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Social drivers and tax revenue: The mediation
effect of tax compliance. Evidence from an
emerging economy

Simon Akumbo Eugene Mbilla**

Abstract: This study examined how social drivers such as culture, tax education,
attitude, and equity affect tax compliance behaviour among SMEs in Ghana.
Quantitative research approach was adopted for this study. The survey research
design was employed for this study, and the data collection instrument was
a questionnaire. The sample size of this study comprises of 350 SMEs. The hypoth-
eses were tested with the help of Smart-PLS structural equation modelling ver-
sion_3. The results revealed that social drivers significantly affect tax compliance
behaviour. This study contributes to the body of knowledge, adds to practice and
policy by demonstrating that tax compliance has taken on a social dimension in
Ghana. While the study has become necessary to improve tax compliance among
SMEs, the researcher also seeks to contribute globally to the UN’S sustainable
development goals (SDG 10), which aim to reduce inequalities.

Subjects: Accounting; Corporate Governance; Corporate Social Responsibility & Business
Ethics; Economics; Finance

Keywords: culture; tax education; tax equity; revenue; compliance behaviour

1. Introduction

Stimulating economic growth is critical for the development of many nations all over the world.
One crucial objective of both developed and developing nations is to raise tax revenue externally
and internally to fund their national budgets and undertake massive infrastructural development.
This will aid in poverty reduction, unemployment reduction, and improved living standards for their
citizens. However, generating the needed revenue has become a major problem for many nations
especially developing countries such as Ghana. Tax revenue still remains one of the revenue
streams in both developed and developing economies (Saez & Zucman, 2019). Tax revenue deficits
are now a major problem in the majority of developing countries worldwide (Jun & Yoon, 2018).
Ghana is not an exempt from this universal trend. The majority of tax administrators struggle to
maintain a high level of tax compliance, especially among SMEs. Ghana'’s tax revenue is largely
underperforming as compared to other countries across the globe. For instance, Ghana’s tax
revenue to GDP was 11.34% in 2020 as compared to Denmark and Namibia which have a tax
revenue to GDP of 34.06 and 31.16, respectively (World Bank, 2020). It might be connected to
taxpayers’ culture, fairness of the tax system, attitudes of taxpayers, and compliance behaviour.
The planned behaviour theory stressed the significance of sociological and psychological elements,
including fairness, culture, and social norms. The planned behaviour theory explains that attitude
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influences a person’s behaviour. The theory argued that whether or not SMEs will pay their taxes is
affected by the projected benefit they are expected to receive from doing so (tax fairness). The
planned behaviour theory proposes that a person’s behaviour is affected by several variables,
arises for a specific reason, and is planned and coordinated (Akar & Dalgic, 2018). Based on the
intended outcome, a person would engage in a particular behaviour (Sharif & Naghavi, 2021). It is
the modified form of the reasoned action theory suggested by Ajzen (1991) to explain why people
and corporations behave in a certain way. The planned behaviour theory explains that SME’s
behaviours are influenced by various factors, based on certain reasons (KARAMAN & Girgin,
2021). The theory supports this current work with its assertion that various factors influence
behaviour.

Therefore, it is crucial to have a better knowledge of how SMEs attitudes, fairness perception,
culture, and conventions affect tax compliance (Taing & Chang, 2021). In Ghana, taxes form the
highest source of revenue (Fiscal Strategy Document of Ghana, 2020). For instance, the 2021
budget statement of Ghana reported that taxes accounted for over 40% of total revenue accrued
(Fiscal Strategy Document of Ghana, 2021). Due to the critical role of taxes in economic transfor-
mation, government policy recommendations and empirical research emphasize the responsibility
of the government in ensuring tax revenue collection. Taxation is the inherent authority of the
state to impose and demand payment for public objectives (Yin et al, 2016). It is the main
mechanism through which governments seek to redistribute nation’s resources to achieve social
balance among individuals (Lewis et al., 2017). Tax is also defined by James and Alley (2017) as
a mandatory payment from the citizens of a country to the government for which no direct benefit
is obtained. These benefits of tax revenue motivate governments, particularly in developing
countries, to design specific policies to increase tax compliance (Andersen et al., 2018).

Tax compliance has several different definitions and measurements as revealed in the extant
academic literature. Generally, tax compliance refers to how closely taxpayers (commercial orga-
nizations) abide by a jurisdiction’s tax laws. This study used three distinct categories of tax
compliance (payment compliance, filing compliance, and reporting compliance) as identified by
Okpeyo et al. (2019), and these forms are a good way to measure tax compliance.

