
270© Nigatu A.G., Belete A.A., 2022

Original Paper

https://doi.org/10.15826/jtr.2022.8.3.121

Determinants of Business House Rental Income Taxpayers’ 
Compliance with Tax System in Afar Region, Northeast Ethiopia

Abibual Getachew Nigatu  , Atinkugn Assefa Belete  
Samara University, Semera, Ethiopia
 abibual8@gamil.com

ABSTRACT 
The biggest impediment to the Ethiopian government’s ability to raise revenue by its 
means to the required level is the lack of taxpayers’ compliance behavior with the tax 
system. Therefore, this study examines the key determinants of taxpayers’ compliance 
behavior with the tax system in the Afar regional state. To this end, two purposively 
selected woredas (Awash and Aba’ala) and one city administration (Samara-logia) 
were used. Primary data were collected from 404 randomly selected respondents. The 
ordered logistic regression model was used to analyze the factors that determine tax 
compliance. Results show that tax knowledge, probability of detection, perception 
of government spending, organizational strength of the tax authority, fairness of the 
tax system, and simplicity of the tax system have positive effects on tax compliance, 
whereas tax rates have a negative effect on tax compliance in the Afar regional 
state. As a result, it is suggested that the tax authorities launch effective and brief 
awareness-development and tax education programs for the general public and 
taxpayers in particular. The tax system, notably the tax return, tax forms, and tax 
rules, should be simplified by the tax authorities so that they are readily understood by 
taxpayers. Furthermore, the tax authorities should be powerful enough to effectively 
and efficiently enforce the tax laws, and to ensure tax fairness, their tax liability 
must be determined by their ability to pay. Lastly, the government must maintain 
accountability and transparency in how tax revenue is dispensed, as well as deliver 
social services to the public efficiently and intelligently so that taxpayers have faith in 
and a favorable attitude toward the taxes they pay and the tax system.
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АННОТАЦИЯ
Несоблюдение налогоплательщиками налогового законодательства является 
существенным препятствием для правительства Эфиопии в увеличении соб-
ственных доходов до необходимого уровня. В исследовании рассматриваются 
ключевые детерминанты соблюдения налогоплательщиками налогового зако-
нодательства в регионе Афар. Для целей исследования выбраны два поселения 
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(Аваш и Абаала) и одна городская администрация (Самара-логия). Первичные 
данные собраны у 404 респондентов посредством случайной выборки. Для 
анализа факторов, определяющих соблюдение налогового законодательства 
использовалась упорядоченная модель логистической регрессии. Результаты, 
полученные в регионе Афар показали, что налоговые знания, вероятность об-
наружения, восприятие государственных расходов, организационный потенци-
ал налогового органа, справедливость налоговой системы и простота налоговой 
системы оказывают положительное влияние на соблюдение налогового законо-
дательства, в то время как налоговые ставки имеют отрицательное взияние. В ре-
зультате предлагается, чтобы налоговые органы запустили эффективные и крат-
кие программы повышения осведомленности и налогового образования для 
широкой общественности и налогоплательщиков в частности. Налоговая систе-
ма, в частности налоговая декларация, налоговые формы и налоговые правила, 
должны быть упрощены, чтобы быть понятными налогоплательщикам. Кроме 
того, налоговые органы должны быть достаточно сильными, чтобы эффективно 
и действенно обеспечивать соблюдение налогового законодательства. При этом 
для обеспечения налоговой справедливости налоговые обязательства платель-
щиков должны определяться их платежеспособностью. Наконец, правительство 
должно поддерживать подотчетность и прозрачность в том, как распределяются 
налоговые поступления, а также предоставлять социальные услуги населению 
эффективно и разумно, чтобы налогоплательщики верили и благосклонно от-
носились как к налогам, которые они платят, так и к налоговой системе в целом.

КЛЮЧЕВЫЕ СЛОВА
соблюдение налогового законодательства, налог на доход от аренды, логисти-
ческая упорядоченная модель, регион Афар, Эфиопия

1. Introduction 
The development and economic 

growth of any nation are typically depen- 
dent on the volume of revenues that the 
country can earn and invest in public in-
frastructure [1]. Taxes are crucial as the go- 
vernment’s principal source of revenue and 
a means of funding critical programs such 
as education, welfare, public safety, health 
care, infrastructure, and road development 
for the public at large [2]. As a corollary, 
to continue economic growth and achieve 
infrastructure and social development, all 
governments across the world should raise 
their tax revenue in proportion to their 
gross domestic product (GDP) [3]. 

