** 

 

 

Results 

 Factor Analysis 

 

As suggested in Campbell and Fiske (1959), the construct validity of the research instrument was 

established through convergent and discriminant validation.  For this purpose, the items of metric latent 

variables were submitted to factor-analysis using principal component analysis with varimax rotation.  

The results of the factor analysis are summarized in Table 2. The values of Meyer-Olkin Measure 

of Sampling Adequacy (KMO) and Bartlett’s Test of Sphericity suggest that data collected on each 

variable were suitable for factorability. Similarly, the eigenvalues of all the variables are greater than 

benchmark (> 1) as recommended in the literature (Meyers, et al., 2006; Pallant, 2007). The variables also 

met the benchmarks set for other criteria (anti- image correlation coefficient > .50; communality > .50; 

factor loading of ±.30 to ±.40).  

On the whole,  the results of the analysis suggest that measurement instrument of this study met 

the convergent and discriminant criteria of validity except that number of factors yielded for certain 

variables were not as provided in the theory. However, this does matter as the study was based on the 

composite measure of the metric variables similar to what was done in Alabede et al. (2011), Fauzi and 

Idris (2009) and Elbanna and Child (2007).   

               

 *** Place Table 2 about here *** 

Reliability Analysis 

 

The reliability of the measures was established by testing the internal consistency of the measurement 

items. This was done using Cronbach’s alpha as recommended for social science research (Sekaran & 

Bougie, 2010). Two tests were conducted to prove the reliability of the measures. The first test was 

conducted  before the factor analysis  to ascertain reliability of the items extracted from the theory while 

the second test came after construct validity (factor analysis). The reliability of the measures of the study 

was based on the result of the second test.   

Generally, a Cronbach’s alpha coefficient of at least .70 is considered sufficient and acceptable 

(Hair  Black, Babin & Anderson, 2010; Nunnally, 1978). Table 3 shows alpha coefficient range between 

.728 and .917 for all scales and this suggest a satisfactory degree of internal consistency for all the metric 

variables. 

 

*** Place Table 3 about here *** 

Multiple Regression Analysis 

 

This study adopted a technique of multiple regressions otherwise referred to as the moderated regression 

as the appropriate technique to detect the presence of moderating effects of financial condition on tax 

compliance and its determinants. Taking into consideration the nature of the conceptual framework of the 

study, the procedures recommended by Darrow and Kahl (1982), was followed for the purpose of the 

analysis. In this case, tax compliance behaviour (dependent variable) was regressed on the set of predictor 
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variables (independent variables) in the first stage to obtain the main effect while in the second stage; tax 

compliance behaviour was regressed on the set of predictor variables, moderator and a cross product of 

the preceding term (the product of each independent variable and moderator).  

Before the regression analysis was carried out, the assumptions of multiple regression were 

properly assessed and in order to reduce the effect of multicollinearity, the variables were centered as 

suggested by Aiken and West (1991). Generally, the assumptions of multiple regression were fairly 

complied with.  

The results of multiple regression are documented in Table 4. The statistical analyses reveals that 

model 1 and model 2 were statistically significant as indicated by the F ratio of 7.413 (P=.000) and 6.308 

(P=.000), respectively. This suggests that both models have a significant ability to predict taxpayers’ 

behaviour in Nigeria.  The table also reveals that model 2 has R
2
 .411 compared to R

2 
.274 for model1, 

which is an indication that all the study’s variables in the presence of the moderating effect of financial 

condition would account for 41.10% of the variance for the dependent variable (tax compliance 

behaviour). However, a conservative estimate provided by the adjusted R
2 

indicates that model 1 and 

model 2 could only explain about 24% and 35% of the compliance behaviour of the taxpayers, 

respectively. On the impact of moderating effect of financial condition on model 2 as a whole, the 

increased value of change R
2
 from .274 in model 1 to .411 model 2 is significant(P=.000), as 

recommended in Hair et al. (2010), as a result, financial condition moderated model 2 significantly. 

