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Value Added Tax compliance, and Small and
Medium Enterprises (SMEs): Analysis of influential
factors in Nigeria

Azeez Olasunkanmi Ojo’ and Saheed Akande Shittu®*

Abstract: This study examines VAT compliance factors among SMEs in Nigeria.
Specifically, the study assesses the influence of Taxpayer Perception and
Attitudes (TPA), Organizational Characteristics (0C), Tax Compliance Cost
(TCC), VAT Implementation Efficacy (VIE), revenue, profit, employees, custo-
mers, and SMEs size on VAT compliance among SMEs in Nigeria. Using both
primary and secondary data in the study population comprised all registered
SMEs in Nigeria. The study used a sample of 3,600 SMEs to carry out the
analysis. Also, given a total of 18,000 observations, a panel data set of 3,600
SMEs from the years 2018 to 2022 was chosen from the financial records of
SMEs. The results indicate that TPA, OC, TCC, and VIE influence VAT compliance.
Furthermore, the study discovered that revenue has a positive but not signifi-
cant effect on VAT compliance. More so, the size and level of profit generated
have a positive and significant influence on VAT compliance by SMEs. However,
a number of employees and customers have no significant effect on VAT
compliance by SMEs. The study contributes to the existing body of knowledge
by combining both qualitative and quantitative approaches on this subject and
will assist researchers and practitioners in assessing the influence of VAT
compliance among SMEs. Hence, policymakers and tax authorities should incor-
porate these factors in order to improve tax compliance among SMEs in Nigeria,
which will eventually boost revenue generation.

Subjects: Accounting; Finance
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1. Introduction

Value Added Tax (VAT) compliance is a crucial issue and relevant to tax revenue generation, which
eventually strengthens the economy of the nation. At every level of production and distribution,
commodities and services are subject to the consumption tax known as VAT. Businesses collect
VAT on the government’s behalf and send it to the tax authorities. SMEs are essential to the
economies of many nations, and it is impossible to exaggerate the importance of their involve-
ment in the transfer of VAT to the appropriate tax authority. Small and Medium Enterprises (SMEs)
are the backbone of the economy in many nations, and there are many benefits attached to SMEs
sending their VAT back to the economy. First, it gives governments a reliable and predictable
source of income that can be used to pay for public services like healthcare, education, and
infrastructure improvement. Second, VAT remittance encourages companies to maintain proper
records and adhere to tax laws, thus fostering the development of fiscal responsibility. In turn, this
lowers the frequency of tax fraud and evasion. In addition, by leveling the playing field for firms,
VAT remittance by SMEs supports economic growth. The competitive advantage that larger
businesses may have over smaller ones is diminished when all enterprises are forced to remit
VAT. In turn, this supports innovation and entrepreneurship as well as fair competition. In many
nations, and especially in developing nations, VAT is a significant source of revenue, according to
research by the International Monetary Fund (IMF). According to the paper, VAT has increased
revenue collection in many nations and has boosted economic growth and budgetary stability.
Another World Bank study discovered that the implementation of VAT in developing nations
increased revenue collection and decreased dependency on other taxes like customs fees. The
research also revealed that VAT promoted compliance and decreased tax evasion (Eniola &
Ektebang, 2014; Razak et al., 2018). Furthermore, SMEs’ contributions to the economy’s VAT
remittance are an important factor in the expansion of the economy, the maintenance of fiscal
stability, and the delivery of public services. It supports entrepreneurship, encourages fair compe-
tition, and lowers the prevalence of tax fraud and evasion. As a result, it is critical that govern-
ments develop policies and programs that encourage SME VAT compliance as well as offer support
and assistance to SME taxpayers.

VAT compliance is a critical component of taxes that considerably boosts a nation’s ability to
generate money. Due to their propensity to underreport their taxable revenue or avoid taxes, many
SMEs in Nigeria have found it difficult to comply with VAT regulations. Due to market distortions,
reduced tax income, and unfair company rivalry, this noncompliance has a detrimental impact on
the economy (Adeyemo & Oyedele, 2018). Therefore, it is necessary to pinpoint the key variables
that have an impact on Nigerian SMEs’ ability to comply with VAT laws. This study attempts to
evaluate these elements and offer suggestions for enhancing SME VAT compliance. In the entire
world, SMEs account for the bulk of firms. SMEs promote entrepreneurship and push solutions to
problems in societal groups, raising the standard of living. The significance of SMEs in economic
and social growth, poverty reduction, increased employment, output, technology development,
social standing, and higher standards has been established and acknowledged on a global scale, in
both emerging and developed countries. However, many countries still struggle with SME devel-
opment (Gyamera et al., 2023; Lim et al., 2020). Compliance with tax laws boosts tax revenue,
which frequently results in a sharp increase in economic growth. From the first day of a tax
system’s implementation in the political sphere to the last day of its economic impact, compliance
is crucial. A transparent, democratic government structure and easily understandable tax laws are
required for tax compliance. Higher tax compliance is also correlated with higher taxpayer use of
voluntary disclosure programmes. Various studies on VAT compliance and SMEs in various nations
have been undertaken, as well as in Nigeria (Adeniji & Olowookere, 2018; Akinlabi & Oyedele, 2019;
Olaoye & Oyedijo, 2019), identifying factors that influence VAT compliance behavior. The focus of
their studies was on a specific state or geographic region, and they were generally based on either
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a qualitative or quantitative method, which leaves the extant literature on this issue lacking in
comprehensiveness. Therefore, more study is required to pinpoint the distinct elements that
influence SME VAT compliance across Nigeria’s six geographical zones, as well as to combine
qualitative and quantitative methods. By identifying the distinctive elements that affect SMEs’
compliance with the VAT in Nigeria, this study will add to the body of existing literature.

Based on the above, this study developed the following research objectives to be achieved by
collecting data through a questionnaire and secondary data from the selected SMEs: The objec-
tives of the study are to analyze taxpayer perceptions and attitudes, organizational characteristics,
tax compliance costs, and VAT implementation efficacy on VAT compliance among SMEs in Nigeria
using primary data. More so, the study examined the influence of revenue, profit, employee,
customer, and SMEs size on VAT compliance among SMEs in Nigeria using secondary data. In
addition, the study seeks answers to the research questions: what are the effects of taxpayer
perception and attitudes, organizational characteristics, tax compliance cost, and VAT implemen-
tation efficacy on VAT compliance among SMEs in Nigeria? What are the influences of revenue,
profit, employee, customer, and SMEs size on VAT compliance among SMEs in Nigeria?

To achieve the study objectives, the study employed ability to pay theory. This also includes the
theoretical gap that this study attempts to fill because most previous studies in this area were
based on psychological or economic deterrence theories. Consequently, the current paper seeks to
make the following contributions to the existing literature: First, it sheds light on the relationship
between SMEs and VAT compliance and offers in-depth insights on mixed techniques, combining
quantitative and qualitative methods, which allow authors to solicit potentially embarrassing,
incriminating, or sensitive information. Second, it contributes to the existing literature and practice
by providing new evidence to support the ability to pay theory in explaining the influence of VAT
compliance by SMEs. Third, the study’s findings will provide valuable insights into how to improve
VAT compliance by SMEs, which will help policymakers, tax authorities, and SMEs learn how to
improve VAT compliance and revenue generation. Finally, the current study’s findings might be
used to complement knowledge and understand indirect taxes such as VAT from a broader
perspective.