Many developed countries, such as 
the United States (US), the United King-
dom (UK), and Australia, can generate suf-
ficient tax revenue to fund their respective 
governments’ activities [4]. For instance, 
the tax proportion in the UK and Austral-
ia from 2008 to 2017 was 32.53 percent and 
29.73 percent, respectively1. Improved tax 
compliance amplifies the revenues availa-

1 Revenue Statistics – OECD countries: 
Comparative tables. 2020. https://stats.oecd.
org/index.aspx?DataSetCode=REV

ble for supporting public services without 
raising the present tax burden on comply-
ing taxpayers. 

However, there is a tax noncompli-
ance behavior with tax obligations in de-
veloping countries, especially in sub-Sa-
haran African countries, which reduces 
the ability to generate the desired amount 
of money and results in budget defi-
cits Ahlerup et al. [5]. As it does in some  
other developing nations, non-compliance 
is a serious challenge slackening income 
tax administration and tax revenue per-
formance in Ethiopia [6].

Despite the various tax reforms un-
dertaken by the Ethiopian government to 
increase tax revenue over the years, prior 
statistical evidence has proven that the 
contribution of income taxes to the govern-
ment’s total revenue remained consistently 
low and is relatively shrinking. Ethiopia 
has a low tax ratio compared to average 
sub-Saharan African countries and other 
low-income countries (like Mozambique, 
Congo Republic, Cape Verde, and Liberia).

The Ethiopian income tax and tax ad-
ministration laws approved in 2016 aimed 
at improving tax collection, broadening 

https://stats.oecd.org/index.aspx?DataSetCode=REV
https://stats.oecd.org/index.aspx?DataSetCode=REV
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the tax base, and setting up a more effi-
cient tax system overall. Some progress 
has been achieved to date although much 
more remains to be done. Reforms have 
strengthened integrity and enforcement, 
with significant improvements in tax-
payers’ assistance and service. However, 
taxpayer compliance improvements are 
still slow. For example, growth and trans-
formation plan II from 2016 to 2021, aim 
to increase tax to gross domestic product 
(GDP) from 13.3 percent in 2014/15 to 
17.2 percent of GDP by 2019/20. Howe- 
ver, the tax to GDP ratio has been de-
clining over time till 2020. According to, 
the International monetary fund country 
report, Ethiopia’s tax to GDP ratio was 
declining from 13.3% of gross domestic 
product (GDP) in 2015 to 11.6% of GDP in 
2020 below other low-income countries2. 
This is why the tax compliance attitude 
topic is an important agenda in Ethiopia 
and need an examination. 

Tax compliance has been given a big 
emphasis by researchers in many coun-
tries around the globe because of increa- 
sing non-compliance especially tax eva-
sion and its consequences on the capa- 
city of the government in raising public 
revenue [7]. 

In Ethiopia, previously scant re-
search has been done on tax compliance 
from the business income taxpayer’s per-
spective. Some of these are Tehulu & Din-
beru [8] examined determinants of tax 
compliance behavior in Ethiopia: the case 
of Bahir Dar City, perception of govern-
ment spending; perception of equity and 
fairness of the tax system; penalties; and 
referral group are factors that affect tax 
compliance. Deyganto [9] did a study on 
Factors influencing taxpayers’ voluntary 
compliance attitude with the tax system: 
Evidence from Gedeo zone of Southern 
Ethiopia, tax knowledge, simplicity of tax 
system, probability of being audited, and 
perception of tax rate were found to be 
key factors influencing taxpayers’ volun-
tary compliance attitude. 

And also, a few studies were con-
ducted on rental income taxpayers’ com-

2 https://www.imf.org/en/Countries/ETH

pliance in Ethiopia, such as Vadde & 
Gundarapu [10] conducted a study on 
factors that influence rental taxpayer’s 
compliance with the tax system: an em-
pirical study of Mekelle city, Ethiopia, and 
conclude that intentional tax avoidance 
(presence of dishonest taxpayers), lack of 
knowledge and awareness taxpayers were 
found to be the major factors for tax com-
pliance issues. Geremew [11] studied the 
factors affecting rental income taxpayer’s 
compliance with the tax system: A case of 
Hawassa City Administration, Ethiopia, 
Financial constraints, referent group influ-
ences, awareness of taxpayers, perception 
of tax fairness, understatement of income, 
educational status, absence of government 
incentives, trust in tax assessment and col-
lection procedure, and rental tax audit 
were significant factors that determine tax 
compliance. 

However, those studies used descrip-
tive and multiple linear regression mod-
els as the data analysis method. While 
reviewing the related literature, the con-
clusions of many researchers in differ-
ent parts of Ethiopia are inconsistent, as 
are the findings of earlier studies. In one 
study, some variables are significant, but 
in another, they are not. This grabbed the 
attention of the researchers, who decided 
to look into it more. In addition, no study 
had been done in the Afar regional state 
of Ethiopia to examine the magnitude of 
the factors that determine a rental income 
taxpayer’s compliance status so far. 

