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ABSTRACT

This research investigates the key variables of tax
simplicity and tax salience, revealing a significant
link between increased tax evasion and the
complexity of tax policies coupled with diminished
visibility. The study demonstrates a statistically
significant shift from high evasion (category 3) to
low evasion (category 1) when tax policies are
simplified and made more salient. In light of these
findings, recommendations are made, including
increased investment in taxpayer enlightenment,
collaboration between tax administration and
relevant institutions for data sharing, harmonization
of tax policies at the federal level, emphasis on tax
salience through visible tax requirements and
penalties, improved communication between tax
administrators and taxpayers, and a commitment to
transparency in both tax policies and government
expenditures. Additionally, the study emphasizes the
need for training tax administrators to ensure fair
and well-defined tax enforcement, and the
introduction of tax simplicity to foster taxpayer trust
in the overall fairness of the tax system. The
overarching aim is to curb tax evasion in Nigeria by
aligning tax policies with these recommendations to
enhance compliance and foster a positive
relationship between taxpayers and government
entities.

Key Words: Tax simplicity, Tax salience,
Personal income tax, Nigeria.

. Introduction
Tax evasion is pivotal to public finance as
the effectiveness of a country's tax policies and tax
administration ~ framework  has  substantial
implications for its fiscal sustainability and resource
mobilization capacity. Tax evasion involves
intentional attempts by taxpayers to avoid paying

taxes through actions such as not filing tax returns,
underreporting taxable income, or overstating
deductions (Kirchler, 2007). Tax evasion has serious
consequences for both the government and its
citizens as the deliberate evasion of taxes reduces
the amount of tax revenue available for public
services and infrastructure development. Various
studies, including those by Saxunova and Szarkova
(2018) and Alleyne and Harris (2017), have
highlighted the negative impact of tax evasion on a
country's gross domestic product and the overall
well-being of its citizens.

Developing countries such as Nigeria that
generate low tax revenue have financed
infrastructural ~ developments and  recurrent
expenditure with huge borrowings over time that has
led to the accumulation of debts. The Organisation
for Economic Co-operation and Development
(2021) estimates that the tax-to-GDP ratio in Nigeria
reduced from 6.3% in 2018 to 6.0% in 2019 as
against an increase of 0.3% for a total of thirty
African countries in the same period. Furthermore,
debt servicing stood at 97.5% of revenue and the
estimated fiscal deficit at about 4.7% of GDP in
2021, spurring government to drive the growth and
diversification of revenues especially in the non-oil
sector to ensure that public debt is sustainable
(DMO, 2022).

The inability of the Nigerian government to
adequately finance its obligations has been
confirmed by the incessant gross budget deficits
since the year 2015 which has led to very high debts
with debt servicing currently at 97.5% of the
country’s revenue (DMO, 2022). This position puts
Nigeria on a very bad credit rating that culminates
into more expensive debts and more stringent credit
transaction dynamics in the future. The budgetary
imbalances occasioned by low revenue and
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increasing expenditures pressed government to
dabble into the monetization of fiscal deficits in the
year 2021 to salvage the situation but this
intervention further destabilized the macroeconomy
by increasing inflation, causing currency instability,
eroding investor confidence and simultaneously
increasing unemployment and poverty.

These patterns typify the presence of a
fiscal crisis that has caused distortions in revenue
and expenditure in all the tiers of government in
Nigeria. In recent times, statutory allocations to the
state governments from the Federal government has
increased rapidly and the rate of borrowing by state
governments has also increased the overall debt
burden of the country. This problem can be
remedied through increased tax collection by
enabling good tax policy initiatives that can increase
the tax base and reduce the pressure the state
governments puts on the centre. Under the tax
policy, state governments are to collect the Personal
income tax that has the broadest base for tax
collection which is currently about 12% of the total
tax revenue, performing poorly, as against company
income tax at 38% and value added tax at 18% of
tax revenue that is collected by the Federal
government (OECD, 2021). The growth of personal
income tax collection is therefore pertinent at this
time since it will broaden the tax net and increase
overall revenue. Problems associated with the loss
of tax revenue in Nigeria are mainly due to tax
evasion and factors identified as being responsible
are complexity of tax laws (Leyira, Chukwuma &
Asian, 2012), poor tax administration (Hadacolarl,
2008) and ambiguity in tax policy and enforcement
with reference to multiplicity of taxes (Olabisi,
2010; Leyira, Chukwuma & Asian, 2012) which
make the collection of tax very difficult to achieve.
The objectives of this study are to identify effect of
tax simplicity on personal income tax evasion in
Nigeria, as well as to examine how low tax salience
induces personal income tax evasion in Nigeria.