The three metrics provide distinct perspectives on the compliance problem, and when placed on
top of one another; they provide a full view of total compliance. Scholars from a variety of fields,
including management, economics, and commerce, as well as academics, professionals, and
government organizations, have substantially explained tax compliance. In administrative terms,
tax compliance entails registering or notifying tax authorities of one’s status as a taxpayer, filing
an annual tax return (if required), and adhering to the required payment deadlines (James & Alley,
2017).

In recent times, tax compliance has received an increasing attention, and researchers both
international and local began to look at what make people or taxpayers comply with their tax
obligations. Evidence among these researchers are Kuug (2016), Farrar et al. (2020), James and
Alley (2017). While several studies such as Naporow (2016), Oppong et al. (2014), Yin et al.
(2016) investigated these motivating factors individually, other prior studies looked at these
determinants or factors by grouping them into phycological factors, economic factors, institu-
tional factors, social factors, and individual factors (Kuug (2016). Previous research works have
found a significant effect of factors of tax compliance and tax compliance behaviour (Ameyaw
et al, 2016; Kuug, 2016; Yin et al., 2016) among SMEs in Ghana. Other empirical research,
including Oppong (2015) on the Kumasi Metropolis, Naporow (2015) on the Tamale Metropolis,
and Otabil (2015) on the Komenda-Edina-Eguafo-Abrem Municipality, established empirical
evidence between tax compliance, factors, and tax compliance behaviour. Ameyaw et al.
(2016), for example, looked at the factors that influence informal sector compliance. They
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discovered that attitudes, subjective norm, and perceived behavioural control were the primary
drivers of informal sector compliance difficulties, based on 600 respondents from all 10 regions
of Ghana. Similarly, Abd Hamida et al. (2020) looked at the factors that impact GrabCar drivers’
tax compliance. A quantitative research technique was used to gather pertinent data for this
study, which focused on Grab drivers who have provided the service at least once in Malaysia.
According to the conclusions of this study, tax knowledge and attitudes have an influence on
driver compliance with tax rules. The findings might indicate that the Malaysian tax authorities
should undertake a tax education campaign to improve knowledge of Grab drivers.

Hassan et al. (2016) looked at the impact of tax education programs on taxpayer compli-
ance. From a total of 60 participants, samples were chosen at random. It was discovered that
taxpayers make good use of tax education information. Even if there is always space for
improvement, encouraging more people to understand and learn about taxes is still a good
idea. This also indicates that tax education initiatives are well liked by taxpayers. This study
indicates that in order for taxpayers to be more exposed to tax education programs in the
future, their positive opinions of programmed tax education must be improved.

The Inasius research (2019) investigated the factors that influence small- and medium-sized
enterprises’ compliance with Indonesia’s income tax reporting requirements. Six tax compliance
variables were explored using multiple regression. Small company taxes were obtained from 328
respondents in a Jakarta survey. The advisory group, audit probability, tax expertise, and percep-
tions of justice and fairness all had a significant influence on tax compliance, according to the
research. The target group, in particular, has the greatest impact on the behaviour of SMEs who do
not follow tax rules.

SMEs constitute a significant portion of businesses worldwide and are noted to play a crucial
role in every nation’s economic transformation and development. SMEs generate nearly 80% of
all new jobs worldwide (Kengne, 2016). In both developed and emerging nations, small- to
medium-sized businesses are viewed as a major contributor to economic progress. These SMEs
support not just the expansion of a country’s GDP but also the decline in unemployment
(Andika & Setyowati, 2019). In industrialized economies like the United Kingdom and
Germany, small- and medium-sized businesses account for a large portion of all registered
businesses (Okwara, 2020). Although there is little information on the growth and development
trends of SMEs in developing nations, approximately 92% of registered firms in Ghana are
small- and medium-sized businesses as per data from the registrar general’s department
(Amoah & Amoah, 2018). Therefore, this has made the sector a key component of any nation’s
development strategy, especially that of emerging nations.

Similarly, the Institute for Statistical Social and Economic Research (ISSER, 2020) reported
that in Ghana, just 5.45%, 6.12%, and 6.08% of SMEs’ owners pay income taxes to the
government in each of the tax years 2015, 2016, and 2017, respectively. Drawing from this,
SMEs’ level of compliance could be directly linked to their attitude, culture, fairness perception
of the existing tax system in the economy, and their level of education about the tax system
which would affect their intention to be tax compliant. Finally, studies on social drivers of tax
compliance amzong SMEs remain unclear, mixed, and unexplored. While this study is necessary
to improve tax compliance among SMEs, these discoveries might be beneficial to policymakers
to establish future tax strategies that enhance compliance. It is from this angle that the study
problematizes this research by assessing the influence of social drivers (attitude, culture of
taxpayers, tax equity, and taxpayer education) on tax compliance behaviour among SMEs in
Ghana.