The main purpose of the study aimed 
to examine the key determinants of rent-
al income taxpayers’ compliance behavior 
with the tax system in the Afar Region 
state by using an ordered logit model.

In line with the above general pur-
pose, this study has the following specific 
purpose: 

1) To investigate how economic fac-
tors, such as tax rate, perception of go- 
vernment spending, and penalty rate,  
affect tax compliance. 

2) To see the effect of institutional 
factors like organizational strength of tax 
authority, simplicity of tax system, and 
probability of detection of evasion on tax 
compliance. 

https://www.imf.org/en/Countries/ETH
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3) To examine the influence of social 
factors, perceptions on equity and fairness 
of tax system, and peer influences on com-
pliance behavior of tax system. 

4) To identify the effect of individual 
factors, such as tax knowledge and aware-
ness on the compliance attitudes of tax-
payers in the region. 

To address the objective, this study 
pointed out the following hypothesis, the 
validity of which will be confirmed or re-
futed:

H1: There is a negative significant re-
lationship between high tax rates and tax 
compliance.

H2: There is a positive significant re-
lationship between taxpayers’ perceptions 
of government spending and tax compli-
ance in the Afar regional state.

H3: Penalty rate has a significant and 
positive relationship with tax compliance.

H4: There is a significant positive rela-
tionship between organizational strength 
of tax authority and tax compliance.

H5: Simplicity of the tax system has 
a positive and significant relationship 
with tax compliance.

H6: There is a positive significant rela-
tionship between the probability of detec-
tion of evasion and tax compliance.

H7: There is a positive significant re-
lationship between the perceived fairness 
of the tax system and tax compliance of 
rental income taxpayers. 

H8: The influence of the reference 
group is a negative and significant rela-
tionship with tax compliance.

H9: There is a positive significant rela-
tionship between tax knowledge and tax 
compliance.

2. Literature review
2.1. The concept of tax compliance
Tax compliance is defined as fulfilling 

reporting requirements, which means that 
taxpayers file all required tax returns on 
time and accurately report tax liability 
in line with the Internal Revenue Code,  
regulations, and court decisions applica-
ble at the time the return is filed [12]. 

Palil & Mustaph [13] offered an alter-
native definition, and described tax com-
pliance as the willingness of taxpayers to 

register for tax purposes, file tax returns on 
the due date, report accurate tax liabilities 
and pay all tax liabilities within the stipu- 
lated period without having to wait for 
follow-up actions from the tax authority. 
In general, compliance means behaving in 
conformity with the law, while non-com-
pliance means breaking the law. Based on 
the aforementioned definitions, tax com-
pliance can be defined as taxpayers’ inten-
tion or readiness to act in line with the tax 
law, as well as their voluntary endeavor 
to pay their tax liability on a timely basis.

2.2. Determinants of tax compliance
In this section, we are trying to re-

view determinants of tax compliance 
with the tax system. Different factors 
may influence the tax compliance beha- 
vior of Ethiopian taxpayers. Even though, 
such factors do have not equal influences 
and advantages among different places 
and taxpayers. This indicates that the im-
portance of a certain variable in one place 
at a certain time may not necessarily be 
a significant factor in other places even in 
the same place after some time. 

As Loo et al. [14] describes a com-
prehensive description of the factors that 
determine tax compliance splitting as eco-
nomic factors (tax rate, level of income, 
probability of being audited, and percep-
tion of government spending), institutio- 
nal factors (simplicity of tax system, the 
organizational strength of tax authority, 
and change in government policy), social 
factors (perception on equity and fairness 
of tax system and peer influence), indi-
vidual factors (tax knowledge, personal 
financial constraints) and demographic 
factors (age, gender, level of education, 
marital status and occupation). 

2.2.1. Economic factors

Engagements that are tied to the cost 
and benefits of doing the activities are 
known as economic factors that influence 
tax compliance such as tax rates, percep-
tions of government spending, and penal-
ty rates [15]. 

Tax rate refers to the tax amount 
charged on taxable items and paid by 
taxpayers as stipulated by tax law [16].  
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Varied experts discovered different out-
comes when it came to the effect of the tax 
rate on compliance.

Ottone et al. [17] state that higher tax 
rates encourage taxpayers to evade and 
avoid tax. This suggests that a tax rate 
that is viewed as high, unjust, and unfair 
deters taxpayers from adhering to the 
tax laws and regulations. On other hand, 
Adimassu & Jerene [18] depicted that tax 
compliance increases with a heavy tax 
rate. Contrarily, Assfaw & Sebhat [19] 
concluded that taxpayers’ decision either 
to comply or not regardless of tax rates. 
These results show that, due to several 
contradictory results, the impact of tax 
rates on tax compliance is still unclear and 
debatable in different parts of Ethiopia, 
even in the same tax structure. 