Il.  Literature Review

2.1 Theoretical Framework

The paper adopted the behavioural
economics theory and particularly the work of
Herbert Simon on heuristics. In 1957, Herbert
Simon theorized the idea of ‘bounded rationality’
stating that consumers are limited in their rationality
and their choices are driven by cognitive limitations,
time constraint, and imperfect information. This
theory takes into account the mental limitations of
the consumer and how the process of making
choices affects the choices that are made (Rabin,
1998). The theory posits that human beings fail to

process information in an optimal manner. This
means that humans are unable to consider all
available factors when making choices. In trying to
maximize utility, the consumer is faced with so
many questions that have to be answered in order to
reach a precise optimal decision (Simon,1955).

With complex choices having too many
questions, most of these questions will not be
considered as the process becomes tedious such that
the consumer will naturally over simplify the
decision making process to make a choice. Once
consumers’ are faced with difficult choices, they
may decide to ‘satisfice’ instead of devoting time
and energy on evaluating the situation and this may
result in a sub-optimal choice. Bounded rationality
addresses major shortcomings in rational choice
theory by drawing attention to the inability of
consumers to make optimal decisions due to
limitations. When decisions are complex, people
prefer to simplify the process using ‘heuristics’ or
‘rules of thumb’ leading to sub-optimal choices.
(Simon,1955).

Tversky and Kahneman (1979), furthered
the work of Herbert Simon to create what is called
the framing effect which shows how the
presentation of choices affect outcomes. The
environment in which decisions are made could
provide cues to make particular choices, or some
aspects of the choice problem may be more or less
salient to consumers. Framing may matter if
consumers engage in mental accounting, whereby
income and spending are divided into separate ‘pots’
(Tversky & Kahneman, 1979). These positions
indicate that a complex and ambiguous tax policy
will involve a greater level of cognitive processing
to maximize utility thus the consumer will over
simplify the process to overcome cognitive
limitations resulting in suboptimal decisions such as
tax evasion.

2.2 Empirical Review

Bethencourt and Kunze (2018) while
working on ‘Tax evasion, social norms, and
economic growth’ discovered that some taxpayers
never evade taxes even when they have the
opportunity; a higher tax rate results in tax non-
compliance; tax evasion decreases with different
levels of development and tax morale is positively
linked with per capita income. The study used a
dynamic overlapping generation model and
empirical literature and concluded that lower tax
rates are more suitable for reducing tax evasion.
Since the study posits that evasion is a more severe
problem in developing countries than in developed
countries, specific recommendations should have
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been given on how developing countries can
overcome the challenge.

Salé et. al.,(2021).while working on
‘Albanian Individual Taxpayers Perceptions and
Determinants on Ethical Behaviour Regarding Tax
Compliance’ wused primary data of 387 taxpayers
and secondary data from reports of local and foreign
organizations to identify factors that influence
taxpayers’ ethical perception of tax avoidance and
tax evasion. Factor analysis and the ordinal logit
model were used for the analysis and the findings
are that fiscal policies influence tax compliance with
higher tax rates being a major driver of this
situation. The result recommends transparency in
tax policy design and implementation and salience
in tax fund expenditures. The study failed to
calculate the marginal effects of the variables
meaning only the signs of the coefficient can be
used for inference.

Palil et. al., (2016) in a study on ‘Issues,
Challenges and Problems with Tax Evasion: The
Institutional ~Factors Approach’ analysed the
determinants of tax evasion using institutional
perspectives such as probability of being detected,
the role of the tax authority and the complexity of
the tax system ten years after the introduction of a
Self-Assessment  System  (SAS). The study
employed a survey method with 1,073 respondents
and the data was analysed using Ordinary Least
Squares (OLS) method. The results show that
complexity in the tax system and the low probability
of audit significantly impacted tax evasion. They
recommended that tax administration should
increase taxpayers’ awareness and education;
simplify tax systems and improve their knowledge
of the behaviour of taxpayers. The study employed a
wrong model for the analysis since tax evasion is a
binary variable, OLS is not suitable.

According to Orumwenseet. al.,(2021), the
variables  ‘trust in government’, ‘religion’,
‘employment’, and ‘age’ have significant effect on
the willingness to pay tax and tax compliance, while
‘culture’ and ‘education’ have no significant effect
on tax morale and tax compliance in Nigeria. Using
multiple regression, the study established that tax
simplicity, government accountability and tax
payers’ involvement in enacting tax policies are
issues that must be examined to improve tax
compliance. The study concludes that the social
psychology of individuals must be examined to
improve tax compliance in Nigeria.

Chooa et. al., (2015) in a laboratory
experiment using framing manipulation on three
different subject pools detected that tax compliance
behaviour is not influenced by any level of

awareness of audit probability and they show that
higher rate of fines increases tax compliance. They
also opined that tax payers were influenced by
professional norms and social norms of tax
compliance outside of the laboratory.

Alm et. al, (2018), predicted using
experimental methods that tax compliance
behaviour of individuals were influenced by
information and peer effects. The research revealed
that the probability of tax evasion was lower when
Individuals believe that their peers are paying taxes
and higher when they believe that others are evading
taxes. The study concludes that social norms can be
effective and useful in improving tax compliance
behaviour in a society and recommends that tax
policy should be appealing, covering diverse
motivations that support tax compliance.