2. Background of the study

VAT is one of the categories of indirect tax that levies a charge at every production stage,
distribution stage, and consumption chain stage. VAT was first introduced in France in 1954 by
a politician and businessman called Carl Friedrich von Siemens. Since that time, many nations
throughout the globe have adopted the VAT. The VAT Decree 102 of 1993, which was passed by
the Federal Government of Nigeria (FGN) and became effective in 1994, was established to replace
sales tax in the States. Several amendments have been made to VAT law in Nigeria, the most
recent of which resulted in a 50% rate rise (from 5% to 7.5%), sparking ferocious arguments
among a number of interest groups. Only businesses that make taxable supplies up to 25 million
are obligated to charge, collect, and remit VAT as well as submit monthly VAT returns to Federal
Inland Revenue Services (FIRS), according to the Finance Act, 2019; ICAN, 2022). Thus, it is
expected that many SMEs may not meet the 25 million taxable supply threshold and, as such,
should be exempted from VAT compliance obligations. However, upon meeting the threshold at
any time in a year, such SMEs would be required to conform to the VAT requirements. The law in
Nigeria requires that VAT returns be filed on a monthly basis and should be remitted to the FIRS
every month on the 14th of each month (Finance Bill, 2022). The current sharing formula for VAT
generated in Nigeria is 15%, 50%, and 35% to FG, States, and Local Government Areas (LGAs),
including councils of the FCT, respectively. The shares of the states and those of the LGAs are
shared amongst them using the factors of equality (50%) and population (30%) and derivation
(20%) (Chartered Institute of Taxation of Nigeria CITN, 2022).

Globally, SMEs are important in most economies, predominantly in developed and developing
economies where SMEs are considered the backbone of the economy. More so, SMEs are a vital
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element of Nigeria’s economy because of their immense potential for income redistribution,
employment generation, and innovation. According to International Finance Corporation (IFC)
studies, over 50% of jobs in Nigeria’s private sector and 96% of enterprises are SMEs. Because of
this, SMEs can potentially represent a substantial portion of the government’s revenue base. Even
though there are many benefits to registering for taxes, such as better access to capital, business
opportunities, and stronger legal standing, it still means entering the tax system. It seems that
some SMEs are still struggling to comply with the payment of VAT (Naicker & Rajarami, 2018;
Tareq et al, 2022). According to Holcombe (2010), VAT compliance is a substantial source of
funding for economic governance in many nations throughout the world. Non-compliance with
tax laws has continued to cost the country a lot of money, and revenue has declined. These
revenue losses might have a substantial impact on the fortunes of many economies, especially
those in developing nations like Nigeria. Due to the fact that VAT accounts for approximately
27.2% of total tax revenue collected by the Nigerian government, the FIRS has introduced online
filing of VAT returns that automatically transmit information about business transactions to the
tax administration via tax promo max in order to improve compliance (Appendix, Table A1). VAT
is pertinent to the potential increment to increase non-oil revenue significantly in Nigeria, which
possesses a broader impact on economic growth due to its high potential contribution (Agbo &
Nwadialor, 2020).

Due to the backdrop discussed, this study specifically examines the driving forces behind SMEs in
Nigeria complying with VAT. A review of several empirical studies from various continents revealed
disparate results for the factor influencing VAT compliance. Furthermore, the review also revealed
that most past studies were done in EU countries, the MENA region, and Jordan, and they only
considered primary data for their studies (Alognon et al., 2020; Alsughayer, 2021; Amanamah, 2016;
Naomi, 2022; Shakkour et al, 2021; Sidek & Abdulrageeb, 2022). More so, Eragbhe and Omoye’s
(2014) study that was conducted in Nigeria was based solely on tax compliance costs. This study,
therefore, addresses these research gaps by ensuring variables such as taxpayer perception and
attitudes, organization characteristics, tax compliance cost, and VAT implementation efficacy are
considered in assessing VAT compliance among Nigerian SMEs, as well as by including secondary
data, which include revenue, profit, employees, customers, and SMEs size, in the study. Despite the
fact that this study uses data from Nigeria, the factors it discusses are universal and can serve as
a guide for other nations looking to identify factors that affect VAT compliance to boost their revenue.
Hence, it can also be referred to in a wider context, especially in nations with a tax system like Nigeria.

The rest of the paper is as follows: It starts with an introduction, while Section 2 discusses the
background of the study, which focuses on Nigeria’s policy, the regulatory framework on VAT, and
the developments of SMEs. followed by a theoretical literature review. Section 4 addresses empiri-
cal literature and hypotheses development. Research design was discussed in Section 5. The next
section is empirical results and discussion, which discusses the results of the studies. Section 7
focuses on the summary and conclusion, which provide a study summary as well as limitations
and recommendations for further study.

3. Theoretical literature review

3.1. Psychological theory

According to the Psychology Theory (PT) proposed by Sigmund Freud, a taxpayer’s motivation to
pay taxes increases in direct proportion to their attitude toward fulfilling their obligations.
Taxpayers’ attitudes toward the tax system and their motivation to adhere to the law are related
(Fagbemi & Abogun, 2015; Schmolders, 1970; Strumpel, 1966). The psychological factors that can
influence tax compliance observed in the literature include attitudes toward the government,
taxation together with norms and justices, and taxpayers’ knowledge of tax law (Nichita et al.,
2019; Rosalita & Aulia, 2023).
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3.2. Economic Deterrence Theory (EDT)

EDT is a theory in criminology that was the first model employed to explicate tax compliance
behavior. The theory was developed from the work of a modern philosopher (Bentham et al., 1789).
It established the notion that someone is discouraged from committing crimes if the benefit
realized is less than the penalty meted for committing such crimes (King’oina, 2016). Taxpayers
decide whether to violate or obey tax law after considering the benefits accrued by successful
evasion and the risk of being punished when caught. EDT stated that reasonable taxpayers forego
paying taxes if the anticipated benefits exceed the risk of being punished when caught. EDT
assumes that taxpayers act rationally. Each taxpayer is expected to optimize the potential utility
of the tax non-compliance hazard by assessing financial benefits as against punishment risk
during the tax audit (Alm et al., 2012).

3.3. Ability to pay theory

One of the most common theories that describes tax compliance in terms of universal sacrifice is
the ability to pay theory. The British economist John Stuart Mill first proposed the theory in 1848.
He stated that a reasonable and fair tax system must adhere to the premise that taxes should be
assessed in accordance with the taxpayer’s capacity to pay. Modern tax policy has been greatly
influenced by Mill’s ideas on the ability to pay principle, which are still frequently referenced and
discussed by economists and decision-makers. A key idea in tax policy, particularly VAT compli-
ance, is the ability to pay theory. According to this theory, taxes should be assessed in accordance
with the taxpayer’s financial capacity. As a result, people with higher incomes or more resources
should contribute a larger percentage of their income to taxes than those with lower incomes or
fewer resources (Habes, 2019). The ability to pay principle is crucial in the context of VAT
compliance because it ensures that the tax burden is allocated equally among taxpayers. If VAT
is applied uniformly to all goods and services, irrespective of the taxpayer’s capacity to pay, it may
disproportionately affect low-income earners, who may be required to spend a greater proportion
of their income on basic goods and services subject to VAT (Sidek & Abdulrageeb, 2022).

However, this study anchored on the ability to pay theory because it ensures that the tax burden
is spread evenly among taxpayers and that compliance enforcement is carried out in a way that
takes the taxpayer’s ability to pay into account. The ability to pay theory is a key idea in VAT
compliance. More so, if the taxpayers have the ability and capacity to pay, it will lead to
a perception or attitude to buy vatable goods, which will probably be influenced by organization
characteristics, tax compliance costs, and VAT implementation efficacy. Also, it applies to how
revenue and profit generated by SMEs, their employees, customers, and size influence VAT
compliance.