Particularly those who pay high tax 
rates will be eager in how the government 
spends their money, in terms of how tax-
payers perceive government expenditure. 
Taxpayers are more likely to pay their fair 
share of taxes if they see the government 
using tax dollars wisely to fund essential 
services like public transportation, health 
care, and education. However, if they per-
ceive that the government is overspen- 
ding on items that they believe are unneces-
sary or unhelpful to the general populace, 
they may feel betrayed and try to avoid  
paying their fair share. Jayawardane & 
Low [20] state that taxpayers pay their 
taxes honestly if they get valuable public 
services in exchange. In opposite to this, 
Engida & Baisa [6] discovered that percep-
tion of government spending did not sig-
nificantly impact taxpayers’ compliance. 

In terms of penalty rate, a penalty 
is money paid to government authority 
as a punishment for a crime or other of-
fense. Scholars’ findings about the effect 
of penalty rates on tax compliance are in-
consistent. For instance, Ahmed & Kedir 
[21] state that the greater the penalty dis-
courages the potential of tax evasion, that 
is when taxpayers perceived that there is  
a high penalty rate for any non-compliance 
the level of non-compliance will decrease. 
On the contrary, Adimassu & Jerene [18] 
originate penalty rate did not significantly 
correlate with tax compliance. 

In conclusion, the outcomes of pre-
vious studies show that there is no clear 
line between penalty rate and tax com-
pliance.

2.2.2. Institutional factor

Although taxpayers’ compliance be-
havior is determined by their economic 
concerns, evidence reveals that insti-
tutional variables like organizational 
strength of tax authority, simplicity of 
tax system, and probability of detection 
of evasion also have a substantial impact 
on taxpayers’ compliance behavior. 

Tax compliance places the govern-
ment and the tax authority as the prima-
ry parties responsible for administering 
the tax system to reduce the tax gap and 
improve voluntary compliance [22]. Ef-
ficiency and effectiveness of the autho- 
rity in improving the tax assessment and 
procedures of tax collection, the building 
of awareness, and enforcement of the tax 
law influence positively the voluntary tax 
compliance behavior of taxpayers [23]. Be-
sides, Richardson [24] also stated that the 
role of a government has a significant po- 
sitive impact on determining attitudes to-
ward tax. But, the studies of Deyganto [9] 
on determinants of tax compliance beha- 
vior of taxpayers indicated that the roles 
of the tax authority were not significantly 
correlated with tax compliance. 

The tax system ought to be as easy as 
possible for the rationale that taxpayers 
are from varied backgrounds, with total-
ly different levels of education, earning 
levels, various cultures, and different tax 
awareness. In serving taxpayers to com-
plete the tax returns accurately, the tax 
authority needs to have a simple, but suf-
ficient, tax return [21]. Taxpayers’ levels of 
understanding of tax laws are positively 
correlated to a significant degree with their 
tax compliance decisions [22]. Most of the 
time taxpayers not only find it difficult to 
file their tax returns correctly but also per-
ceive tax law complexity and ambiguity as  
causes of tax non-compliance [20]. 

A tax audit can play a major role in 
improving tax administration and overall 
taxpayer compliance by impacting tax-
payer behavior. The contribution of tax 
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audits to improving taxpayer compliance 
is significant among other measures taken 
by revenue authorities of the country [25]. 
Admasu & Shallo [26] conclude that the 
likelihood of tax evasion discovery was the 
significant determinant that affected the 
level of tax compliance. This suggests that 
the level of tax compliance will improve as 
the likelihood of detection rises. On other 
hand, Adimassu & Jerene [18] stated that 
a high probability of being detected would 
potentially decrease compliance creating 
a negative association. This means that an 
effective audit induces taxpayers to over-
claim deductions rather than encouraging 
them to correctly report actual income. 
Contrariwise, Tehulu & Dinberu [8] con-
clude that the probability of detection did 
not significantly affect tax compliance. 

These findings demonstrate that, due 
to a variety of inconsistencies, the effect 
of tax rates on tax compliance in various 
regions of the nation within the same tax 
system is still disputed and unclear.

2.2.3. Social factors

From a sociological perspective, vari-
ables impacting tax compliance have to do 
with taxpayers’ inclination to uphold the 
law in response to other people’s behavior 
and their social setting [27]. 

Besides, Kirchler et al. [28] state that 
social factors should be viewed in a wider 
logic than a social viewpoint; this contains 
the psychology of the taxpayers. These 
factors include perceptions of equity and 
fairness, changes to current government 
policy, and referent groups. 