Since a vast number of research has shown
that tax compliance behaviour is not only affected
by the standard variables of probability of audit, tax
rate and rate of fine, Alm and Torgler (2004)
conducted a cross-country study of fourteen
European countries using social and institutional
factors. The estimation was carried out using the
ordered Probit model and they detected that citizens
of countries with better institutions (especially the
rule of law and good democratic government) have
higher tax morale than citizens of countries with
poor institutions.

According to Alabede, (2014), majority of
studies that have been conducted on tax compliance
have been done in the developed countries. To this
end he conducted a study to understand the tax non-
compliance behaviour in a developing country such
as Nigeria. The study used residents of Abuja,
Nigeria and the analysis was done using the
ANOVA technique. The results signify that
demographic variables such as age, ethnicity,
income level and employment status positively
influence individual tax compliance behaviour in
Nigeria. Conversely, the variables educational level,
religion and gender had no significant effect on tax
compliance behaviour in Nigeria. The study posits
that tax administrators should consider the
demographic  background of tax payers in
formulating tax policies especially considering that
culture has a huge effect on tax compliance in
Nigeria.

Vincent (2021) investigated small and
medium scale enterprises tax non-compliance
behaviour in Nigeria with a theoretical foundation in
behavioural economics. Using the ordinary Least
Square method, the study finds that tax penalty, tax
complexity, tax evasion opportunity and tax payers’
poor perception about government fairness and lack
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of trust in government are factors that are positively
correlated with tax non-compliance behaviour while
tax information emerges as the most significant
factor in reducing tax evasion. Tax rate and tax
compliance costs show no significant effect on tax
compliance. On the whole, participants in this study
are more interested in fairness and equality in the
reallocation of tax revenue; tax simplicity and tax
information instead of lower tax rates.

Congdon et. al., (2009) in an empirical
study of behavioural economics and tax policy
maintain that the theory of behavioural economics
does not yet offer a definite explanation on the
deviation of individuals from perfect rationality and
how tax policy should reflect the views of the
theory. However, they posit that the theory of
behavioural economics triggers some uncertainty in
typical conclusions in tax policy while moving
towards a new line of thinking in areas such as tax
salience. This position is followed by Torgler
(2021), arguing that even though behavioural
economics has major opportunities, the drawbacks
needs critical scientific re-evaluation to avoid
getting trapped in methods that diminish the
credibility of research.

Hallsworth et. al., (2014) using a sample of
200,000 individuals in a field experiment found that
tax compliance can be improved by using social
norms, improving tax salience and enhancing tax
information framing. They advocate that a
procrastination model should be adopted to increase
tax compliance through moral costs. The study also
observed that salience of tax penalty reduces tax
evasion.

Almet. al., (2012) in an empirical research
on using the combination of psychology and
economics to improve tax compliance concluded
that tax simplification, appropriate penalties,
enlightening tax payers on the use of tax revenue,
fairness in tax billing system, training of tax
officials on tax laws, promotion of social norms of
good behaviour in the community and procedural
justice all increase tax compliance in a society.

In a game-theoretic model of tax evasion
using Nash-equilibrium in pure strategies, Dmytro
(2018) argues that the traditional theory of tax
evasion, the Alingham — Sandmo’s model is useful
but not very efficient in analysing tax evasion
because it does not factor in many determinants of
the behaviour of tax payers and tax officials. For tax
officials, their behaviour is fixed only on one factor
which is the probability of audit ignoring the
probability of non-detection of tax evasion and the
detection of tax fraud; and for the tax payer, the
theory overlooks dutiful and responsible behaviour.

Edori et. al.,(2017) examined the major
issues and challenges plaguing the Nigerian tax
system and discovered that tax complexity, tax
multiplication, inefficient tax administration and
accounting, low technology infrastructure for
taxation and refusal to make tax refunds are the
major problems affecting tax revenue generation in
Nigeria. They recommended that government
should invest in tax technology, increase people’s
awareness on taxes, improve on tax personalization
and tax simplicity, increase trust in government,
reduce corruption of tax officials, conduct more
efficient audit, use stricter penalties and procedural
justice.

Tagat (2019) explores the wuse of
behavioural interventions in curbing tax evasion in
India. The experimental study posited that building
trust in government; social norms and cultural
beliefs reduce tax evasion. An interesting
intervention proposed is the use pictures of
important statesmen such as Mahatma Gandhi
which can influence tax compliance.

Musimenta (2020) examined the tax
information, tax complexity, compliance costs and
tax compliance in Uganda using the hierarchical
regression model. The study argued that tax
compliance is not affected by tax information but
tax complexity increases tax compliance costs
which ultimately lead to tax evasion. It emphasizes
that the cost of tax compliance is key in explaining
the relationship between complex tax laws and tax
compliance in Uganda, as tax laws become more
complex, tax payers are in need of professional help
incurring higher costs which lead to increased tax
evasion.