2. Materials and methods
This study is quantitative and the researchers collected the data using descriptive survey design.
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The population consist of all SMEs in the informal sector in five regions located in the northern
part of Ghana such as Northern Region, Upper East Region, Upper West, North East, and Savana
Region. According to the Ghana Revenue Authority (GRA), small enterprises are those with annual
revenues of GHC90,000 or less. The use of turnover and workforce in defining businesses was
necessary because this group of businesses (SMEs) contributes largely to the GDP and helps
alleviate poverty by offering employment to many citizens.

The rationale for the selection of these regions emanates from the study of Stephen et al.
(2015), pointing that micro-entrepreneurs in the northern part of Ghana generally do not want to
pay their taxes, which can partly be attributed to equity perception and illiteracy. The northern part
of Ghana continues to experience an average domestic shortfall of 5 to 10% annually (2020 Fiscal
Strategy Document of Ghana). The Ministry of Finance and Ghana Revenue Authority have revealed
the poor performance of the five regions in the north in terms of tax revenue generation. The total
population of informal businesses in these regions were 66,835 according to the Integrated
Business Establishment Survey-IBES (IBES, 2016). Using multi-stage sample technique, the popula-
tion was divided into three clusters such as Upper East, Upper West, and Northern Region. Simple
random sampling technique was further adopted to administer questionnaires. Data of SME own-
ers in the informal sector detailing their locations and addresses were obtained from the National
Board for Small-Scale Industry (NBSSI) and Ghana Statistical Service (GSS) to facilitate adminis-
tration of questionnaires. A sampling size of 500 respondents was used in administering ques-
tionnaires. 350 questionnaires were recovered representing 70% recovery rate. According to
Krejcie & Morgan (1960), a sample of 382 respondents is adequate for a population of 75,000.
Also, Hair et al. (2019) state that sample size of 350 to 500 is appropriate for research works with
constructs of at least 5 to 7. This study’s recovery of 350 is appropriate for the population of 66,835

Data retrieved from the questionnaire were analyzed using descriptive and the inferential
statistics. Descriptive statistics were used to analyze the demographic characteristics of respon-
dents while the inferential statistics such as structural equation modelling (SEM) using Smart-PLS
software was used to analyze the research objective. The researchers ensured that the data were
clean and outliers were removed to achieve internal consistency in the findings. Diagnostic tests
such as multicollinearity, normality, discriminant validity, and construct reliability and validity were
tested and passed in the SEM analysis. The analysis of data using SEM requires some protocols
such as ensuring that the factor loadings in each construct are greater than 0.5 (Byrne, 2016).
Henseler et al. (2009) are of the opinion that the issue of consistency in PLS requires that the
deletion of indicators should be done when it can only improve indicators’ reliability. This applica-
tion will also improve the average variance extracted (AVE) and construct reliability (CR) (Henseler
et al,, 2009). PLS-bootstrapping was conducted to test result’s r-square to determine how the
independent variables predict the dependent variables. Falk and Miller (1992) purport that r-square
of 15% is moderate and 35% is substantial. To further test for the predictability of the endogenous
variable, the Stone-Geisser (Q?) was adopted using blindfolding method in Smart-PLS. For an
endogenous variable to have predictive relevance, its Construct Cross-Validated Commonality
(CCC) and Construct Cross-Validated Redundancy should be greater than O (Hair et al., 2021)

2.1. Measurement of variables

The study on the impact of social factors on government tax revenue is conducted using six
constructs: Tax payers’ Attitude, Culture of tax payers, Tax Education, Tax Equity, Tax compliance,
and Government Tax Revenue.