Perceptions of equity or fairness in 
the tax system are principles of the tax 
system, which can be observed through 
three-dimensional views; horizontal equi- 
ty (people with identical income should 
pay an equal amount of taxes), vertical  
equity (taxes paid increase with the 
amount of taxable revenue) and Exchange 
Equity (expectation the same portion of 
public service from the government for 
paying tax Torgler [27]. The perception 
of taxpayers toward the fairness of the 
tax system also has an impact on tax com-
pliance status [24]. Ahmed & Kedir [21] 
depicted that, if taxpayers believe their 

tax burden is more than that of other per-
sons in their income group, their tax com- 
pliance probably decreases. 

Decisions either to evade or not to 
evade tax sometimes are influenced by 
family members or friends [29]. Torgler 
[30] concludes that citizens’ perception 
of how compliant other citizens are has 
a strong impact on their willingness to 
comply. Similarly, Inasius [31] portrayed 
that influence from family and friends sig-
nificantly affects taxpayers’ compliance 
behavior. This means if a taxpayer pre-
fers to be compliant with tax law, then the 
tendency to commit tax evasion is lower, 
and vice versa. Therefore, the influence 
of referent groups on decision-making is 
presumably significant, especially when it 
comes to monetary considerations and le-
gal compliance. On contrary, Deyganto [9] 
referent group has no significant influence 
on tax compliance attitude.

2.2.4. Individual factors

Several factors may influence a tax-
payer’s decision on tax compliance, but 
the taxpayer ultimately has the power to 
decide. The choice of whether to comply 
with tax laws is mostly up to the taxpayer 
[32]. factors like personal financial con-
straints, tax knowledge, and awareness 
of taxpayers have a significant impact on 
taxpayer compliance status. 

Numerous studies have evaluated the 
impact of awareness and knowledge on 
compliance levels. Tax knowledge is cor-
related with a taxpayer’s capacity to com-
prehend tax law and rules and willing- 
ness to abide by them. Through education, 
the taxpayer learns about their rights, du-
ties, and tax-payment processes as well 
as the repercussions of not obeying [33]. 
Mutai and Omwono [34] state that tax 
compliance would increase with higher 
tax knowledge. This argues that raising 
taxpayers’ knowledge of tax laws and 
regulations through formal and informal 
education will have a favorable effect on 
taxpayer awareness to pay taxes. Whereas,  
Palil [35] claimed that as taxpayers get 
enough tax knowledge, they will use this 
knowledge to find loopholes that can help 
them escape from paying their tax liability. 
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3. Methods 

3.1. Description of the study area
The Afar region is a regional state in 

northeastern Ethiopia and the homeland 
of the Afar people. Its capital is the planned 
city of samara, which lies on the paved 
Awash–Assab highway. Afar Regional 
State has a population of 1,812,002, among 
these 991,000 men and 821,002 women; 
urban inhabitants number 346,000 of the 
population, a further 1,466,000 were pas-
toralists [36]. 

3.2. Source of data and method 
of collection

In this study to get complete, accu-
rate, and sufficient data both primary and 
secondary sources of data were used. Pri-
mary data were collected by distributing 
questionnaires to the taxpayers. Secon- 
dary data were obtained from published 
and unpublished sources.

3.3. Sample size and sampling procedure 
In this study, a multi-stage sampling 

method was used. In the first stage, out 
of thirty-four districts, two towns (Awash 
and Aba’ala) and one city administration 
(Samara-logia) were selected purposively 
because registered rental income taxpay-
ers are large in those areas. In the second 
stage, the sample size for each selected 
area was determined proportionally to the 
number of rental income taxpayers within 
each town and city. 

Finally, 404 business house rental 
income taxpayers were selected based 
on the random sampling method. In this 
study, the sample size is determined from 
the total population by using Yamane [39] 
formula as follows by considering a sam-
ple error of 4%.

2 2
1144 404.

(1 ( ) (1 1142(0.04)
N
N e

n = =
+ +

=

3.4. Model 
In this study ordered logistic esti-

mation was applied to measure the level 
of tax compliance in the study area. Tax 
compliance was measured by using hypo-
thetical questions adopted and developed 

with some modifications from previous 
similar studies such as Palil [35], and Engi-
da & Baisa [6] in which respondents were 
asked to rate each question by using the 
Likert scale (ranges from one to five) from 
strongly disagree to strongly agree. 

The average score of all items was  
taken as an index for tax compliance sta-
tus. Based on this score, taxpayers were 
categorized into three levels of com- 
pliance: low, medium, and high. Tax com-
pliance level, the observed ordinal vari-
able, takes on values 0 through m accor- 
ding to the following scheme:

1 * ,Yi j j Yi j= ⇔ µ − < ≤ µ
where j = 0, ..., m.