In measuring tax compliance among Small
and Medium Enterprises in Nigeria, Aladejebi
(2018) studied the level of tax compliance among
owners of small and medium enterprises (SMES) in
Nigeria using 223 participants, descriptive statistics
and chi-square test of association. The study
concluded that gender played a key role in
compliance as women business owners evade tax
less than the male business owners. Also low tax
education and tax multiplication was found to
increase tax evasion while tax amnesty reduced tax
evasion. The recommendations are that government
should increase incentives for tax compliance,
improve tax education and make tax compliance
processes more cooperative.

Abdul et. al, (2021) in an empirical
research on tax payers in Bangladesh, claimed that
social interactions impact tax compliance positively
but lack of research into the concept of tax evasion,
tax complexity, tax policy ambiguities, politically
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motivated tax policies and absence of a participatory
tax legislating process increased tax evasion. They
also suggested that balancing the tax policies of
Bangladesh with those of developing and developed
countries will birth better tax reforms that foster tax
simplification, fix loopholes in tax policies and
standardize tax amnesty to enhance tax compliance.

Comparing tax payer behaviour in America
and Italy, Alm et. al., (2017) using Tobit model
analysed the impact of culture and confidentiality of
taxpayer information on tax compliance and realized
that public disclosure discouraged tax evasion
despite the unrelated social norms in both countries.
The study notes that the use of public shame is more
effective in reducing tax evasion than the standard
enforcement rules of increased fines and higher
audit rates. Public display of pictures of defaulters
had a negative effect on tax evasion in both
countries. Public disclosure produces a deterrent
effect on participation in tax evasion however it was
found to increase income inequality between
individuals who are fully complaint and others who
engage in huge tax evasion decisions. They
recommend that the undesired effect of public
disclosure can be remedied by increased probability
of audit and increased rate of fine for large tax
evaders thus establishing that audits and fines
remain the foundation of any government policy to
reduce tax evasion while public disclosure should be
a supplementary tool.

Weber et. al., (2014) in an empirical
review asserted that even though it has been stated
that behavioural economics can stimulate tax
compliance, the evidence varies thus policy makers
must use behavioural economic measures with
caution. They recommend the use of moral suasion
in the drive for increased tax collection if the
number of tax evaders is small while maintaining
that culture and good governance are key factors
that influence tax compliance.

James and Edward (2014) using examples
in the concepts of tax compliance and tax
simplification commented that the failure of
scholars to take into account the behavioural factors
in tax research can result into poor conclusions. The
empirical study stressed that behavioural economics
is very important in tax research and also claim that
the best tactics for tax reform is an incremental
approach since government policy and objectives on
taxation changes constantly. The recommendations
are that appropriate changes in objectives and the
tax environment should be constantly observed
taking into consideration the effects on the tax
system.

Alm (2019), while working on what
motivates tax compliance empirically, he
established that individual differences and constant
changes in human behaviour determines what
influences taxpayers per time since individuals who
are tax complaint at one time become free riders
later depending on the situation at hand. The
analysis stated that it is impossible to construct a
universal theory of tax compliance that encompasses
all the discrepancies in individual behaviour
displayed in several studies that have evaluated tax
compliance. Further, taxpayers are thus divided into
four aspects namely ‘awareness’, ‘ability’,
‘opportunity’ and ‘motivation’. The ‘awareness’
includes tax knowledge, mental capacity to learn
about what is expected of them and their perceptions
of penalties while ‘ability’ includes level of personal
organization, time availability and more income to
get professional help. ‘Opportunity’ represents the
chances that evade individuals whose taxes are
deducted at source and others who file taxes
themselves while ‘motivation’ refers to individuals’
innate behaviour of just being pathologically honest,
negligent, rational, rebellious, fearful or conflicted.

I11.  Methodology

3.1 Research Design

This study is conducted to understand the
effects of certain independent variables as
determinants on the ordered dependent variable
‘personal income tax evasion’ in Nigeria. The core
variables used are ‘tax simplicity’ and ‘tax salience’
while the control variables used are ‘age’,
‘education’ and ‘gender’. The survey was done
through the issuance of questionnaires to collect
data from the target population. Cooper and
Schindler (2006) posit that this type of research
methodology is used to investigate the behaviour of
people by questioning them.

3.2 Population, Sample and Sampling Techniques
The target population are people in Abuja, the
federal capital territory of Nigeria. The choice of
location is preferred because it is a good mix of
Nigeria’s ethnicity and the people have a basic
knowledge of taxation.

3.3 Sample Size

The sample size is 1,013 observations comprising of
individuals over 18years of age that understand the
concept of taxation.
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3.4 Sampling Technique:

The research used a purposive sampling
method to select the participants of the survey. This
sampling technique ensures that the sample
represents the whole population and respondents
have specific characteristics in common. The type of
purposive sampling used is called the ‘Critical Case
Purposive Sampling’ that facilitates investigating
populations that furnish us with the best information
about the research. Patton (2002), states that some
of the indications to use the critical case sampling
are: ‘if the population chosen has that problem will
every other person have that problem?’ and ‘if the
population cannot understand the process is it likely
that others will not be able to understand it?