3.4. Taxpayer perception/attitudes, organization characteristics, tax compliance cost, VAT
implementation efficacy and VAT Compliance

One of the major factors influencing VAT compliance has been identified as the perception of
taxation and general compliance levels. Taxpayers’ perceptions influence taxpayers’ attitudes
toward paying taxes (Alabede et al., 2011; Alm et al,, 2012; King’oina, 2016). According to Ya’u
et al. (2020), people base their choices on logical and rational thought. These choices are founded
on anticipated outcomes, particularly in business organizations where relevant decisions are made
by senior management and leadership. Decision-making approaches assume that decision-makers
consider all available options before selecting the best one. Organizational characteristics have
been emphasized as distinct features of SMEs that distinguish them from large organizations,
influencing SMEs orientation in a variety of ways (Muda & Rahman, 2016). Key traits for VAT
operationalization like human resources, record keeping, knowledge sharing, learning orientation,
and culture are supported by the literature (Aladejebi & Oladimeji, 2019; Fauziati & Kassim, 2018).
According to Pemstein et al. (2019), the fundamental processes of VAT include the tax burden, the
tax equity, the company’s gross earnings, sales, and others. According to Eragbhe and Omoye
(2014), costs associated with tax compliance include those related to obtaining, accounting for,
and paying tax on the company’s products, earnings, and employee wages and salaries. In
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addition, it covers the expenses related to acquiring and updating the information necessary for
this job, such as license fees and penalties (Sandford, 1995). Compliance, according to Muhammed
(2022), entails adhering to the rules, laws, policies, regulations, and standards. It may appear
complicated and costly, but the cost of noncompliance will be greater. The determinant factor that
impedes the effective implementation of the tax is referred to as implementation barriers.
Overcoming these obstacles represents the SME’s VAT implementation efficacy. The imposition
of VAT regulation by the appropriate authorities is to ensure that the major compliance hindrances
undergone by SMEs are ultimately overcome (Jensen, 2018). Negative behaviors are sometimes
displayed on purpose in non-compliance (Zabri et al., 2016). The unwillingness to involve an
advisor is demonstrated as a determinant of compliance behavior, as is the ability and existence
to employ IT specialists to generate an active VAT system internally, as well as the fact that SMEs
frequently rely on publicly available information as a substitute for VAT advisors.

3.5. Revenue, profit, employee, customer, size of SMEs and VAT compliance

Revenue is a source of motivation and encouragement for being in business, in addition to acting
as a lifeline for businesses and business owners. As such, small and medium enterprises (SMEs)
must boost their revenue if they want to raise profits. According to Nguyen and Trinh (2022), the
nation’s budget revenue projections depend significantly on the taxpayer’s compliance with the
VAT laws. By monitoring their income and concentrating on increasing it, they can also increase
their profits, which will ultimately result in an increase in the amount of tax to remit to the tax
authority (Fredrick & Peter, 2019; Shakkour et al., 2021). The foundation of a solid and long-lasting
organization is its workforce, and this invariably means that the employee in charge of operations
and processes in the organization cannot be valued as assets in monetary terms. Common to all
SMEs, each employee becomes an integral part of the organizational framework, whether service-
or production-oriented. Employees feel valued and admired if they are engaged and psychologi-
cally connected to their management and the organization. As a result of this, the organization
experiences better productivity and greater profitability. Customers are the reason organizations
stay in business, which is why they are being referred to as the king.” Operations and processes of
the organization are directly related to the needs of the services and products offered by the
organization (Benzarti & Dorian, 2019; Emmanuel et al., 2023; Gherghina et al., 2020). The number
of employees determines the size of an organization. Also, the number of employees determined
the volume of services and production, which eventually led to the revenue of the organization.
Chelliah et al. (2010) opined that size is regarded as one of the imperative factors in internatio-
nalization for SMEs in any nation. Firm size has been seen as a major factor in the effectiveness
and efficiency of SMMEs because the larger the firm, the more it is able to attract customers
through advertising, product marketing, and resource utilization, ultimately increasing the profit-
ability and productivity of the organization. Previous empirical research on VAT compliance has
been unable to disentangle the effects of profit, turnover, employees, customers, and size changes
on VAT compliance by SMEs. This study fills the research gap among existing literature by employ-
ing secondary data on profit, turnover, employees, customers, and size gathered from selected
SMEs to gauge VAT compliance by SMEs in Nigeria.

3.6. Gaps in the literature

Having reviewed many studies across the continent on VAT compliance among SME in the European
Union (Alognon et al., 2020), Asia (Alshira’h & Abdul-Jabbar, 2019; Alsughayer, 2021; Shakkour et al.,
2021, Sidek & Abdulrageeb, 2022; Tareq et al., 2022), and Africa (Akumbo et al., 2020; Fredrick & Peter,
2019; Muhammed et al., 2017; Werekoh, 2022). It was observed that the majority of studies on VAT
compliance, particularly among SMEs, were conducted in developed countries with a small number of
SMEs. Also, previous studies have worked on VAT compliance, but VAT compliance determinants
among SMEs have not been empirically assessed using both qualitative and quantitative approaches.
Hence, this study made use of both primary and secondary data. To the best of the authors’ knowl-
edge, this study will be the first to examine VAT compliance by SMEs using both primary and secondary
data to arrive at its conclusion. The research broadens our understanding of how SMEs will improve
their compliance with VAT. The government will make use of this study to identify factors to emphasize
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in order to motivate SMEs to voluntarily comply with VAT. Consequently, it will help tax practitioners
understand areas in which to make policy decisions for SMEs.

4. Empirical literature review and hypotheses development

4.1. Taxpayer Perception/Attitudes (TPA) and VAT compliance

Eragbhe and Aronmwan (2015) looked into how personal characteristics like age, gender, educa-
tion, and other factors affected tax compliance in Nigeria. The researchers chose a sample of area
taxpayers and adopted a descriptive quantitative methodology. The findings showed that indivi-
dual beliefs and views had a significant influence on tax compliance. More so, Widianto (2015),
who examined demographic factors effects on Indonesia’s tax conformity, provided additional
support for this claim. The researchers chose 2,383 Duren Sawit district taxpayers. Results showed
that tax compliance was strongly influenced by gender, age, and schooling. Similarly, according to
Hofmann et al. (2017), societal and demographic factors had a significant influence on tax
compliance. Researchers performed a meta-analysis of studies released in 111 nations from
1958 to 2012 in order to further validate this. Results indicated that age, gender, and income
were significantly associated with tax compliance. More so, various authors have established the
relationship between taxpayer perception and attitudes and VAT compliance (Fredrick & Peter,
2019; Gilligan & Richardson, 2005; Hofmann et al., 2017; Marandu et al., 2015; Tareq et al.,, 2022;
Wanjohi, 2010; Widianto, 2015). The studies opined that several factors, such as thinking, opinion,
perception, education, and others, influence tax compliance behavior. However, researchers
believed that these findings were more frequent in developed countries. Literature seems to be
lacking on the nexus between these variables in terms of empirical evidence, particularly in Nigeria,
as most studies conducted focus on VAT and growth development (Inim et al.,, 2020; Usman,
2019). Hence, it leads to the hypothesis developed below:

Ho1: TPA has no significant influence on VAT compliance amidst Nigeria SMEs

4.2. Organizational characteristics and VAT compliance

De Neve et al. (2019) identified the management of tax burdens, tax law simplification, and the
role of tax agents in informing and persuading the business sector as the three main contributors
to VAT compliance. More so, Fredrick and Peter (2019) looked at tax compliance among Ugandan
single proprietors and SMEs’ owners. The findings indicated that, of all the demographic factors,
gender was the most notable for having a clear and substantial connection to tax compliance.
Additionally, Akumbo et al. (2020) analyse the connection between individual characteristics and
Ghanaian tax compliance. The findings showed that those with a degree expressed relatively
greater compliance than those without one. More so, Tareq et al. (2022) studied the factors that
influence Jordanian SMEs’ intentions in tax law compliance. The research demonstrates that
among the studied enterprises, the intentions for tax compliance were significantly influenced
by subjective norms, attitudes, behavior, patriotism, and behavioral control. Furthermore, the
empirical literature has shown different results on associations between VAT compliance and
organizational characteristics (Agbo & Nwadialor, 2020; Alsughayer, 2021; Amanamah, 2016;
Dabi¢ et al., & Varc, 2019; Ghasia et al,, 2017, Halim et al, 2019; Nyamwanza et al., 2014;
Tehseen et al., 2019; Uzor, 2017). However, most of these studies were conducted in developed
economies. There is a need to empirically analyze how organizational behavior influences VAT
compliance among SMEs in emerging countries such as Nigeria. Hence, the hypothesis is formu-
lated as follows:

Ho2: Organizational characteristics do not significantly influence VAT compliance among SMEs.
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4.3. Tax compliance cost and VAT compliance

According to Nyamwanza et al. (2014), who empirically analyzed SMEs’ attitudes and behaviors
impact on tax compliance, there is still a big challenge with understanding. Similar to this,
Amanamah (2016) studied the key elements influencing SMEs’ tax compliance in Ghana. The
study considered 70 SMEs, which were chosen using a random sampling technique in order to
administer seventy questionnaires. Findings displayed that the respondent remitted income tax to
the Kumasi Municipal Assembly (KMA), VAT, and property tax. It was deduced from the study that
tax rate reduction, development project implementation, penalty enforcement, and SMEs tax
enlightenment encouraged voluntary tax compliance in KMA. More so, Msangi (2015) examined
Tanzania’s VAT compliance in light of ability and behavior choice theory. The results showed
a positive correlation between tax rates and corporate income, suggesting that taxpayers’ finan-
cial capacity is the main driver of VAT compliance in Tanzania. To increase compliance, the
researcher empathized with tax fairness and taxpayer convenience. Wadesango et al. (2018)
also looked into SMEs in Zimbabwe’s compliance with VAT. According to research, economic
variables rank among the most important ones influencing VAT compliance in Zimbabwe.
Naicker and Rajaram (2018) evaluated which elements and expenses are most crucial for ensuring
tax compliance. The study’s conclusions showed that South Africa’s SME’s most complicated tax is
VAT, which is also referred to as a difficult and expensive tax to comply with. Similarly, Alsughayer
(2021) addressed the difficulties SMEs in Saudi Arabia have in complying with VAT laws and ranked
these difficulties according to their respective severity. According to the study, providing taxpayers
with sufficient tax education and knowledge lowers compliance costs and fines while increasing
compliance. The bulk of research on VAT compliance and the cost of compliance in current
literature was carried out in advanced countries (Shakkour et al., 2021; Sidek & Abdulraqgeeb,
2022; Wadesango & Chirebvu, 2020; Wadesango et al,, 2018). In addition, studies on tax com-
pliance costs and VAT compliance by SMEs are limited, particularly in Africa. Therefore, this study
formulated the hypothesis as follows:

Hos: Tax compliance cost insignificantly affects VAT compliance among SMEs.

4.4. VAT implementation efficacy and VAT compliance

Sidek and Abdulrageeb (2022) evaluated the results of government assistance for SME VAT
compliance in the UAE. The study proposed a link between SMEs’ characteristics, efficacy, and
VAT compliance. The advocates advocated that the government should simplify the VAT process,
overpower the obstacles to VAT implementation, and enhance SMEs in the country for effective
and productive VAT compliance. According to Nguyen and Trinh (2022), the nation’s budget
revenue projections depend significantly on the taxpayer’s compliance with the VAT laws. Few
studies (Alshira’h & Abdul-Jabbar, 2019; Alognon et al., 2020; Usman, 2019) were carried out in
terms of VAT implementation efficacy and compliance, some of which were conducted in Nigeria
(Nura et al.,, 2017; Nwosu & Ochu, 2017) based on either the political and business environment
among SMEs or the economic development of Nigeria. Thus, it is pertinent to examine the
determinants of VAT implementation efficacy on VAT compliance in a country such as Nigeriq,
where VAT contributes to a larger percentage of non-oil revenue. This study formulated the
following hypothesis:

Hos: VAT implementation efficacy does not drive VAT compliance among SMEs.

4.5. Turnover and VAT compliance

Turnover refers to the total sales realized by SMEs in a specific period. It is also referred to as the
SMEs gross income in a specific period through the sales of their finished products. According to
Adegbite and Shittu (2017b), the incomes derived from goods and services provisions falling within
SMEs activities after trade discounts, VAT, and other taxes have been deducted based on the
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incomes derived Turnover is the aggregate income SMEs realize from the disposal of products,
minus VAT and discounts. It is calculated over a specific period, usually a quarter, daily, monthly, or
annually. Turnover is useful because it provides information about SMEs businesses and finances.
With the turnover, it is easy to realize the income generated daily, monthly, and annually. The
findings revealed that tax aggressiveness has a negative relationship withIn addition, Soku et al.
(2023) used the Generalized Method of Moments (GMM) on a dataset of 65 countries to evaluate
the relationship between environmental tax, carbon emission, and female economic inclusion.
According to the study, enterprises with higher levels of female economic inclusion typically have
environmental taxes that have a considerable negative impact on carbon emissions. Financial
problems arise with SMEs when the turnover of the business cannot be properly managed and
controlled. The products of any SMEs and the interaction with their customers give birth to higher
turnover, which invariably dispenses profitability for the business. This also brings many customers
to the company, which ultimately increases the VAT paid to the tax authority. The higher the SMEs
customers, the higher the VAT paid to the tax authority because the burden of VAT falls on the
final consumer of the products (Adegbite & Araoye, 2020). Therefore, it is hypothesized that:

Hos: Turnover generated by SMEs has no significant influence on VAT compliance.

4.6. Profit and VAT compliance

Profit refers to the income realized by SMEs when produced with custodian resources. The SMEs
goal is to realize profit after product disposal. This shows the SMEs ability to generate revenue from
the effective utilization of their resources within a specific period of time. Profitability involves
a SME’s capacity to siphon the benefits from operational activities. According to Akanbi and
Adegbite (2016), to measure the growth of SME, dispense the profit at the end of the
accounting year when other expenses have been deducted. More so, the impact of corporate
governance on tax aggression as measured by agency problem type was investigated by Alkausar
et al. (2023). Profit usually acts as the SMEs ‘reward derived from the investment. Moreover, profit
remains the absolute motivator for SMEs to engage in business, which is the difference between
sales (income realized from the disposal of products) and total expenses, which include labor
costs, material costs, and overhead costs. VAT is realized from the numbers of sales made by the
SMEs, which is encouraged by the profit made on a single unit of sales. The higher the sales, the
higher the profits, which is a motivator for the production of more products, which invariably beget
VAT for the government (Alsughayer, 2021; Setyowati et al., 2023). It is, however, hypothesizing as
follows:

Hoe: Profit generated by SMEs has no significant effect on VAT compliance

4.7. Employees and VAT compliance

Employees refers to the workers employed by the organization, irrespective of whether it is
a medium, small, or large organization. The essence of the employees in an organization is to
exhibit their potency for the production of products to achieve the organization’s objectives. The
impacts of employees in organizations are felt and cannot be underestimated because, according
to Usman (2019, 2022), employees are the backbone of SMEs due to their efficiency and effec-
tiveness for organizational productivity. Employee contentment is pertinent to SMEs sustainability,
and increased employee satisfaction enhances customer satisfaction, which ultimately leads to
SMEs greater potential profitability and tenure (Reukauf, 2018). Wadesango and Chirebvu (2020)
investigated the variables that influence VAT compliance. The findings indicated that the major
variables influencing VAT compliance are individual characteristics, VAT system characteristics,
and environmental variables like the political and socioeconomic climate. Mohammed et al. (2017)
studied Nigerian SMEs and the impact of the political and business climate. The research found
that variables such as employee behavior affect compliance behavior. Additionally, Alshira’h and
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Abdul-Jabbar (2019) looked at how tax equity affected compliance with sales tax in Jordanian
manufacturing SMEs. The research found, after analysis, that a significant correlation exists
between tax compliance and tax fairness. In the same vein, Alognon et al. (2020) used annual
national data for twenty-six (26) European Union countries from 2000 to 2016 to investigate debit
and credit card effects on usage and consumption (VAT) tax compliance. The research found that
debit and credit cards significantly reduce tax evasion. More so, Shakkour et al. (2021) used
behavioral decision theory to evaluate VAT compliance using the taxpayer’s work-related capacity,
personal attributes, and tax education and knowledge, as well as the audit system and tax
compliance cost. The results showed that a strong positive correlation existed among VAT educa-
tion, tax compliance, and individual traits. The study further concluded that a positive correlation
existed between VAT compliance costs and the VAT compliance and audit systems in Jordan. The
employees exhibit their potency to produce, advertise, and market the products simultaneously for
the betterment of the SMEs. The products of the organization attracted the customers from whom
or where the VAT is collected. The greater the efficiency, effectiveness, and productivity of the
employees, the greater the customer patronage, which invariably increases VAT compliance in
SMEs. However, it is hypothesized as:

Ho7: There is no significant effect of SMEs employees on VAT compliance

4.8. Customers and VAT compliance

Customers refers to the number of people who patronize SMEs. They are the people targeted by
the SMEs for whom their products are marketed. The number of customers in the organization
determines the amount of income realized daily, monthly, annually, or periodically when the
products are purchased by the customers. They bear the burden of VAT because they are the
final consumers of the products. According to Reukauf (2018), customer satisfaction is paramount
and pertinent to the progress and profitability of SMEs. It was advocated that the enhancement of
customers brings in more profit to the organization, which invariably increases compliance with
VAT. Likewise, the impact of financial accounting services on the financial performance of SMEs
was investigated by Gyamera et al. (2023). The study used a survey approach and a quantitative
strategy to gather data. For the analysis, the study used a sample of 320 SMEs. The findings show
that SMEs can enhance their financial performance by employing financial accounting services. It
is opined by Adegbite and Shittu (2017a) that the patronage of customers in any investment
increases VAT compliance because VAT is paid at every stage of the production. However, this
hypothesized that:

Hos: There is no significant effect of SMEs customers on VAT compliance

4.9. SMEs size and VAT compliance

According to Csabay and Stehlikova (2020), firm size is generally acceptable as a significant
characteristic of SMEs structure, which also has an impact on SMEs competitiveness. It is also
regarded as a determinant of SMEs innovativeness. Any changes in firm size distribution upwardly
are an inevitable indicator of a progressive change in SMEs structure. Wahab et al. (2018) studied
how much the heterogeneity of the senior management team is associated with a firm’s level
using Malaysian corporate governance legislation. The top management team’s bio-data hetero-
geneities are significantly associated with the firm’s book-tax disparity level. Similarly, it is noted
by Dogan (2013) that customer enhancement through firm size increases the level of VAT com-
pliance of SMEs globally. Furthermore, Widianto (2015), in a study conducted in Indonesia,
observed that a positive, significant, and statistical effect of business size existed on revenue
with reverence to tax compliance. In addition, Slemrod et al. (2019) opined that there is
a significant positive effect of income, sales, and size on VAT compliance. Abdul Wahab et al.
(2022) looked at selected Malaysian non-financial listed corporations to determine how book-tax
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discrepancies related to three distinct forms of risk: firm total risks, systematic risks, and idiosyn-
cratic risks. The study found a correlation between firm total risk and book-tax differences that was
positive, as well as idiosyncratic risk. Furthermore, a study on the relationship between tax
transparency and sales tax evasion was carried out among Jordanian SMEs by Al-Rahamneh
et al. (2023), employing a quantitative approach and a survey of 400 managers and owners of
SMEs. The study used the partial least squares structural equational modeling technique. The
results demonstrated that sales tax was negatively impacted by tax transparency, and TCMR has
a significant positive connection with SMEs tax compliance in Ghana. Thus, it is hypothesized that:

Hoo: The higher size of SMEs leads to lower VAT compliance

4.10. Theoretical/Conceptual framework

The conceptual framework in Figure 1 below displays the interconnection between ability to pay
theory, study dependent variable, and independent variables. The framework proclaims that the
ability to pay has a greater influence on compliance decisions than other factors. When there is the
ability to pay, it will motivate taxpayers to have a good perception or attitude toward purchasing
taxable goods. The theory of ability to pay is important when enforcing VAT compliance. Many
SMEs and those with high incomes may receive priority in tax authorities’ enforcement actions
since they have a stronger financial capacity to pay the taxes due. This promotes the perception of
a fair tax system and ensures that compliance is enforced while taking the taxpayer’s financial
situation into account. The dependent variable is the VAT compliance, the independent variables
are Taxpayer Perception and Attitudes (TPA), Organizational Characteristics (OC), Tax Compliance
Cost (TCC), and VAT Implementation Efficacy (VIE), as well as revenue, profit, employees, custo-
mers, and SMEs size. The ability to pay theory links to these variables. The connections are that the
citizens that have the ability will be interested and motivated in purchasing goods with
a perception or attitude that will be predisposed by OC, TCC, and VIE. Likewise, ability to pay will
influence SMEs owners to deduct VAT generated from revenue and profit, as well as the ability of
employees, SMEs, and customers to improve compliance, which will eventually boost revenue
generation.

5. Research design

In this research, both qualitative and quantitative methods were employed. A survey approach
was used to obtain the necessary primary data, while an ex-post facto research design was
employed to gather the secondary data needed for the study. The population, sample size, and
procedure for data collection are explained below. The questionnaire was administered to only
SMEs that do not engage in goods exempt from VAT in Nigeria. Those who dealt with goods
exempted from VAT were not considered because the major focus of the study is on VAT
compliance.

5.1. Population, sampling and data collection

All of Nigeria’s officially registered SMEs make up the study population, and a multistage sampling
technique was used in this study. There are (Micro Enterprises 41,469,947, Small Enterprises 71,288
and Medium Enterprises 1,793) in Nigeria. A stratified sampling technique was employed in order
to divide SMEs in Nigeria into six geopolitical zones. In each zone, three states were randomly
chosen, as shown in Appendix 2, Table A2, in order to capture a larger percentage of SMEs in all
geographical zones, while two hundred and twenty (240) questionnaires administered to the
managers and, in some cases, owners of the SMEs in every commercial center in each state
were conveniently selected, totaling four thousand three hundred and twenty (4,320). Those
who were not willing to answer the questionnaire were relieved. Three thousand three hundred
and sixty (3,600) out of the 4,320 closed-ended and structured questionnaires that were distrib-
uted were found useful for the study. The questionnaire contains five (5) elements: demographic
factor, taxpayer perceptions and attitudes, organizational characteristics, tax compliance cost, and
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Figure 1. Research design.
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VAT implementation efficacy, using a Likert scale of 1 to 5, where 1 means strongly disagreed and
5 means strongly agreed, adapted from the work of Sidek and Abdulraqeeb (2022).