Accordingly, the probability of each 
tax compliance status (Low-y1, medi-
um-y2, and high-y3) will be computed as 
follows:

*
1 11      ,iy if y u= ≤

*
2 1 2       ,iy if u y u= < ≤

*
3 2     .iy if y u= >

Therefore, the model can be specified 
as follows: 

0 1
2 3

4 5 6
7 8

9 .

TCOMPLi TAXKNOW
PRODET PENRATE

SIMPL ORGSTR FAIR
PERGOVS TAXRATE

PEERINF ei

= β + β +
+β + β +

+β + β + β +
+β + β +

+β +  

(1)

4. Results 

4.1. Study of correlation between variables
Table 2 depicts the association be-

tween the variables used in this study. 
According to the spearman correlation 
result, all independent variables except 
for tax knowledge and penalty rate were 
significantly correlated with tax com- 
pliance status. The highest correlation 
occurred between compliance and tax 
rate (r = –0.5687) followed by fairness 
of tax system (r = 0.4092), perception to-
ward government spending (r = 0.3846), 
peer influences (r = –0.3498), probability 
of detection (r = 0.2664), simplicity of tax 
system (r = 0.1802) and organizational tax 
authority (r = 0.1346). 

https://en.wikipedia.org/wiki/Regions_of_Ethiopia
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Table 1
Description of Variables

Variable Symbol Measurement Expectation sign/ hypothesis 
Dependent variable

Tax compliance Status TCOMPS  (1,2,3) Ordinal
Explanatory variable

Tax rate TAXRATE  (1-5 likert scale) – (high tax rate, low compliance 
Probability of detection PRODET (1-5 likert scale) + (high probability, high compliance)
Penalty rate PENRATE (1-5 likert scale) + (high penalty, High Compliance)
Simplicity of tax system SIMPL (1-5 likert scale) + (very simple tax system, high 

compliance)
Organizational strength 
of tax authority

ORGSTR (1-5 likert scale) + (strong tax authority, High 
Compliance)

fairness of tax system FAIR (1-5 likert scale) + (good perception, high compliance)
Perception to 
government spending 

PERGOVS (1-5 likert scale) + (good perception, high compliance)

Peer influence PEERINF (1-5 Likert scale) – (high influence, low compliance)
Tax knowledge TAXKNOW (1-5 likert scale) + (high tax knowledge, high 

compliance)
Note: “–” negatives and “+” positive 
Source: Own computation, 2022

According to Spearman correlation 
result, it was suggested that probabili-
ty of detection, peer influence, tax rate, 
perception of government spending, or-
ganizational strength of the tax authority, 
fairness of tax system, and simplicity of 
the tax system were the most significant 
determinants of business house rental 
income taxpayer’s compliance status in 
the Afar region. According to Hair et al. 
[38], a correlation coefficient of greater 
than 0.7 indicates substantial collinearity 
among independent variables. 

Table 2 indicates that there is no prob-
lem with multicollinearity in this study. 

4.2. Determinants of rental income 
taxpayer’s compliance status 

As depicted in Table 3, ordered logis-
tic regression was conducted for all varia-
bles and indicates tax knowledge, proba-
bility of detection of tax evasion, tax rate, 
perceptions of taxpayers to government 
spending, organizational strength of tax 
authority, fairness of tax system, and sim-
plicity of tax system were found to be sta-
tistically significant factors that determine 
tax compliance of business house rental 
income taxpayers. 

Specifically, the robust ordered log-
it regression results show the existence 
of a statistically significant positive re-
lation between tax compliance behavior 
and tax knowledge. In terms of margi- 
nal effects, other aspects held constant 
as one point increases the taxpayer’s 
knowledge and awareness of the tax 
system shows a decrease in the likeli-
hood of the behavior that compliance 
status occurs low (7.6%), even though it 
also shows an increase in the likelihood 
of the behavior that compliance status 
occurs medium (6.3%) and high (1.2%)  
(see Table 3).

Regarding the probability of detec-
tion of evasion and compliance beha- 
vior, the results of ordered logit regres-
sion show a positive and statistically 
significant association. The marginal ef-
fect also depicts that being other factors 
held constant, in a one-level increase 
the probability of detection of evasion is 
likely to reduce the probability of the be-
havior that compliance status occurs low 
(16.4%), This is also likely to increase the 
probability of the behavior that com- 
pliance status occurs medium (13.7%) 
and high (2.7%). 
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Regarding the tax rate and tax com-
pliance status, the results of ordered logit 
regression show a negative and statisti-
cally significant association. The marginal 
effects indicate that a one-point increase 
in the tax rate is likely to increase the pro- 
bability of the behavior that compliance 
status occurs low (24%), This is also likely 
to decrease the probability of the behavior 
that tax compliance status occurs medium 
(20%) and (high 4%). 