The Purposive sampling method also
referred to as Judgemental sampling permits the
researcher to use their discretion to pick the sample
that will give the best answer to the research

3.5 Model Specification

Variable Definitions

problem. The selected population must include
participants that have adequate information about
the research topic (Neuman, 2005). llker Etikan
(2016) states in his research on the ‘Comparison of
Convenience’ sampling and Purposive sampling’
that purposive sampling is valuable when
randomization cannot be used and the research has
inadequate resources. He continues that the sample
must include people or a group of people that are
skilled and knowledgeable about the research topic.

The sample size of the purposive sampling
method is not calculated mathematically like others
in probability sampling. The estimation of the
sample size is based on the discretion and analysis
of the researcher with respect to the uniqueness of
the study. This choice of sampling method arises
from the fact that randomization can result in greater
bias and cause enormous technical issues.

The variables used in this study are represented in table 1 below:

Dependent Variable Representation

Tax Evasion TAXE
Independent Variables

Control Variables

Age AGE
Gender GND
Education EDC
Core Variables

Tax simplicity TSC
Tax salience TSL

Features

An ordered variable that depicts three levels of tax
evasion: High tax evasion, Medium Tax evasion and
Low Tax evasion.

This represents the age of the respondent. It will consist
of six categories:20-29,30-39,40-49,50-59,60-69 and
above 69

A binary variable that denotes 1 if respondent is female
and 0 if male

A variable that represents the level of education and is
divided into six categories: Primary, Secondary,
Graduate, Masters’ degree, PhD and others

A binary variable that denotes 1 if respondent feels that
the tax process is explicit and understandable and O if
not

A binary variable that denotes 1 if respondent finds the
tax system attractive without hidden costs and 0 if not

Table 1.1: The Variables

The Model
Probit Model

The Probit model is a binary model that is
used to analyse a mixture of variables that have both
quantitative and qualitative properties. It is used to

simulate human behaviour as an outcome of the sum
of series of occurrences.

The probit model was developed as a result
of the fact that the linear probability model
generated errors that violated the homoscedasticity
and normality assumptions of the Ordinary Least
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Square regression when used to estimate binary
response variables. Also, Gujarati (2013) states that
the Logit Model and Probit Models are similar but
the researcher has chosen to use the Probit model
because of its common and extensive use in the
study of behavioural economics.

This research will employ the use of the
ordered Probit Model, an ordered response model in
which the dependent variable can take several
values. The ordered Probit model is used to analyze
dependent variables that contain  ordering
information and cannot be easily modelled using
classical regression. Ordinal Probit and Logit
models have been used extensively for analyzing
such data (Green, 2003).

In  Probit regression, the cumulative
standard normal distribution function is used to
model the regression function when the dependent
variable is more than one. The linear probability
model is transformed using the cumulative density
function of the standard normal distribution:

1 i i2
d(z) = \/T—nf_z; X2 d 1
Z; =ﬁ1+ﬁ2x2i +ﬁ3x3i+---+ui ............ 2

Where z; is the linear regression model that is
transformed by &(z;)and ¢(z;) is the probability
that yi=1, (Behnaz,2012)

The linear model for Model is thus depicted as
Zi=‘Tax Evasion’= p1+/2AGE +p3GND +p,EDC
+B5TSC +B6TSL +Uu;

The Regression Model for the research:

TAXE =p1+prAGE +p3GND +piEDC +[5TSC
+ﬁ6TSL+U[ __________ 1

Where: AGE =Age, GND=Gender, EDC
=Education,TSC=Tax  simplicity, TSL=  Tax
salience.

3.6 Methods of Data Analysis

This study applied the Maximum
Likelihood method of estimation because of its
suitable properties it possesses and the fact that the
dependent variable is binary (Gujarati, 2013).
Maximum likelihood estimation method uses the
sample to estimate the parameters of the probability
distribution that generated the sample (McFadden
1994).

The Marginal effects of the subsequent
coefficients were calculated to explain by how much
the probability of obtaining an outcome of y;=1 will
alter as a result of a unit increase or decrease in a
particular variable with other variables constant at
their average values.

Several test statistics which include the
Likelihood Ratio Test, Linktest and Z-test were
adopted in measuring the goodness of fit of the
model, the explanatory strength of the estimated
regression model and the statistical significance of
estimated parameters. Pearson’s  correlation
coefficient test and the Variance Inflation factor
were also used to detect the presence of correlation
between the variables. (Gujarati & Porter, 2009).
The test of hypothesis was carried out at 5% (0.05)
level of significance.