 On the contribution of each variable, six variables made a significant contribution to model l 

while the contributions of other variables were marginal.  Among the variables that made significant 

contributions, are three new variables incorporated in the tax compliance model.  Specifically, the 

regression result of model 1 indicates that perceived tax service quality (β=.110; P<. 05) and public 

governance quality (β=.221; P<.01) were significant and that they also related to tax compliance 

behaviour positively. In addition, race (β= -.200; P<.01) was also significant. 

In model 2, six main variables were significant and three of these variables were among the 

control variables. In addition, financial condition moderated the relationship between three independent 

variables and the dependent variable significantly. Specifically, perceived tax service quality (β=.105; 

P<.05) and public governance quality (β=.383; P<.01) still showed a strong positive association with tax 

compliance behaviour while race also showed a significant contribution to the value of (β= -.173; P<.01) 

for Hausa.  For the variables moderated in model 2, financial condition moderated the relationship 

between tax system structure (β=.-.158; P<.01) as well as moral reasoning (β=.-126; P<.05) and tax 

compliance behaviour significantly and altered the direction of the relationship to negative from positive. 

Nonprofessional occupation (β=-.190; P<.05) was  also significantly moderated by financial condition. 

 

*** Place Table 4 about here *** 

 

Discussion 

 

Perceived Tax Service Quality and Tax Compliance 

 

First, the descriptive statistics on the data of this study provide strong evidence indicating that individual 

taxpayers have a low perception about the quality of tax services provided by the revenue authorities in 

Nigeria. Other than that, the regression result on the relationship between perceived tax service quality 

and tax compliance behaviour established a strong positive relationship between the two variables. In line 

with the submissions of OECD (2007) and Torgler (2007), this result suggests that an improvement in the 

quality of tax service provided by the revenue authorities would enhance taxpayer’s compliance 
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behaviour. Similarly, the finding follows the theoretical prediction concerning the influence of service 

quality provided by experts on compliance behaviour. Although studies measuring the direct relationship 

between the perceived tax service quality and tax compliance behaviour are rare, indirectly, this study 

lends support to the suggestions in the studies of Feld and Frey (2006) and Wallschutzky (1984) that 

improper treatment of taxpayers in the course of the provision of service in the tax office influences future 

compliance behaviour.      

In recognizing the influence that the quality of tax service could exert on taxpayers’ compliance 

behaviour, many revenue authorities including those in Australia, France, Sweden, the UK, the US, etc., 

have reconstructed their approaches to taxpayers and are more friendly in tax service provision (Kirchler, 

2007). Some revenue authorities have even gone to the extent of establishing a special unit commonly 

referred to as “Taxpayers’ Assistance Centre (TAC)” to handle taxpayers’ complaints and other tax 

matters.  

Although a few revenue authorities in Nigeria have a customer care unit (SERVCOM)
 
to ensure 

that taxpayers get prompt action in service delivery, as pointed out in Odusola (2006) and Odinkonigbo 

(2009), most of those in charge of the provision of tax service are not professionals. As such, they are not 

properly trained to provide tax services quickly, in a friendly and courteous manner to the satisfaction of 

the taxpayers. The evidence from this study suggests that a low perception of Nigerian taxpayers about 

the quality of tax service provided by revenue authorities may have contributed significantly to the low 

tax compliance level in the country. Therefore, quality of tax service plays a significant role in tax 

compliance behaviour. 

 

Public Governance Quality and Tax Compliance 

 

The result from the descriptive statistics also indicates that individual taxpayers have a low perception 

about public governance quality in Nigeria. On the relationship between public governance quality and 

tax compliance behaviour, the regression result indicates that public governance quality is significantly 

positively related with tax compliance behaviour. This finding is consistent with the prediction of the 

Social Exchange theory concerning the role of reciprocity in enforcement of compliance in social 

relationship. This evidence also agrees with the argument in the literature that positive behaviour by 

government may be reciprocated by the taxpayers through enhanced compliance behaviour (Torgler, 2003 

& 2007).  