The correlation between the percep-
tion of taxpayers toward government 
spending and compliance attitude is also 
investigated. The results of ordered logit 
regression show the existence of a positive 
and statistically significant correlation 
between the two. In terms of marginal 
effects, as Table 3 shows, a one-point in-
crease in the positive perception of tax-
payers toward government spending 
shows a decrease in the likelihood of the 
attitude that compliance status occurs 
low (30.9%); it also shows an increase in 
the likelihood of the attitude that tax com-
pliance status occurs medium (25%) and 
high (5%) (see Table 3).

The ordered logit regression results 
show the existence of a statistically signifi-
cant positive relation between tax compli-
ance behavior and organizational strength 
of tax authority. The marginal effect indi-
cated that other factors remain constant, 
an increase in the organizational strength 
of tax authority (Specifically, in tax assess-
ment and collection, awareness creation, 
providing information, and enforcement 
action) by one point, is likely to result in a 
decrease in the probability of the behavior 
that compliance status being low (14.5%), 
and an increase in the view that compli-
ance status occurs medium (12.1%) and 
high (2.4%). 

Perception of taxpayers about the fair-
ness and equity of the tax system and tax 
compliance are found to have a statistical-
ly significant positive relation, as revealed 
in the ordered logit regression estimates. 
This denoted that being other factors held 
constant, A one-point increase in the per-
ception of fairness and equity of the tax 
system is likely to reduce the probability 
of the behavior that compliance status oc-

curs low (17.4%), This is also likely to in-
crease the probability of the behavior that 
compliance status occurs medium (14.5%) 
and high (2.9%). 

The finding of this study concerning 
the simplicity of the tax system has a po- 
sitive and significant relationship with tax 
compliance behavior. In terms of marginal 
effects, other issues held constant, An in-
crease in the level of simplicity of the tax 
system (the clarity of tax law and regula-
tion to understand by the taxpayers easily) 
is likely to reduce the probability of the 
behavior of compliance status occurs low 
(12.7%), This is also likely to increase the 
probability of the behavior that compliance 
status occurs medium (10.6%) and high 
(2.1%) (see Table 3). 

5. Discussions of Results 
This paper has examined the corre-

lation between compliance behavior and 
its determining factors, as identified in 
the literature review section. Using data 
obtained from a survey of business house 
rental income taxpayers in the Afar re-
gion, we have analyzed the association 
between compliance behavior and dif-
ferent explanatory variables, such as tax 
knowledge, penality rate, probability of 
detection of evasion, peer influence (refer-
ent group), tax rate, perception of govern-
ment spending, organizational strength 
of the tax authority, fairness of the tax 
system, and simplicity of the tax system. 
The results of ordered logit regression re-
vealed a statistically significant correlation 
between compliance attitude and most of 
the factors considered in the analysis.

Hypothesis H9 predicted that there 
is a positive significant relationship be-
tween tax knowledge and tax compliance. 
The findings of ordered logit regression 
indicate a positive and significant asso-
ciation between tax knowledge and tax 
compliance. Hence, H9 is confirmed. This 
revealed that increased taxpayer aware-
ness and understanding might enhance 
tax compliance, and diminish the desire to 
evade the law. This finding is concurrent 
with the findings of Biru [39], Machgu & 
Amayi [40], Adimassu & Jerene [18], Man-
chilot [22], and Assfaw & Sebhat [19]. 
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Hypothesis H3 is not confirmed, as 
the findings of this study indicated a sta-
tistically insignificant association between 
penalty rate and tax compliance. 

Hypothesis H6 predicted that there is 
a significant positive relationship between 
the probability of detection of evasion and 
tax compliance. The results of ordered lo- 
git regression show the existence of a posi-
tive and statistically significant correlation 
between the two. Thus, H6 is confirmed. 
This implies that taxpayers comply with 
taxation for the reason that they fear may 
be caught by a tax audit. This is in line 
with the findings of Biru [39], Deyganto 
[9], Ahmed & Kedir [21], and Tilahun [22]. 

Hypothesis H8 posited that the influ-
ence of the reference group has a negative 
and significant relationship with tax com-
pliance. However, the results of this study 
indicate an insignificant association be-
tween the two. Thus, H8 is not confirmed. 

Hypothesis H1 posited that there is 
a significant negative relationship between 
the tax rate imposed by rental income tax-
payers and their compliance behavior. 
The results of the regression analyses un-
dertaken indicate significant negative re-
lationships between tax rate and tax com-
pliance. Thus, H1 is confirmed. Findings 
showed that a tax rate that is perceived 
as heavy, unfair, and inequitable they do 
not fulfill its tax obligation. This finding is 
in line with the findings Hai & See [41], 
Mas’ud et al. [42], Ottone et al. [17], and 
Tilahun [22]. 