IV.  Results and Discussion of Findings

4.1 Descriptive Statistics

Table 4.1: Descriptive Statistics

Statistics TAXE AGE GND EDC TSC TSL

Mean 2.410661 2.796644 0.399803 2.733465 0.326752 0.276407
Median 3.000000 3.000000 0.000000 3.000000 0.000000 0.000000
Maximum 3.000000 6.000000 1.000000 6.000000 1.000000 1.000000
Minimum 1.000000 1.000000 0.000000 1.000000 0.000000 0.000000
Std. Dev. 0.655748 1.036921 0.490100 0.723706 0.469257 0.447441
Skewness -0.667111 0.163462 0.409088 0.372979 0.738756 0.999924
Kurtosis 2.404079 2.741503 1.167353 4.872928 1.545760 1.999849
Jarque-Bera 90.12619 7.331593 170.0155 171.5478 181.4053 211.0289
Probability 0.000000 0.025584 0.000000 0.000000 0.000000 0.000000
Sum 2442.000 2833.000 405.0000 2769.000 331.0000 280.0000
Sum Sq. Dev. 435.1649 1088.109 243.0800 530.0355 222.8450 202.6061

Source: Authors’ Computation

The descriptive statistics for the entire
sample in table 4.1 shows the mean, median,
maximum, minimum and standard deviation values
of both the independent and dependent variables.
Inference can be drawn from the table as follows:

The average age of the individuals that participated
in the survey is between 40-49 years since the
variable ‘AGE’ has a mean of 2.790. The variable
gender ‘GND’ has a mean of 0.3998 suggesting that
about 40% of the participants are female while 60%
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are male. The variable education ‘EDC’ shows that
most of the respondents are graduates of the first
degree level deduced from a mean of 2.729 as
shown in the table. Furthermore, about 33% of the
respondents believe that the tax process is simple
(TSC) while 28% of the respondents believe that the
tax system is attractive and honest (TSL). The
statistics also show that the most respondents are in
the mid category of tax evasion.

4.2Regression Results

The regression was conducted using the
ordered Probit regression framework to determine
the effects of the independent variables on the
dependent variable Tax Evasion. Stata statistical
software was used to run the regression results and
all other econometric tests in the research.

Table 4.2: Ordered probit regression

TAXE Coef. St.Err. t-value p-value [95% Conf Interval] Sig
AGE -.304 .043 -7.12 0 -.388 -221 falaled
GND -.103 .081 -1.28 2 -.261 .055

EDC -.376 .059 -6.32 0 -.493 -.26 falaled
TSC - 475 .093 -5.11 0 -.657 -.293 falaled
TSL -578 097 -5.95 0 -.768 -.387 Fkk
Constant -3.855 2 b b -4.246 -3.464

Constant -2.226 174 b b -2.566 -1.886

Mean dependent var 2411 SD dependent var 0.656

Pseudo r-squared 0.154 Number of obs 1013

Chi-square 291.832 Prob > chi2 0.000

Akaike crit. (AIC) 1613.468 Bayesian crit. (BIC) 1647.913

% < 01, ** p<.05, * p<.1

Source: Authors’ Computation

In non- linear regression models that are
estimated using the maximum likelihood method
like the ordered Probit model, only the signs of the
coefficients from the regression results can be used
for inference. Instead, the marginal effects of the
regressors is used to measure how much the
conditional probability of the y variable changes
when we change the value of a regressor, holding all

and all the regressors are involved in computing the
changes in probability of the dependent variable
(Gujarati,2013). Therefore, in the regression result
in table 1.2, only the signs of the coefficients can be
used to make real inferences on existing
relationships  between variables. Therefore,the
marginal effects of the independent variables on tax
evasion has to be computed for better inference. The

other regressors constant. This is because the rate of results are shown in table 4.3.

change in the probability is somewhat complicated

4.3Marginal Effects of Independent Variables on ‘Tax Evasion’
Table 4.3: Result of Marginal Effects

Delta-method

dy/dx Std.Err. z P>z [95%Conf. Interval]
AGE
_predict
1 0.040 0.006 6.640 0.000 0.028 0.052
2 0.060 0.008 7.260 0.000 0.044 0.077
3 -0.100 0.013 -7.550 0.000 -0.126 -0.074
GND
_predict
1 0.014 0.011 1.280 0.202 -0.007 0.034
2 0.021 0.016 1.290 0.198 -0.011 0.052
3 -0.034 0.027 -1.290 0.199 -0.086 0.018
EDC
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_predict

1 0.049 0.008 6.030 0.000 0.033 0.065
2 0.075 0.012 6.340 0.000 0.052 0.098
3 -0.124 0.019 -6.580 0.000 -0.161 -0.087
TSC

_predict

1 0.062 0.013 4,920 0.000 0.037 0.087
2 0.094 0.018 5.140 0.000 0.058 0.130
3 -0.157 0.030 -5.240 0.000 -0.215 -0.098
TSL

_predict

1 0.076 0.013 5.700 0.000 0.050 0.102
2 0.115 0.019 5.970 0.000 0.077 0.152
3 -0.191 0.031 -6.170 0.000 -0.251 -0.130