Furthermore, given a total of 18,000 observations, a panel data set of 3,600 SMEs from the years
2018 to 2022 is chosen from the financial records of selected SMEs as shown in Table 1. The
research hypotheses were tested using ANOVA, Chi-square, MANOVA, and panel linear regression
techniques. Pearson Chi-Square and ANOVA were used to determine the degree of association
between taxpayer perceptions and attitudes, organization characteristics, tax compliance costs,
VAT implementation efficacy, and VAT compliance among SMEs using qualitative data. Similarly,
MANOVA was employed to analyze factors influencing VAT compliance. In addition, the variance
inflation factor (VIF) was used to test the robustness of the data. More so, the panel least squares
regression method was used as an analysis technique for the quantitative data obtained. For the
purpose of robustness, the study employed a combination of cross-sectional and time series
analysis. Multivariate regression methods were used using pooled or panel data. The reason for
pooled or panel data is that the secondary data gathered was a mixture of cross-sectional and
time series characteristics, which aided the study in determining factors influencing VAT compli-
ance among SMEs in Nigeria.

5.2. Model specification

This study employs two empirical models, as illustrated below. The first model was adapted
from the work of (Shakkour et al., 2021) with modification of additional variables such as
organizational characteristics and implementation efficacy using primary data to analyse.
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Table 1. Sample selection for the Study in each State

State Selected SMEs Number of voided | Number of SMEs with
Questionnaire and secondary data
SMEs without needed for the study
secondary data in each State
needed for the study

Abia 240 51 189
Adamawa 240 38 202

Akwa Ibom 240 42 198
Anambra 240 54 186
Bauchi 240 36 204

Benue 240 30 210

Cross River 240 45 195

Enugu 240 52 188
Gombe 240 39 201
Kaduna 240 35 205

Kano 240 26 214
Katsina 240 43 197

Lagos 240 28 212
Nassarawa 240 44 196

Niger 240 41 199

Ogun 240 30 210

Oyo 240 36 204

River 240 50 190

Total 4,320 720 3,600

The second model which was based on secondary data was adapted from the work of (Alognon
et al,, 2020).

5.2.1. Model 1
Y = f(X), Y=dependent variables represented by VAT compliance;

X=independent variables
Therefore,
VATC = f(TPA + OC + TCC + VIE) (1)

The econometric form of the model is captured as:

Where: VATC=VAT Compliance, TPA=Taxpayer Perception/Attitudes, OC=Organizational
Characteristics, TCC=Tax Compliance Cost, VIE=VAT Implementation Efficacy; Bo Constant, B,
B2, B3, B4, =Slope Coefficients, ¢ =Error Term

5.2.2. Model 2

VAT = f(SMEs)

VATg =By, B1 REVFi,,+ B, PROFi,, + B3 EPLOI , + B, CUSTi, +PBs SZi ¢, &i 3)
7, VAT = a0+ ¥, alREV + ¥, a2PROF + ¥, a3EPLO + X7, a4CUST + X7, a55Z + &1 (4)
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Table 3. Demographics of respondents

Demographics Categories Frequency Percentage (%)
Gender Male 1,152 32
Female 2,448 68
Age 21-30 years 1,296 36
31-40 1,584 44
41-50 432 12
Above 50 288 8
Education SSCE 720 20
Diploma 576 16
University 1,872 52
Postgraduate 432 12
Year of Experience Less than 5 years 864 24
6 to 10 years 720 20
Above 10 years 2,016 56
Enterprise Size Small 2,600 60
Medium 1,440 40

Y LOGVAT = a0+ Y, alLOGREV + Y | a2PLOGROF + Y. | a3LOGEPLO
+ X7, a4LOGCUS + YL, a55Z + «i (5)
6. Empirical results and discussion

6.1. Demographical data of the participants

Table 2 displays the social characteristics of respondents responses to the questionnaire shown in
Appendix, Table A3, which cover gender, age, education, years of experience, and enterprise size.
68% of respondents were female, while 32% were male.. Likewise, 36% of respondents were
between 21 and 30years old, 44% were between 31 and 40years old, 12% were between 41
and 50 years old, and 8% were 50 years old or older. Furthermore, 20% of the respondents had
SSCE, 16% had a diploma, 52% had university certificates, and 12% had postgraduate certificates.
Similarly, 24% of respondents had less than 5 years of experience, 20% had years of experience
between 6 and 10, and 56% had more than 10 years of experience. This implies that the majority
of the respondents are people with experience above 10 years. Furthermore, 60% of respondents
were small business owners, while 40% were medium-sized business owners. Table 3 shows the
dependent and independent variables, and they were measured with references to previous
authors that have measured them in the same way.

6.2. Validity and reliability test

Table 4 shows the results of factor analysis: Cronbach’s Alpha (CA), Composite Reliability (CR), and
Average Variance Extracted (AVR). The CA and CR values of all the variables are greater than 0.7,
which means that they are reliable. More so, the AVE values of the study variables are higher than
0.5, which also confirms that they are acceptable according to the standard.

6.3. Factors influencing VAT compliance among SMEs

The results displayed in Table 5 show that organization characteristics have the highest significant
figure of 63.4041. This indicated that the current record-keeping system, human resources effec-
tiveness, and learning need to be improved in order to maintain VAT compliance among SMEs. This
was followed by the VAT implementation efficacy of SMEs with a Pearson chi-square value of
59.4582, which implied that time management, VAT laws, and the tax audit system include factors
influencing VAT compliance among SMEs. More so, taxpayer perceptions and attitudes influence
VAT compliance among SMEs, as indicated by the Pearson chi-square value of 51.7621. In the
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Table 4. Convergence validity and instrument reliability

Variable Item Factor CA CR AVE
Loading

Taxpayer TPA1 0.862 0.8364 0.858 0.687
aeond o

TPA3 0.826

TPAL 0.818
Organizational oc1 0.874 0.7580 0.924 0.794
(ng)rocteristics oc2 0.894

0c3 0.822

OC4 0.968
Tax Compliance TCC1 0.740 0.8384 0.862 0.693
Cost (TCC) TCC2 0.800

TCC3 0.909

TCC4 0.871
VAT VIE1 0.853 0.7017 0.725 0.546
g%‘;fg;‘?\'}}%t'o” VIE2 0.710

VIE3 0.606

VIE4 0.766

Table 5. Factors influencing VAT compliance among SMEs

S/N Relationship Pearson chi- Pr(value) Remark
square

1 Taxpayer 51.7621 0.000 Significant
Perception and
Attitudes

2 Organizational 63.3076 0.000 Significant
Characteristics

3 Tax Compliance 45.9013 0.000 Significant
Cost

4 VAT 59.4582 0.000 Significant
Implementation
Efficacy

same vein, tax compliance costs also revealed a Pearson Chi-square value of 45.9013, meaning
that the VAT rate, ability to pay, and unequal taxpaying cultures influence VAT compliance among
SMEs.