3. Results and discussion of findings

The data were analysed using descriptive and inferential statistics. Data cleaning was conducted
using SPSS software before converted into CSV format for PLS-SEM analysis using Smart-PLS
software. Smart-PLS software was used in conducting the structural equation model to analyse
the impact of social factors on tax compliance in Ghana. The presentation begins with the
demographic characteristics of the respondents of the study.
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Constructs CODE Indicators
Attitude on Tax AOC1 I am unwilling to follow the instructions in complying with the tax law
Compliance - - - -
AOC2 I would rather challenge the tax authority than negotiate with them in a tax
law suit
AOC3 I have lost interest in paying tax
AOC4 I don’t see the need to comply with the tax law
AOC5 » [ always feel confident with the decision that I make when complying with the
tax law
AOC6 [ don’t care whether the country would benefit from the tax or not
AOC7 v I feel shy when I don’t pay my taxes.
AOC8 For me, to understate my income for tax deduction is bad
AOCY Understating my profit for small tax to be deducted is worthless
AOC10 Paying tax below the required amount is harmful
Tax Education TE1 ltis my responsibility to pay my taxes
TE2 The tax laws and regulations are too cumbersome to understand
TE3 The tax return is too complex and difficult to complete
TE4 I have been enlightened on the needs to pay tax
TES ' The tax laws in Ghana are less technical and could be simply understood by
citizens
TE6 Tax-payers views are not considered when composing tax regulations.
TE7 I know the right amount to pay as tax
TE8 Failure to comply with tax comes with penalties
TES Fraud, omissions, and understatement in tax is punishable by law
Equity on Tax EOC1 ' Twould only comply with tax laws when tax evaders are brought back to the
Compliance route of honesty.
EOC2 Tax evaders should be brought to justice
EOC3 » Individuals who were not previously on the tax roll should be brought to it.
EOC4 I would comply with tax law when there is equal payment of tax among
individuals who make the same profit.
EOC5 » I would comply with tax law when equal rates are applied to other business or
individuals
EOC6 I am not equitably charged when I compare my tax assessment to colleagues
in other tax brackets.
EOC7 Tax payers are not paying taxes accurately in Ghana
EOC8 The unwillingness to fulfil someone else’s tax obligations affects my
compliance
EOC9 The Tax system is unfair in Ghana
EOC10 My perception of equity and fairness affects my decision to comply with the

tax law

(Continued)
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(Continued)

Constructs CODE Indicators
Culture of tax com A junior staff should follow the instructions from his/her superior in complying
payers with the tax law

COT2 A junior staff should feel afraid to disagree with his/her superior in complying
with the tax law

COT3 A junior staff should always be involved in the decision making when dealing
with client’s tax matters

COT4 Most of the time, a superior is expected to tell his/her junior staff on what to
do in complying with the tax law

COT5 The benefits that we could enjoy from the amount of tax collected is very
important to me

COoT6 I do not care whether the society would benefit from the amount of tax
collected if I could enjoy the tax benefit

CcoT7 I would consider the long-term effect to the society when complying with the
tax law

CcoT8 When complying with the tax law, I only consider the effects on my client

coT9 I always feel confident with the decision I make when complying with the tax
law

COoT10 [ prefer to challenge the tax authority’s decision rather than negotiate with
them

COT11 I always feel confident to make my own tax decisions while dealing with my
client’s tax matters

COT12 I would rather challenge the tax authority than negotiate with them in a tax
lawsuit

COT13 The more precise the tax law, the better

COT14 I do not mind having differences in tax judgment with the tax authority

COT15 When complying with the tax law, a tax risk is an opportunity

COT16 When complying with the tax law, I avoid taking any tax risk since a tax risk
could cause unfavourable effect

Tax TCO1 Personally, I think that paying taxes is very necessary.

Compliance ; ; - - -
TCO2 I consider compliance with tax payment regulations a very good practice.
TCO3 I consider reporting and declaring my company’s assets very important.
TCO4 I consider filing and submission of my company’s tax returns necessary.

Tax TCOR1 Tax compliance generates additional government revenues in the short run

Compliance on -

Revenue TCOR2 Tax compliance enlarges the tax base

TCOR3 Tax compliance provides short-term revenues to aid the transition to a new
tax structure

TCOR4 Tax compliance tends to affect the total revenue target (in amount expected)

TCOR5 The government has been successful in enforcing tax compliance with regards
to revenue generation.

TCOR6 There are so many loopholes in Tax Compliance

TCOR7 Tax compliance must be effectively implemented in order to achieve optimum
revenue generation.

TCOR8 I pay penalties for non-compliance with the tax laws.
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3.1. Demography of respondents

The demographic characteristics of the respondents reveal that respondents’ gender character-
istics such as age, educational qualifications, and the number of years respondents have been into
business. Below is the presentation of the demographic characteristics.