More importantly,  this finding  agrees indirectly with the views of some authors that taxpayers 

seem to be more willing to comply with tax rules and regulations including paying their taxes where they 

can observe a direct relationship between their contributions and the quality of public service 

(governance) provided by the government( Fjeldasted & Semboja, 2001;  Alm & Gomez, 2008; 

Egwaikhide, 2010).   

Based on this finding, it can be argued that the low perception about Nigeria’s public governance 

quality had contributed significantly to the shrinking level of tax compliance among individual taxpayers 

in Nigeria. Therefore, the findings of this study provide proof that public governance quality is a 

significant determinant of tax compliance behaviour. 

 

Ethnic Diversity and Tax Compliance Behaviour 

 

The regression result provides evidence suggesting that taxpayers of different races exhibited 

significantly different tax compliance behaviour. This finding is consistent with the theoretical prediction 

that people of different cultural and environmental background; behave differently from others (Hofstede, 
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1980). The result also agrees with a number of empirical studies on taxpayers’ race/ culture and tax 

compliance behaviour ( Aitken & Bonneville 1980; Chan et al., 2000; Cummings et al.,  2006; Manaf, et 

al., 2005). However, this is in contrast with the findings in Kasipillai and Jabbar (2006), and Song and 

Yarbrough (1987), which reported a marginal difference in tax compliance of different races 

For Nigeria, this finding is expected and it generally reflects the ethnic fragmentation and the 

polarized nature of the country. Within about 167 million Nigerians, there are 250 ethnic groups speaking 

about 500 languages with different cultural backgrounds and linkage, some more highly individualistic 

than others. With this type of background, Nigerian taxpayers will be expected, as reported in this study, 

to behave differently in complying with the tax rules and regulations. In line with the findings reported in 

Lassen (2003) and Kimenyi (2003), that ethnic diversity is characterized with mistrust and that tax 

compliance decreases in the presence of low trust, Nigeria’s ethnic fragmentation, which accounts for 

differences in the taxpayers’ behaviour, similarly accounts significantly for the low compliance level in 

the country. This is basically due to distrust in the government, which is headed by an ethnic group other 

than the taxpayer’s ethnic group.     

However, in the case of taxpayers’ religious belief, the result from the regression analysis 

indicates that the differences in tax compliance behaviour of taxpayers of different religious belief were 

marginal. This result is expected for a country like Nigeria where no particular region is completely 

dominated with a single religious belief. This implies that the prominent three religious groupings in 

Nigeria are present in each major region to some extent; hence, there is no complete religious distinction 

among the regions as is the case with race.   

With the support from the finding in Lewis (2007), which reported that most Nigerians would like 

to identify themselves in terms of their race and from the result of this study, it can be deduced that race 

provides a more significant explanation for the differences in the compliance behaviour of Nigerian 

taxpayers than religious belief. Therefore, the finding that difference in taxpayers’ race causes a 

difference in tax compliance behaviour partly provides evidence that ethnic diversity is also a determinant 

of tax compliance behaviour. 

 

The Effect of Financial Condition on Determinants of Tax Compliance  

  

The regression result provides evidence indicating that taxpayers’ financial condition significantly 

moderated the influence of tax system structure on tax compliance behaviour. The interesting aspect of 

this finding is that the presence of the taxpayers’ financial condition on the relationship between the tax 

system structure and compliance behaviour transformed the relationship between the two variables from 

positive to negative. This indicates that the effect of financial condition had weakened the influence of the 

tax system structure on taxpayers’ compliance behaviour, and, accordingly, it suggests that in the 

presence of financial condition, with an increase in the tax system structure effectiveness, taxpayers are 

likely to be less compliant. This finding came in the direction and statistical significance expected, 

indicating that a great number of the respondents who were noncompliant were also not satisfied with 

their financial situation. Hence, the tax system structure had less influence on their compliance behaviour. 

The finding is also not surprising for developing countries like Nigeria with a high poverty rate 

(Rotberg & Gisselquist, 2009). This argument lends support to the study of Carroll (1986), which 

reported that the lack of money makes individuals search for an opportunity for engaging in crime as well 

as the study of Bloomquist (2003) that discovered that individual taxpayers with meagre financial 

resources might be tempted by bad financial conditions to be noncompliant. 