Linktest: from the model. This will be the case unless the

The linktest is a very versatile test which
is used to detect a specification error mostly in non-
linear models. It also shows the goodness of fit and
the incidence of omitted variables. The test
assumes that if the model is correctly specified,
there will not be any additional predictors that are
statistically significant except by chance. After the
regression command, linktest uses the linear
predicted value (_hat) and linear predicted value
squared (_hatsq) as the predictors to reconstruct the
model. The variable _hat should be a statistically
significant predictor, since it is the predicted value

model is completely mis-specified. On the other
hand, if our model is correctly specified,
variable _hatsq should not have much predictive
power except by chance. Therefore, if hatsq is
significant, then the linktest is significant which
means that either we have omitted relevant
variable(s) or our link function is not correctly
specified.The linktest results in table 4.4 below
show that the variable _hat is statistically
significant while the variable _hatsq is not
statistically significant implying that the model is
well specified and there is no omitted variable.

Table 4.4: The Linktest

TAXE Coef. Std.Err. z P>z [95%Conf.  Interval]
_hat 1.047 0.329 0.001 0.403 1.692
_hatsq 0.010 0.065 0.883 -0.118 0.138
/eutl -3.908 0.405 -4.703 -3.114
feut2 -2.280 0.397 -3.058 -1.502

Variance Inflation Factor:

A variance inflation factor (VIF) is a measure of the amount of multicollinearity in regression
analysis. Multicollinearity exists when there is a correlation between multiple independent variables in a
multiple regression model. This can adversely affect the regression results. Thus, the variance inflation
factor can estimate how much the variance of a regression coefficient is inflated due to multicollinearity.

In regression analysis, the variance inflation factor (VIF) is a measure of the degree of
multicollinearity of one regressor with the other regressors. As a rule of thumb, a VIF of five or below is
not a cause for concern. As VIF increases, the less reliable the regression results are. Table 1.5 shows the
VIF of all the regressors to be very low indicating that there is no multicollinearity between the variables.

Table 4.5: Variance inflation factor

1VIF

VIF
TSL 1.384
TSC 1.378
AGE 1.289

122
726
776
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EDC 1.248 .801
GND 1.077 929
Mean VIF  1.275

Pearson’s Correlation Coefficient

The Pearson’s correlation coefficients in table 1.6 below reveal that the correlation between most of the
variables ranges from low to medium degree. However, it was observed that a higher degree of correlation exists
between ‘Age’ and ‘Education’and ‘Tax Simplicity’ and ‘Tax Salience’ but not high enough to result in

multicollinearity.

Table 1.6: Pearson’s Correlation Effect

Pairwise correlations

Variables (1) (2) 3) (4) (5) (6)
(1) TAXE 1.000

(2) AGE -0.322  1.000

(3) GND -0.023  -0.207  1.000

(4) EDC -0.340 0.414  0.047  1.000

(5) TSC -0.311  0.045 0.037 0.117 1.000

(6) TSL -0.330  0.062 0.081 0.109 0.520 1.000

4.4 Evaluation of Research Hypothesis
Using the data collected and the regression results to
test the different hypothesis of the research, the
following inferences are drawn. The decision rule to
accept or reject the null hypothesis is based on a z-
statistics that has a level of significance lower than
5%. Thus the decision rule can be written as reject
Ho if p< 0.05.

Decision Rule: reject Ho
if p< 0.05
The null hypothesis of Tax simplicity (Hoz) and Tax
salience (Hoz2) will be rejected since they have p-
values of 0.00 and 0.00 respectively. The p-values
indicate that the variables tax simplicity and tax
salience have a very significant relationship with
personal income tax evasion and implies that the
variables sufficiently contribute to personal income
tax evasion in Nigeria.

4.5 Discussion of Findings

The results reveal that tax simplicity has a
negative relationship with personal income tax
evasion and if tax simplicity increases by one unit,
taxpayers are 6% more likely to be in the low tax
evaders category, 9% more likely to be in the mid
tax evaders category and 16% less likely to be in the
high tax evaders category. This implies that if tax
complexities associated with tax policies in Nigeria
reduces, tax evasion will also reduce. This discovery
is in line with William and Holtzblatt, (2020) and
Palil et. al., (2016) who posit that simplicity in
taxation reduces tax evasion because taxpayers have
a better understanding of the tax process and can
make informed decisions. It also supports the
argument of Prebble, (1994) that the ambiguity of

tax laws increases tax evasion due to the complexity
of the language of law used to document it but
Blank and Osofsky, (2017) state that the
simplification of the tax laws may benefit taxpayers
and the government but may result in inadequate
explanation and partial implementation of tax laws.
The tax policy should be user-friendly and ensure
that individuals are able to comprehend their tax
obligations and file their returns appropriately;
improve the efficiency of tax administrators
(Mansour et. al., 2015) and reduce the transaction
costs related to tax compliance which will reduce
tax evasion. Palil et. al., (2016) also argue that tax
administrators must be involved in tax policy design
to ensure that tax systems are simplified to suit the
behaviour of the tax payers.