Hypothesis H2 predicted that there is 
a positive relationship between perceptions 
of taxpayers to government spending and 
tax compliance. The results of the study 
show that the perception of taxpayers to-
ward government spending was found 
that it has a positive impact on tax compli-
ance. Thus, H2 is confirmed. This finding 
suggests that, if taxpayers perceived that 
the government is spending the national 
revenue wisely for basic facilities, such as 
education, health, safety, and public trans-
portation, it is assumed that compliance 
status would be improved. This finding is 
in tandem with the finding of Ali et al. [43], 
Ahmed & Kedir [21], Adimassu & Jerene 
[18], and Assfaw & Sebhat [19]. 

Hypothesis H4 is well confirmed, as 
the findings indicated that the organiza-
tional strength of tax authority had a sig-
nificant positive relationship with tax 
compliance. This signifies that if the tax 
authority is effective in enhancing provi- 
ding services, raising awareness, enforc-
ing the law, and providing other informa-
tion about taxes, taxpayers will desire to 
comply with the tax system. This result is 
similar to the findings of Mehari [44], and 
Tilahun [22]. 

Hypothesis H7 is well confirmed, as 
the findings indicated that the fairness of 
the tax system was found that it has a po- 
sitive significant association with tax com-
pliance. The outcome also implies that, if 
taxpayers believe that their tax burden is 
equivalent to that of other taxpayers in 
their income group, they are more like-
ly to comply with tax laws. our findings 
agree with the results of previous research 
by Gberegbe & Umoren [45], Tehulu & 
Dinberu [8], Ahmed & Kedir [21], and 
Adimassu & Jerene [18]. 

Hypothesis H5 posited that the sim-
plicity of the tax system and tax compli-
ance has a positive and statistically signifi-
cant association. The results show that the 
simplicity of the tax system was found to 
have a positive significant impact on com-
pliance behavior. Hence, H5 is confirmed. 
This means that if the tax system is easy to 
comprehend for taxpayers, it will encour-
age them to obey the tax law. These results 
are consistent with the findings of other 
empirical studies such as Stephen [46], 
Assfaw & Sebhat [19], and Tilahun [22]. 
On other hand, Jayawardane & Low [20] 
conclude complexity of the tax system up-
surges the possibility of misreporting the 
tax burden. 

6. Conclusions 
This article aimed to examine the major  

determinants of business house rental in-
come taxpayers’ compliance with the tax 
system in the Afar region. Based on a sur-
vey conducted in the Afar region selected 
woredas, an attempt was made to examine 
the factors that determine tax compliance. 
The ordered logit regression result showed 
that tax compliance was positively affected 
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by tax knowledge, probability of detec-
tion, perception of government spending, 
organizational strength of tax authority, 
fairness of tax system, and simplicity of tax 
system and negatively influenced by the 
tax rate in a regional state of Afar. 

The findings of this study revealed 
that if taxpayers know the basic concepts 
of taxation, the tax system is simple for 
taxpayers to understand, which in turn 
will enhance compliance. 

The taxpayers who perceived govern-
ment spends national revenue wisely on 
essential goods and services, their tax bur-
den is fair and equitable to that of others in 
their income group, which will encourage 
them to obey the tax law. Besides, when 
a tax rate is considered as being severe, 
unfair, or unequal, it discourages them 
from complying with the tax law. when 
the tax authorities are capable of provid-
ing quality services, the chances of being 
caught for evasion are high, taxpayers will 
desire to conform to the law.

Based on our finding it is recommen- 
ded that tax authorities and other respon-
sible bodies emphasize tax education and 
awareness, including the purpose of tax 

collection, how it is computed and what 
things it is invested, and the benefits of 
tax fees through tax education movement 
and mass media, and simplify filing tax 
returns and tax forms, and tax calculation.

The tax authority needs to be strong in 
the tax assessment and procedures of tax 
collection, awareness creation, enforce-
ment of the tax law, and providing other 
information, increase the number or fre-
quency of audits, primarily upon new and 
immature taxpayers, as this will surely 
teach them how to be compliant if autho- 
rities check their very first tax file.

The government must establish a du-
bious, accountable, and transparent insti-
tution, and it must tell the public how and 
why it invests taxpayer money, their tax 
liability should be based on their ability 
to pay, and should take into account the 
numbers of taxpayers’ families, expendi-
tures, and other factors. 

Further, with the help of this finding, 
further study should be conducted by in-
corporating all rental income taxpayers 
at a national level by including other tax 
compliance determinant variables that 
were not incorporated in this study.
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