Table 1 highlights the demographic characteristics of respondents in the impacts of social
factors on tax compliance in Ghana. The table that the study consisted of 220 males (62.9%)
and 130 females (37.1%). The number of males outnumbers that of females; however, the
percentage of female respondents in the study is able represent the entire population of the
study. The age of respondents indicated that 42 respondents (12.0%) were in the age range of 18-
29 and 137 respondents (39.1%) were in the range of 30-39 years. Respondents between 40 and
49 age were 90 (25.7%). 58 (16.6%) respondents were between 50 and 59 years; the oldest of
respondents (60 and above) were 23 representing 6.6% of the entire respondents in the study. The
age distribution hints that majority of the respondents falls within the working force, therefore,
have major contribution to make in terms of tax compliance in the country. The educational
qualification of respondent shows a seemingly even distribution across the various levels of
education. Majority of the respondents with Junior High School/Senior High School and Diploma
qualification were 86(24.6%) and 88(25.1%), respectively. At least, all the respondents can read
and write since all the respondents have minimum level of literacy. Table 1 also shows number of
years respondents have operated their businesses. 61 respondents representing 17.4% have
operated for less than 1 year; 78 (22.3%) and 98 (28.0%) have operated their business for 1 to 3
years and 3 to 7 years, respectively. The results revealed that most of the respondents have been
in business for 3 to 7 years. This group of respondents should have extent knowledge regarding the
area of businesses and should have gain enough experience in dealing with tax issues; hence, their
views will improve the reliability of the study.

3.2. Measurement result

The result in this section are the measurement results of the questionnaires analysed. The results
are statistical results of the latent variables using the various assumption models under Structural
Equation Modelling analysis. Below are the presentations of the assumption models and structural
models of the study.

Table 2 shows the correlation result of latent variables on the impact of social factors on tax
compliance in Ghana. The result reveals that all the latent variables show correlation coefficient
values less than 0.998 which is an indication of the absence of perfect correlation among the
latent variables. According to Hair et al. (2017) showing correlation coefficient less than 0.998
show no perfect correlation. Therefore, the researcher can emphatically pose that the latent
variables of the study do not suffer from multicollinearity.

Table 3 shows the result of data normality distribution of the individual indicators used in the
study. Skewness reveals how the data of variables are directed (either to the left or right). From the
table, the skewness values mostly show negative values within a range. Consequently, according
to Tabachnick, Fidell and Ullman who opined that data skewness in the range of -2 to+2. The
various skewness values of the individual indicators in table 4.6 are within the threshold of -2 to +
2. The table also includes the kurtosis value of the individual indicators of the study. Graphically,
kurtosis reveals how steep or tall presentation of a particular data is. Data are leptokurtic when it is
vertically high while it is mesokurtic when the data are flattened. The result shows that the data
are having kurtosis. Byrne and Van de Vijver (2010) stated that data have kurtosis when it falls
within =7 to+7. In sum, the researcher concludes that the data used in the SEM are normally
distributed.

3.3. Discriminant validity
Table 4 and 5 shows the discriminant validity of the construct used in the study. Discriminant

validity reveals how the individual constructs relate against one another. From the result in the
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Table 1. Analysis of respondents

Gender of SMEs owners Frequency Percent
Male 220 62.9
Female 130 37.1
Total 350 100.0
Age of SME owners

18-29 42 12.0
30-39 137 39.1
40-49 90 25.7
50-59 58 16.6
60 and above 23 6.6
Total 350 100.0
Educational Qualification of SMEs owners

Primary 64 183
JHS/SHS 86 24.6
Diploma 88 25.1
Bachelor Degree 66 18.9
Master Degree 46 131
Total 350 100.0
Years of Business Operation

Less than 1 year 61 17.4
1-3 years 78 223
3-7 years 98 28.0
7-10 years 68 19.4
10 years and Above 45 12.9
Total 350 100.0

table, individual correlation result for all the variables is less than 0.85; hence, the constructs do
not lack discriminant validity. According to Kline (2011) who asserts that constructs showing
values less than 0.85 pass the discriminant validity test.

Table 6 indicates the results of the factor loading of each indicator, their Cronbach’s Alpha,
composite reliability value and the average variance extracted (AVE) values. The Cronbach’s Alpha
and the composite values measure the internal consistency of the data while the AVE measures

Table 2. Latent variables correlation
TCM ATTM TEM EQM TCCM | TCRM PDM ICM MFM AUM