Furthermore, the result also reveals that financial condition had a strong moderating impact on the 

influence of moral reasoning on tax compliance behaviour. However, the relationship between moral 
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reasoning and tax compliance behaviour, which was previously positive, changed to negative as a result 

of the interaction of the taxpayers’ financial condition. Therefore, the result suggests that in the presence 

of financial condition, with increased moral reasoning, taxpayers are likely to be less compliant. The 

evidence from the descriptive statistics reveals that the moral development of the respondent is not too 

strong and, in addition, a great number of the respondents were not satisfied with their financial condition. 

This possibly explains why the presence of the financial condition transformed the direction of the 

relationship between moral reasoning and tax compliance behaviour unfavourably. This finding 

demonstrates the fact that in Nigeria, the financial condition plays an important moderating role in 

shaping the taxpayers’ compliance behaviour with little influence from the moral development of the 

individual.  

The regression analysis also provides evidence indicating that taxpayers’ financial condition 

demonstrated a strong negative moderating effect on the influence of nonprofessional occupation on tax 

compliance behaviour. This implies that taxpayers in nonprofessional occupations such as artisans, owner 

managers, etc., are likely to be less compliant in the presence of their financial condition. Although, there 

is no evidence in the literature concerning the moderating effect of financial condition on relationship 

between occupation and tax compliance behaviour, however, this finding restated previous findings that 

taxpayers who are in nonprofessional occupations are more likely to be less compliant (Andreoni et al., 

1998). This finding is equally not surprising for countries like Nigeria where much of the economy is 

dominated by the informal sector. This result renders support to the suggestion of Asada (2005) that the 

majority of those who do not comply with tax laws in Nigeria are in the informal sector. 

Unlike the tax system structure, moral reasoning and nonprofessional occupation, the regression 

results did not provide proof concerning the moderating effects of financial condition on the relationship 

between tax compliance and each of the other determinants. 

 

Conclusion and Future Research 

 

Taking into account the past and recent theoretical development on the model (Chan et al., 2000; Chau & 

Leung, 2009; Manaf, 2004; Mustafa, 1997), this study further expanded Fischer’s model to incorporate 

perceived tax service quality, public governance quality, ethnic diversity as well as the moderating effects 

of taxpayers’ financial condition. The findings from the study have some interesting theoretical 

implications.  

As contributions to the literature, the study provided evidence indicating that taxpayers’ 

perception of quality of tax service and   public governance quality as significant determinants of tax 

compliance behaviour. In addition, the study reaffirmed the finding of the previous studies concerning the 

impact of culture on compliance behaviour, however, this time in a more ethnically fragmented and 

polarized society (Nigeria) than was previously tested. 

The study made distinctive contributions on the moderating effect of financial condition on the 

relationship between compliance and its determinants. The findings in this area satisfied the suggestion 

from the literature that the relationship between compliance behaviour and its determinants may be 

moderated by certain variables (Kirchler et al., 2007).  The evidence from the study shows that taxpayers’ 

financial condition had a strong moderating impact on tax compliance and some of its determinants. 

Specifically, the study found that the presence of financial condition in the tax compliance model 

significantly moderated the influence of tax system structure (1% significant level), taxpayers’ moral 

reasoning (5% significant level) and nonprofessional occupation (5% significant level) on tax compliance 

behaviour. 
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In addition, the findings from the study have enriched the tax compliance literature, particularly 

concerning factors influencing tax compliance behaviour in developing countries thereby narrowing the 

research gap between developed and developing countries further as advised in Chau and Leung (2009) 

and Torgler (2003 & 2007).  

Therefore, the findings of this study suggest that the further extension of the tax compliance 

model, particularly Fischer’s model, to incorporate perceived tax service quality, public governance 

quality, ethnic diversity as well as the moderating effect of financial condition would further strengthen 

the predictive capacity of the model for better understanding taxpayers’ compliance behaviour.  