6.4. Factors influencing VAT compliance among SMEs using ANOVA

Table 6 shows that Taxpayer Perception Attitudes (TPA) influence VAT compliance by 2.08%.
Likewise, Organization Characteristics (OC) have a positive influence on VAT compliance by 0.9%.
More so, Tax Compliance Cost (TCC) significantly influences VAT compliance by 2.01%. In addition,
VAT Implementation Efficacy (VIE) displays a positive influence on VAT compliance by 1.3%. These
decisions negated the null hypotheses of each variable on factors influencing VAT compliance;
hence, all the study variables influence VAT compliance.

6.5. Correlation matrix between factors influencing VAT compliance and VAT compliance
among SMEs

Table 7 indicates that taxpayer TPA have a positive connection with VAT compliance of 0.5475 X .
This suggests that an increase in TPA will enhance VAT compliance in the country. Further, an OC
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Table 6. ANOVA results on factors influencing VAT compliance among SMEs

Source Sum of Df Mean F Prob > F Remark
Square Square

MODEL 3013.4467 17 177.26157 229.39 0.000 Rejected
TPA 208.77202 5 41.754404 54.03 0.000 Rejected
ocC 99.121268 4 24.780317 32.07 0.000 Rejected
TCC 201.5254 4 50.381349 65.20 0.000 Rejected
VIE 133.41327 4 33353318 43.16 0.000 | Rejected
Residual 2516.8055 3,257 77273735
TOTAL 5530.2522 3,274 1.6891424
R-squared = | Adj Number of observations = 3,275 Root MSE = .879055
0.5449 R-squared =

0.4255

Table 7. Correlation matrix between factors influencing VAT compliance among SMEs

VATC TPA ocC TCC VIE
VATC 1.0000
TPA 0.5475** 1.0000
oC 0.5797** 0.6563** 1.0000
TCC 0.7170** 0.4858** 0.5068** 1.0000
VIE 0.6937** 0.5042** 0.4007** 0.6001** 1.0000

Note: ** Correlation is significant both at the 0.05 level (2-tailed).

also augment VAT compliance with a positive coefficient of 0.5797 X .In the same vein, TCC show
a positive correlation with VAT compliance, with a coefficient of 0.7170 X .These findings imply that
compliance costs determine the level of VAT compliance among SMEs. More so, VIE further
displays a positive correlation with VAT compliance. This signifies that time management, VAT
laws, and the tax audit system are positively correlated to VAT compliance. Having scrutinized and
analyzed the correlation, it is thus sufficient to conclude that all the factors have a positive
correlation with VAT compliance among SMEs in Nigeria.

6.6. Analysis of the effect of factors influencing VAT compliance among SMEs in Nigeria by
MANOVA

A Multivariate Analysis of Variance (MANOVA) was employed to examine the significant effects
of factors influencing VAT compliance on VAT compliance. The effect was discovered using four
statistical parameters in MANOVA (W, P, R, and L). In accordance with Wilks’ lambda para-
meter, a one percent increment in TPA, OC, TCC and VIE will absolutely improve VAT compli-
ance by 0.91%. This is further supported by Pillai’s trace, which brought out that an increase in
those factors will enhance VAT compliance by 0.081%. However, the opinions of the remaining
parameters (Wilks’ lambda and Lawley-Hotelling trace) are the same in the sense that both
agreed on 0.088% as the effect that the variables under study will have on VAT compliance
among SMEs in Nigeria. Hence, all the statistical parameters suggest that VAT compliance will
increase when factors such as TPA, OC, TCC and VIE are improved. It was further supported by
F (prob>F) equal to 0.0000e.

6.7. Wald test after MANOVA

To confirm the outcome of the MANOVA, the Wald test was conducted as shown in Table 8. The
essence of this is to confirm the significant effect of factors influencing VAT compliance.
Table 9 indicates that factors such as TPA, OC, TCC and VIE will eventually increase VAT
compliance when they are improved. This is advocated by Prob > F=0.0000, which is less
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Table 8. Analysis of the effect of factors influencing VAT compliance among SMEs in Nigeria

by MANOVA

Source Statistics Df F(df1, Df2) F Prob>F

VATC W 0.9188 4 4.0 3258.0 71.97 0.0000 e
P 0.0812 4.0 3258.0 71.97 0.0000 e
R 0.0884 4.0 3258.0 71.97 0.0000 e
L 0.0884 4.0 3258.0 71.97 0.0000 e

Residual 3258 Number of obs = 3275

Total 3274

Note: W = Wilks’ lambda, P = Pillai’s trace, L = Lawley-Hotelling trace, R = Roy’s largest root, a = approximate, e =

exact, and u = upper bound on F.

Table 9. Wald test after MANOVA

Wald Test

Value

Decision

(1) [VATC] 3. Factors =0

F(3, 3258) = 85.09
Prob > F = 0.000

Accepted

Table 10. Variance inflation iactor

Variable VIF Tolerance
Revenue 1.01 0.986880
Profit 2.53 0.404567
Employee 1.02 0.983788
Customer 191 0.687531
SMEs Size 2.76 0.361807
Mean 1.85

than the 0.05 significant level. Thus, TPA, OC, TCC and VIE will increase VAT compliance
positively if they are properly monitored.

6.8. Robustness test for secondary data variables

Table 10 shows the Variance Inflation Factor (VIF) result, which revealed the mean VIF across the
variables to be 1.85. Acceptable multicollinearity VIF threshold values are between 5 and 10. Thus,
there is no multicollinearity problem across the study variables once all the values are less than 5.

6.9. Effect of profit, turnover, employees, customers and SMEs ize on VAT compliance
among SMEs

Table 11 shows the results of panel data estimation techniques (pooled regression, robust regres-
sion, fixed effect, and random effect) on the effect of explanatory variables such as profit, revenue,
employee, customer, and size on explained variables (VAT compliance). The findings showed
differences in the magnitude, sign, and number of insignificant variables. The F-statistics and
Wald-statistic values of 1.59 (0.00) and 2.31 (0.00) for fixed effect and random effect models,
respectively, demonstrate that both models are valid for drawing inferences because they are both
statistically significant at 5%. In order to select between the fixed effect and the random effect,
the Hausman test was conducted. The p-value of the Hausman model is 7.48 > 0.05, and there is
a correlation between error terms and explanatory variables. This indicates that the result of the
random effect is statistically more appealing than the result of the fixed effect. Thus, the study
made use of the random effect panel regression results to draw conclusions and make recom-
mendations. The findings showed a positive and significant influence of profit on VAT compliance.
With regards to revenue, it revealed a positive but not significant effect, while employee and
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Table 11. Panel regression result for research model 2

(1) (2) (3) (&)
logVAT Pooled Robust Fixed Random Effect
Regression Regression Effect
logprofit 0.999*** 0.999*** 0.997** 0.999***
(3434.94) (792.75) (1791.36) (3434.94)
logrevenue 0.000153 0.000153 0.000114 0.000153
(1.07) (0.92) (0.36) (1.07)
logemployee —0.000346 —0.000346 -0.00143 —0.000346
(-0.11) (-0.67) (-0.39) (-0.11)
logcustomer —0.000541 —0.000541 0.00150 —0.000541
(-0.17) (-1.17) (0.40) (-0.17)
logsize 0.000829*** 0.000829 0.00186*** 0.000829***
(3.13) (1.03) (4.02) (3.13)
_cons -5.630*** -5.630*** —5.635*** -5.630***
(=538.09) (-1157.06) (-453.36) (=538.09)
N 18000 18000 18000 18000
R? 0.910 0.870 0.927
adj. R? 0.890 1.859 0.914
Notes: t statistics in parentheses * p < 0.10, ** p < 0.05, *** p < 0.01.
Fixed Effect Random Effect
F/wald- statistic 1.59 231
Probability (0.000) (0.000)
Hausman Test . 7.48 > 0.05

customer behavior showed a negative but insignificant effect on VAT compliance. However, the
size of SMEs revealed a positive and significant effect on VAT compliance.