M 1.000

ATTM 0.446 1.000

TEM 0.393 0.471 1.000

EQM 0.280 0.248 0.223 1.000

TCCM 0.110 | -0.003 | -0.138 0.048 | 1.000
TCRM 0.612 0.603 0.429 0.220 | 0.056 1.000

PDM -0.387 | -0.326 | -0.424 | -0.126 | 0.554 | -0.389 1.000

ICM -0.219 | -0.354 | -0.399 0.015 | 0.598 | -0.339 0.562 1.000

MFM 0.472 0.275 0.305 0.128 | 0.331 0.403 | -0.402 | -0.309 | 1.000

AUM 0.306 0.462 0.266 0.049 | 0.390 0.457 | -0.043 | -0.140 | 0.136 1.000

Page 8 of 16



Mbilla, Cogent Economics & Finance (2023), 11: 2285638

! <= cogent - economics & finance
https://doi.org/10.1080/23322039.2023.2285638

Table 3. Normality

Indicator Standard Deviation Excess Kurtosis Skewness
TCO1 1.24 -1.25 0.01
TCO2 1.21 -1.11 -0.31
TCO3 0.73 0.78 -0.86
TCO4 1.21 -1.01 0.16
TCO5 1.21 -1.01 -0.31
AOC1 1.14 -0.90 0.27
AOC2 0.80 0.38 -0.84
AOC3 1.06 -0.97 -0.08
AOC4 1.03 1.40 -1.36
AOC5 0.86 1.07 -0.93
AOC6 1.11 -0.77 -0.27
AOC7 1.13 -0.57 -0.55
AOC8 1.22 -0.80 -0.54
AOC9 1.13 -0.37 -0.70
AOC10 1.21 -0.95 -0.07
sTE1 1.22 -1.03 0.07
TE2 1.08 1.81 -1.48
TE3 1.13 -0.49 -0.61
TE4 1.05 0.42 -0.95
TES 1.17 -0.67 —0.44
TE6 1.30 -1.03 0.45
TE7 1.22 -0.82 -0.44
TE8 0.85 0.15 -0.95
TE9 1.20 -1.03 0.20
EOC1 1.12 -0.40 -0.78
EOC2 1.39 -1.33 0.22
EOC3 1.20 -1.07 0.14
EOC4 1.20 -1.06 0.12
EOC5 1.28 -1.11 0.33
EOC6 1.22 -0.92 -0.31
EOC7 0.99 -0.37 -0.77
EOC8 0.54 5.82 -2.12
EOC9 1.13 -0.78 0.46
EOC10 1.20 -0.95 -0.01
CoT1 1.14 -0.46 0.59
COT2 1.08 -0.70 0.11
COT3 1.16 -0.87 0.10
COT4 1.15 -0.74 -0.32
COT5 1.08 -0.79 0.18
COT6 1.28 -1.14 0.26
CcoT7 1.11 -0.82 0.20
CoT8 1.19 -0.53 0.68
COT9 1.34 -1.28 0.04
COoT10 1.35 -1.22 -0.19
COoT11 1.35 -1.03 -0.34
(Continued)

Page 9 of 16



Mbilla, Cogent Economics & Finance (2023), 11: 2285638 «;&:—: Cogent —~economics & finance
https://doi.org/10.1080/23322039.2023.2285638

Table 3. (Continued)

Indicator Standard Deviation Excess Kurtosis Skewness
COT12 1.22 -1.08 -0.33
COT13 1.18 -0.89 -0.42
COT14 1.21 -0.67 -0.62
COT15 1.14 -0.36 —0.64
COT16 1.15 -0.73 -0.36
TCOR1 1.21 -0.84 -0.46
TCOR2 1.17 -0.85 0.43
TCOR3 1.09 0.21 -0.89
TCOR4 1.22 -1.02 0.14
TCORS 1.12 0.42 -1.06
TCOR6 1.14 -0.42 0.73
TCOR7 1.11 -0.22 -0.75
TCOR8 1.20 -0.68 —-0.60

Table 4. Fornell Larcker

Atittude Compliance Culture Education Equity Revenue
Atittude 0.619
Compliance 0.484 0.645
Culture 0.353 0.542 0.598
Education 0.239 0.286 0.327 0.719
Equity 0.456 0.448 0.391 0.228 0.666
Revenue 0.458 0.741 0.395 0.263 0.359 0.644

Table 5. Htmt

Atittude Compliance
Culture Education Equity Revenue
Atittude
Compliance 0.714
Culture 0.456 0.773
Education 0.408 0.506 0.537
Equity 0.627 0.714 0.531 0.385
Revenue 0.764 1.255 0.626 0.537 0.599

the convergent validity. The result of the Cronbach’s Alpha and the CR shows values greater than
0.70 which means that the constructs in the study have passed the internal consistency test
(Sekaran & Bougie, 2003). In terms of convergent validity, all the factor loading of the constructs
presented are able to explain at least 50% of the indicators’ AVE values. Bagozzi and Yi (1988) and
Fornell and Larker (1981) are of the view that an effective convergent validity should have AVE
exceeding at least 0.50. With this, we conclude the constructs have convergent validity
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Table 6. Construct reliability and validity