Furthermore, the findings of the study also indicate that some changes in the public policy are 

necessary to improve tax compliance behaviour particularly among individual taxpayers in Nigeria. First, 

the findings suggest that public policy makers must map out strategies to improve the quality of tax 

service in Nigeria. Improvement of the quality of the tax service in Nigeria requires a shift in policy 

direction on the three core components of quality of tax service of information, interaction and transaction 

as identified by Jenkin and Forlemu (1993), and the OECD (2005). The policy focus should be on 

completely transforming the tax administration in Nigeria to electronic tax administration. 

The findings also suggest the need to direct public policy towards improving the low perception of 

taxpayers about the quality of public governance in Nigeria to enhance tax compliance behaviour. Every 

aspect of public governance quality requires a policy focus and direction. However, policies on issues 

relating to accountability and transparency, control of corruption, public infrastructure as well as political 

stability are closer to the heart of most Nigerians.  

Another finding with policy implication is the differences observed in the tax compliance 

behaviour of Nigerian taxpayers of different race and cultural background. This finding calls into question 

the existing uniform tax administration policy operating in the country. The cultural background of 

taxpayers needs to be into account in tax administration to enhance tax compliance behaviour in Nigeria. 

In this respect, Nigeria’s personal income tax law may require amendment to allow the states to legislate 

on the issues contained therein in accordance with the culture of their respective people.  

To improve the financial condition of the Nigerians, policy should be directed towards job 

creation, improving the welfare of employees in both private and public sector, giving of more tax 

concessions in the form of allowances and relief.  

     A number of limitations are associated with this study. First, the focus of this study was on 

individual taxpayers, however, corporate taxpayers may have different opinions, perceptions and  

behaviour from the individual taxpayers. For this reason, generalization of the findings in this study to 

other taxpayers has to be done carefully. Another limitation of this study is the measurement adopted. The 

study relied on self-reported behaviour of the taxpayers like most compliance researches; however, 

scholars have pointed out that the behaviour that taxpayers portray under such a method may not be the 

true representation of their actual behaviour (Hessing et al., 1988; van Djike & Verboon, 2011). 

Therefore, drawing conclusion from this study’s findings with respect to actual behaviour must be done 

with caution.   

However, the findings and the observed limitations of this study provide insight into possible areas of 

tax compliance that may demand researchers’ attentions in the future, particularly in Nigeria. First, more 

research is needed into the relationship between perceived tax service quality, public governance quality, 

ethnic diversity and tax compliance behaviour as well as the moderating effect of taxpayers’ financial 

condition . Such a follow up research is necessary to check the consistency of the results produced on 

these compliance determinants and moderator. In addition, future researchers may want to consider 

extending tax compliance studies to rural areas, especially in developing countries, and Nigeria in 
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particular, where there is a great disparity in the development between the rural and urban areas, and, 

which is likely to cause a difference in the behaviour of the folk in the two geographic areas. 

In conclusion, this study provides empirical evidence on the interaction among economic, social, 

psychological and cultural factors competing to exert influence on Nigerian taxpayers towards complying 

with tax rules and regulations. This complex relationship is as advanced in the extended Fischer’s tax 

compliance model, which was further extended to incorporate perceived tax service quality, public 

governance quality, ethnic diversity as well as the moderating effect of taxpayers’ financial condition to 

take account of the environmental and cultural peculiarities of Nigeria. 
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Table 1 

Summary of Descriptive Statistics for Independent Variables  

Variable                                                                                              Min   Max Mean S D Skew Kurt 

Tax Compliance Behaviour  (TCB) 1 3 2.06 0.59 -0.33 -0.55 

Tax System Structure (TSS) 1 5 2.43 0.63 0.13 -0.45 

Tax Knowledge (TK) 1 3 2.00 0.37 0.13 -0.07 

Attitude toward Tax Evasion   (ATT) 1 5 3.58 0.90 -0.24 -0.60 

Moral Reasoning  (MR) 1 5 3.56 0.81 -0.24 -0.77 

Perceived Tax Service Quality (TSQ) 1 5 2.72 0.60 -0.38 -0.27 

Public Governance Quality (PGQ) 1 5 2.01 0.73 0.71 0.17 

         Note: Min= Minimum, Max =Maximum, SD= Standard Deviation, Skew=Skewness, Kurt=Kurtosis                                                                                 
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Table 2 