The position of Chetty et. al., (2008) and
Morone et. al., (2018) that the presentation of tax
affects the level of compliance and the better the tax
salience, the less the tax evasion supports the
finding of an inverse relationship between tax
salience and tax evasion. If tax salience increases by
one unit, taxpayers are 8% more likely to be in the
low tax evaders category, 12% more likely to be in
the mid tax evaders category and 19% less likely to
be in the high tax evaders category. This result
shows that taxpayers in Nigeria do not find the tax
system attractive and honest. Lack of visibility and
transparency of tax laws also results in low
perception of fairness which ultimately increases tax
evasion. The framing of tax policy with clear and
concise requirements and availability of tax policy
documents will also enhance the reduction of tax
delinquencies (Troiano & Perez-Truglia, 2015).
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V. Conclusion and Recommendations [2]. Akdede, Sacit Hadi. (2006). Corruption and
The core variables of the research, tax Tax Evasion. Dogus Universitesi Dergisi. 2.
simplicity and tax salience both indicate that 141-149. 10.31671/dogus.2019.247.
taxpayer’s evasion increases as the complexity in [3]. Akitoby B., (2018). Raising revenue: Five
tax policy increases and the visibility of tax policy country cases illustrate how best of improve
reduces. These two variables maintain the taxpayers tax collection. IMF Finance and Development
in a positive direction of low tax evasion as the Magazine March
movement is from high evasion (category 3) to low 2018.https://www.imf.org/external/pubs/ft/fa
evasion (category 1) with statistically significant ndd/2018/03/pdf/akitoby.
coefficients. Conclusively, this study shows that tax [4]. Alabede J. O. (2014). An exploratory analysis
evasion in Nigeria can be curbed by increasing the of individual taxpayers’ compliance
simplicity of tax policy and reducing the ambiguity behaviour in Nigeria: a study of demographic
associated with tax laws. differences and impact. International Journal
Based on the findings of this study, the following of Accounting and Taxation, 2(2) 39-64.
recommendations are made: ISSN: 2372-4978 (Print), 2372-4986 (Online)
i. The Federal and State Governments should invest [5]. Alabede J.O., Ariffin Z.Z & Idris K.M,,
in taxpayer enlightenment by increasing the (2011). Determinants of tax compliance
awareness about taxation and encourage record behaviour: A proposed model for Nigeria.
keeping. Tax administration should also collaborate International Research Journal of Finance and
with other departments and institutions that can Economics, 78(1), 122-136.
share data with them to foster increase in tax [6]. Aladejebi O., (2018). Measuring Tax
collection and compliance. Compliance among Small and Medium
ii. The tax policy should be harmonized by the Enterprises in Nigeria. International Journal
Federal Government in such a way that government of Accounting and Taxation, 6 (2), 29-40.
can cut back on its complexity by resolving [7]. Ali M., Fjeldstad O. & Sjursen I.H, (2014).
discrepancies between different tax jurisdictions. To pay or not to pay? Citizens’ attitudes
Sensitization and awareness programmes should be toward taxation in Kenya, Tanzania, Uganda,
conducted on tax filing, payment and contact with and South Africa. World Development, 64,
tax administration. 828-842.
iii. The framing of tax policy should be addressed [8]. Alleyne, P., & Harris, T. (2017). Antecedents
by the State governments to increase tax salience of taxpayers’ intentions to engage in tax
which has been shown to be negatively related to tax evasion: evidence from Barbados. Journal of
evasion in the study. All tax requirements and Financial Reporting and Accounting.
penalties should be very visible for taxpayers to [9]. Allingham M.G., & Sandmo A, (1972).
quickly identify with them. Income tax evasion: a theoretical
iv. Tax administration in the States and FCT should analysis. Journal of Public Economics,3-
improve communication with taxpayers to foster 4,323-338.
good relationship through disclosure of how tax [10]. Alm J, McClellan C., & Schultz D. (1992).
obligations or penalties are calculated. Why do people pay taxes? Journal of Public
v. The Federal Government must pursue Economics 48 (1),21-38
transparency in tax policy, tax processes and be [11]. Alm J. & Jorge Martinez-Vazquez &
open about government expenditures to give Chandler McClellan, (2016). Corruption and
taxpayers clarity about the importance of their Firm Tax Evasion, Working Papers 1624,
contributions. Tulane University, Department of
vi. Tax administrators in the States and FCT should Economics.
be trained to make tax enforcement well-defined, [12]. Alm J., & Kasper M., (2020). Tax evasion,
fair and respectful. To engender trust in government, market adjustments, and income distribution,
tax simplicity must also be introduced as very IZA World of Labor, ISSN 2054-9571,
complex tax laws can make taxpayers believe that Institute of Labor Economics (I1ZA), Bonn,
tax system is unfair. https://doi.org/10.15185/izawol.91.v2
[13]. Alm J., & McClellan C., (2012). Tax morale
References and tax compliance from the firm’s
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