Average
Variance
Cronbach’s Composite Extracted
Constructs Indicators Loadings Alpha Reliability (AVE)
Attitude AOC1 0.674 0.694 0.787 0.584
AOC10 0.631
AOC6 0.67
AOC7 0.634
AOC8 0.503
AOC9 0.588
Culture COT1 -0.667 0.769 0.716 0.557
CoT10 0.675
CoT11 0.659
COT12 0.603
COoT3 -0.539
COT4 —0.449
COT8 -0.573
CcoT9 0.582
Equity EOC2 0.539 0.781 0.797 0.613
EOC3 0.734
EOC4 0.744
EOC5 0.649
EOC6 0.64
Compliance TCO1 0.778 0.801 0.740 0.616
TCO2 0.755
TCO4 0.866
TCO5 0.677
Revenue TCOR1 0.746 0.765 0.730 0.545
TCOR3 0.601
TCOR4 0.747
TCOR8 0.724
Education TE2 0.42 0.735 0.760 0.516
TE3 0.672
TE7 0.683

Figure 1 represents the diagrammatic presentation of the constructs on the impact of social
factors on tax compliance in Ghana. The figure shows the interconnection between the exogenous
variables (Attitude, Equity, and Culture) and the endogenous variable (revenue). Tax compliance
mediates the exogenous variable and the endogenous variable. Each factor loading is presented
against its latent constructs. All the indicators coded have been hidden to aid proper viewing of
results (factor loading shown in the table). From the figure presented, all the indicators under each
construct were ensured to have factor loadings greater than 0.5, which is a good indication for the
performance of SEM analysis. All the low factor loadings have been deleted.

The result of the structural model in Figure 2 and Table 7 shows the relationship between social
factors and tax revenue. The Tax payers’ attitude and Tax Revenue show a positive and statistically
significant relationship with a coefficient value of 0.194 and p-value of 0.00 which is less than 5%.
This direct relationship hints that when tax payers cultivate good attitude towards payment of
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Table 7. Total effect
Hypotheses Coefficient T Statistics P-values
Tax Payers’ Attitude -> 0.194 5.932 0.000
revenue
Culture of Tax Payers -> 0.267 4.251 0.000
revenue
Tax Education -> revenue 0.048 1.335 0.182
Tax Equity -> revenue 0.128 3.433 0.001
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Table 8. Specific indirect effect

Constructs Coeff. T Stat P-Values Decision

Tax Payers’ Attitude 0.194 5.932 0.000 Partial Mediation
-> Compliance ->
revenue

Culture of Tax 0.267 4.251 0.000 Partial Mediation
Payers ->
Compliance ->
revenue

Tax Education -> . 0.048 1.335 0.182 No Mediation
Compliance ->
revenue

Tax Equity -> 0.128 3.433 0.001 Partial Mediation
Compliance ->
revenue

Table 9 R. Square (endogenous variable)

Dependent Variable R Square R Square Adjusted
Revenue 0.549 0.547
CCC: Construct Cross-Validated Commonality; CCR: Construct Cross-Validated Redundancy.

taxes, government tax revenue is expected to be improved ceteri paribus. The result is significant
at 1% since its p-value is less than 0.001. This result is consistent with the work of Jayawardane
and Low (2016) who assessed the relationship between tax payer’s attitude and tax compliance.
In his work, the researcher advanced that complying with tax leads to increasing the tax revenue
of the government. Also, culture of tax payers shows a positive coefficient value of 0.267 and
a t-statistic of 4.25 which is greater than 2.58 according to Hair et al. (2017) opine that the value of
a construct is statistically significant if it has a value greater than 2.58 at 1% significance level.
Culture representing the way of life of a people in a society will positively affect government tax
revenue if their believes and values syncs with government revenue policies. It is revealed by Aluko
(2003) that the way of life of people can determine government tax revenue. This result is also in
line with the work of (Hamid et al., 2022; Richardson, 2008). This study further contradicts previous
findings as evidence in the works of Westerman et al. (2007).

Tax education also shows a positive relationship with government tax revenue in Ghana.
However, the relationship is insignificant since the t-statistic is less than the t-statistics of 1.96
at 5% significance level. The level of Tax education of citizen in a country should aid at increasing
tax revenue since citizens are aware of the operations of the tax systems. Other researchers’
findings oppose this view that tax education serves as a tool to avoid tax hence reduce tax revenue
(Eriksen & Fallan, 1996; Harris, 1989; Singh, 2003). They argue that once the public has good tax
education, they tend to take advantage of the loopholes in the tax laws of the country hence
avoiding payment of tax in turn reduces government tax revenue.

The relationship between tax equity and tax revenue is positive and statistically significant with
a t-value of 3.43 greater than the benchmark of 2.58 at 1% (Hair et al., 2017). This indicates that
when tax payers perceive the tax system of the country as equitable and fair, government’s tax net
is widened; therefore, tax revenue is increased. This result is also in line with the work of (Jackson
& Milliron, 1986; Mbilla et al., 2018; Wartick, 1994).