Summary of the Result of Factor Anaysis 

Variables Factors KMO Bartlett’s Test Load Comm   Anti-Image Total Variance 

TCB 1 .726 .000 .653 .694 .681 56.36% 

TSS 5 .760 .000 .715 .570 .561 73.76% 

TK 2 .784 .000 .728 .585 .740 68.96% 

ATT 3 .802 .000 .623 .584 .596 69.04% 

MR 3 .823 .000 .617 .515 .578 63.63% 

TSQ 8 .804 .000 .358 .530 .607 64.80% 

PGQ 4 . 879 .000 .761 .588 .640 83.67% 

 Note: Load = Factor Loading, Comm = Communality, Anti- image =Anti- image correlation coefficient 

 

Table 3 

 Reliability of Latent Variables  

Latent Variable Before  EFA After EFA 

 Item Alpha Item Alpha 

    

TCB 4 .740
c
 4 .740

c
 

TSS 20 .728
c
 15 .781

c
 

TK 6 .810
b
 6 .810

b
 

ATT 9 .754
c
 8 .782

c
 

MR 10 .706
c
 9 .728

c
 

TSQ 28 .865
b
 24 .840

b
 

PGQ 17 .842
b
 13 .877

b
 

Note:1. 
a
 the coefficients are rated excellent, 

b
 are rated good and  

c
 are acceptable. 2. EFA= Exploratory 

Factor Analysis. 
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Table 4 

  Multiple Regression Result 

Variable Model 1 Model 2 

TSS .048(.794) .141(2.384)
**

 

TK .056(1.107) .066(1.392) 

ATT .163(3.211)
***

 
.
101(2.061)

**
 

M R .071(1.374) .079(1.588) 

TSQ .110(2.213)
**

 .105 (2.135)
**

 

PGQ .221(3.734)
***

 .383(6.076)
***

 

Income Source   

Public Sector -.156(-2.550)
**

 -.092(-1.553) 

Sole Proprietor .086(1.402) .079(1.327) 

Income Level   

Low-Income -.080(-1.408) -.80(-1.496) 

High-Income -.072 (-1.292) -.085(-.619) 

Occupation   

Nonprofessional
 

-.152(-2.902) 
** 

-.120(-2.386)
** 

Race   

Hausa
 

-.200(-3.179)
*** 

-.173(-2.867)
*** 

Yoruba -.084(-1.407) -.073(-1.290) 

Igbo .011(-.194) .035(.632) 

Religion   

Islam -.072(-.557) -.114(-.905) 

Christian -.128(-.995) -.154(-1.231) 

Financial Condition  -.380(-7.228)
***

 

TSS X Financial Condition  -.158(-2.806)
***

 

TK X Financial Condition  .056(1.183) 

TSQ X Financial Condition  .024(.490) 

PGQ X Financial Condition  .015(.258) 

ATT X Financial Condition  -.069(-1.416) 

MRX Financial Condition  -.126(-2.599)
**

 

Income Source   

Public Sector X Financial Condition  -.053(-.900) 

Sole Proprietor X Financial Condition  - .051(-.850) 

Income Level   

Low- Income X Financial Condition  .046(.866) 

High-Income X Financial Condition  -.044(-.829) 

Occupation   

Nonprofessional X Financial Condition  -.101(-2.018)
**

 

Race   

Hausa X Financial Condition  -.044(-.719) 

Yoruba X Financial Condition  .069(1.214) 

Igbo X Financial Condition  -.017(-.305) 

Religion   

Islam X Financial Condition  .003(-.024) 

Christianity X Financial Condition  -.073(-.576) 

R
2
 .274 .411 

Adjusted R
2
 .237 .346 

Change R
2
 .237 .411 

F Value 7.413 6.308 

P Value .000 .000 

          Note: 1.T Statistics in parenthesis. 2. Significant levels are:*** P<.01, ** P<.05 and * P<.10                                                                                        
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