7. Summary and conclusion

7.1. Findings of research

The purpose of this study was to assess the factors that influence VAT compliance among SMEs in
Nigeria. According to Shakkour et al. (2021), in an effort to minimize tax evasion, the government
employs a variety of strategies to strengthen compliance behavior among the general public. The
authors opined that SMEs, comparatively, show a higher level of VAT compliance than corporate
organizations. However, the authors discovered that diverse compliance is caused by a number of
internal and external factors. Hence, the results of this study revealed a positive influence on
perceptions and attitudes towards VAT compliance. This means that the more enthusiastic
a taxpayer is about paying taxes, the more likely they are to do so. The result agrees with the
findings of previous empirical studies (Fredrick & Peter, 2019; King’oina, 2016; Lourciro, 2016;
Podlipnik, 2017). Similarly, the study discovers a positive effect of organization characteristics on
VAT compliance among SMEs in Nigeria, which implies that organization characteristics positively
influence VAT compliance. This result corroborates the outcome of the research findings in (De
Neve et al, 2019; Sidek & Abdulrageeb, 2022). Likewise, tax compliance costs also showed
a positive relationship with VAT compliance among Nigerian SMEs, which means that tax com-
pliance costs positively influence VAT compliance. The results agree with prior empirical results
(Msang, 2015; Slemrod et al., 2019; Wadesango et al., 2018). In addition, VAT implementation
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efficacy showed a positive relationship with VAT compliance, which suggests that VAT implemen-
tation efficacy positively influences VAT compliance. The results agree with the research findings of
Olaoye and Ekundayo (2019). More so, the positive and significant effect of revenue and profit on
VAT compliance implies that the more SMEs generate sales, the more they profit and comply with
VAT, which supports the findings of (Lsughayer et al., 2021; Setyowati et al., 2023). Furthermore,
the larger the SMEs, the more likely they are to comply with VAT and remit it to the appropriate
authority, which corroborates the findings of (Slemrod et al., 2019; Widianto, 2015). Furthermore,
negative and insignificant employee and customer numbers suggest that the more SMEs have
a large number of employees and customers, the lower the VAT remitted, which negates the
findings of (Reukauf, 2018; Shakkour et al., 2021).

7.2. Conclusion

One of the major setbacks confronting developing countries in collecting VAT is sometimes non-
compliance by the taxpayers, particularly SMEs.Thus, according to this current study, taxpayer
perception and attitude, organizational characteristics, tax compliance cost, and VAT implementa-
tion efficacy all influenced VAT compliance among SMEs. This means that the aforementioned are
the determinants of VAT compliance in Nigeria. Furthermore, the study discovered that revenue
has a positive but insignificant effect on VAT compliance. Revenue is only meant for SMEs and is
not a determinant of the payment of VAT to regulatory authorities. More so, the size and level of
profit generated have a positive and significant influence on VAT compliance by SMEs. Also, the
number of employees and customers has no significant influence on VAT compliance by SMEs.
Hence, the study recommended that the government, which is in charge of implementing the VAT,
should play a significant role in promoting compliance by providing support to SMEs in the form of
incentives, rebates, policy-organized training to raise awareness, and the creation of an environ-
ment that is conducive to SMEs’ growth and expansion of their businesses, which will eventually
boost their sales revenue and increase the amount of VAT remitted to the government. Similarly,
more efforts should be made by the regulatory authority to put more weight on enforcement of
SMEs VAT compliance by way of punishment for defaulters. More so, the sharing formulae for VAT
generated in Nigeria should be reviewed, such as the equality of 20%, population of 30%, and
derivation of 50%, to enable the states’ governments to put more effort into sensitizing SME
owners about VAT compliance in Nigeria.

7.3. Theoretical, practical, and policy implications of the study

The study has established the relationship between the factors influencing SMEs and VAT com-
pliance with the aid of the ability to pay theory. Thus, the study strengthens the ability to pay
theory in the sense that whoever has the capacity will purchase vatable goods, which will make
SMEs generate more VAT to be remitted. Without money, citizens will not be able to purchase
taxable goods from SMEs. More so, this study has contributed to existing studies by using both
primary and secondary data to determine the factors influencing VAT compliance in the body of
knowledge. This will be helpful to tax practitioners to help them understand the influence of VAT
compliance among SMEs. In addition, the government will make use of this study to identify
factors to emphasize in order to motivate SMEs to voluntarily comply with VAT. More so, it will
help tax practitioners understand the area and give necessary advice to SMEs. Similarly, it will
enable the FIRS, in collaboration with the Small and Medium Enterprises Development Agency of
Nigeria (SMEDAN), to organize training for SMEs in Nigeria. More so, the two most prominent
taxation professional bodies in Nigeria, the Institute of Chartered Accountants of Nigeria (ICAN)
and the Chartered Institute of Taxation of Nigeria (CITN), in conjunction with the Ministry of Trade
and Industry, can focus on accountancy and taxation programmes that will sensitize SMEs on VAT
compliance.

7.4. Limitations and recommendations for further studies

Though this research succeeded in answering the stated objectives of the study, there are still
some limitations that need to be developed through further research. For instance, primary data
were collected from a single respondent, who is the owner of an SME, using a self-administered
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survey method, which may have skewed the outcome of the study. Future studies can collect data
from tax authorities as well to get an accurate picture of respondents’ actual behavior. More so,
this study only based its empirical findings on the compliance of SMEs with VAT in Nigeria.
However, corporate organizations could also be considered in the future study to examine how
they are complying with VAT compliance. Similarly, three states were selected from each geo-
geographic zone. A future study can cover all the states in Nigeria to obtain data for the study.
More so, the study was carried out in Nigeria, while further study can consider two or more
countries with the same tax system. Future research should consider additional factors such as
culture and religion, which may also have an influence on VAT compliance, to extend the research
model. Similarly, future studies can also focus on compliance with other indirect taxes, such as

excise taxes and customs fees.
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Appendixes

Table A1l. Proportion of value added tax (¥’Billions)

Year 2017 2018 2019 2020 2021
VAT 972.34 1,108.04 1,189.98 1,531.17 2,072.85
Total Tax 4,027.94 5,320.89 5161.91 4,952.24 6,402.71
Collection

VAT as % of 24% 26% 22.6% 31% 32.4%
Total Tax

Collection

Source: Research & Statistics, Federal Inland Revenue Services, (2022).

Table A2. Selected states in six geo-political zones in Nigeria

North Central | North West North East South East South West | South South
Benue Kaduna Adamawa Abia Lagos Akwa Ibom
Nassarawa Kano Bauchi Anambra Ogun Cross River
Niger Katsina Gombe Enugu Oyo River

Table A3. Questionnaire and Sources

Variables

Items

Sources

Taxpayer Perception and Attitudes

(1) Ethical Responsibility

(2) Support the government

(3) Complying with VAT laws

(4) Level of understanding

Shakkour et al. (2021)

Organizational Characteristics

(1) Record keeping system update

(2) Record automation

(3) Human resources effective-
ness

(4) Staff development

Wanjohi (2010)

Tax Compliance Cost

(1) VAT rate in Nigeria

(2) Ability to pay

(3) Underreporting

(4) Differences in taxpaying cul-
ture

Mu et al. (2022)

VAT Implementation Efficacy

(1) Time management

(2) External Auditor advise

(3) VAT laws

(4) Tax audit system

Sidek and Abdulrageeb (2022)
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