The researcher assessed the mediating role of tax compliance between the social factors and

government tax revenue in Ghana. The result of the total effect (Table 7) and the specific indirect
effect (Table 8) show statistically significant p-values for Tax Payers’ Attitude, Culture of Tax
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Table 10. Predictive relevance

Dependent Variable CCC Q? (=1-SSE/SSO) CCR Q? (=1-SSE/SSO)
Tax Revenue ‘ 0.36 ‘ 0.151

Payers, and Tax equity. This signifies the presence of a partial mediation of tax compliance
between tax payers’ attitude and government tax revenue; culture of tax payers and government
tax revenue; tax equity and government tax revenue. However, the total effect and the specific
indirect results on tax education show statistically insignificant p-values indicating the absence of
a mediation role. This means that tax compliance does not mediate the relationship between tax
education and government tax revenue. Conclusively, there is a partial mediation of tax compli-
ance between social factors and government tax revenue with the exception of tax education
which revealed no mediation role.

The absence of the mediation role of tax education on tax compliance and Government tax
revenue is as a result of tax literacy among informal sector tax payers. Previous studies have
supported that tax payers who have education about tax laws are more likely to file and compute
their own tax obligations hence would want to pay as much as possible lower taxes. Harris (1989)
also claimed that once the public has good tax education, they tend to take advantage of the
loopholes in the tax laws of the country, hence avoiding payment of tax which in turns reduces
government tax revenue. Once government is educating tax payers about laws, cautions would
have to be taken in order for tax payers not to take advantage of these tax laws.

The result of the r-square presented in Table 9 shows a value of 0.549 for government tax
revenue. The coefficient of determination shows that 54.9% of the variations in the dependent
variable (Government tax revenue) is determined by the variation in the independent variables
(social factors). The r-square in this study shows an acceptable predictive power since Falk and
Miller (1992) advance that r-square of 105 is acceptable. Chin (1998) also considers r-square value
of 0.33 as moderate.

Table 10 shows the predictive relevance results of the impact of social factors on government
tax revenue in Ghana. The Stone-Geisser (Q2) predictive relevance shows the predictability of the
endogenous variable through the exogenous variable. The threshold should be greater or larger
than O (Geisser, 1974; Hair et al., 2017; Stone,1974). With CCC and CCR values of 0.360 and 0.151,
respectively, this shows that the exogenous constructs have predictive relevance over the endo-
genous construct. These findings show that the social factors adopted in this study have predictive
relevance over tax revenue. In other words, if government of Ghana seeks to increase tax revenue,
significant attention must be given to the social factors such as tax equity, culture of tax payers,
and tax payers’ attitude.

4. Conclusion

Research on social factors in enhancing tax compliance in Ghana remains unsaturated since social
factors are determinants relating to rationale human being. The result of the study revealed that
tax compliance played a partial mediation between the independent variables (Tax Payers’
Attitude, Culture of Taxpayers, and Tax equity) as against government tax revenue (dependent
variable). The partial mediation of tax compliance on the nexus between tax payers’ attitude and
tax revenue indicates that tax compliance mechanisms put in place by government partially
induces tax payers’ attitude towards tax payment and, therefore, increases government tax
revenue. Mechanisms such as tax filing, penalty on late tax filling, and tax registration partially
induce tax payers’ attitude. The culture of tax payers is also partially mediated by tax compliance
since tax compliance indicators shape the behaviour and way taxes as a compulsory levy are
perceived by tax payers. No mediation has been found on the nexus between tax education and
tax revenue. Previous studies have supported that taxpayers who have education about tax laws
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are more likely to file and compute their own tax obligations hence would want to as much as
possible pay lower taxes. Once government is educating taxpayers about tax laws, cautions would
have to be taken in order for taxpayers not to take advantage of these tax laws. With partial
mediation of tax compliance between tax equity and total revenue, government should be
expecting a rise in revenue. This is because when taxpayers perceive fairness in the tax system,
compliance mechanisms are easily adhered to and hence increased revenue. This study advanced
that taxpayers will be willing to comply and pay their taxes if the benefits from the government
commiserate with taxes paid. The result of the study also shows an r-square of 54% and the
blindfolding result (CCC and CCR) demonstrates that the findings of the study have predictive
relevance. Stakeholders interested in SMEs compliance issues should pay more attention to social
drivers of tax compliance such as attitudes, culture of taxpayers, and SMEs equity perceptions.
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