[image: image1.png]


Proceeding of the 15th Open University Research Sessions (OURS 2017)

[image: image2.emf]Proceeding of the Open University Research Sessions (OURS 2019)


INFLUENCE OF BUSINESS LOCATION ON TAX COMPLIANCE: AN APPLICATION OF THE SLIPPERY-SLOPE FRAMEWORK
N. Dissanayake *, S. P. Premaratna 

Faculty of Graduate Studies, University of Colombo
Introduction 

Tax compliance is becoming an important topic around the world because of governments' continuous search for revenue to improve the providing of public services to its citizens. People's decision for tax compliance depends on many factors. According to Williams (2020), the business community living in urban areas were significantly more compliant compared with those in rural areas. Therefore, to understand the influence of business location on tax compliance is essential for tax planners and policymakers to implement strategies that improve tax compliance. 
The purpose of this study is to explore the influence of business location as urban and rural, towards the tax compliance behaviour of Small Business Enterprises (SME) in Sri Lanka. Slippery-Slope Framework (SSF) is a model developed by Kirchler (2007) to measure tax compliance from both economic and non-economic perspectives. This study employed the assumptions of SSF, the power of tax regime, trust in authority, voluntary compliance, and enforced compliance to understand the compliance pattern of SME taxpayers and further explore the changes of the compliance pattern in urban and rural settings.

Research Problem
Building up a strong relationship between taxpayers and tax collectors is an essential factor in terms of high tax compliance. The government always attempts to rake in money for its recurrent expenditure from taxes collected from the people engaged in various disciplines. In this process, the government and the policymakers should recognize the influential determents behind the taxpayer's compliance decision, then to improve the quality of the relationship between tax collectors and taxpayers. 

Business location is very influential factor when forecasting business performance. Another point is when the taxpayer received the privileges higher than what he pays as tax, and then he compels to contribute a fairer share to the government (Williams & Franic, 2015). Karakaya & Canel (1998) found in their study that the location of the company is vital as it connects to many important factors of a company, such as availability of skilled labour, transportation facilities, and availability of infrastructure facilities (Karakaya & Canel, 1998). 
However, there is no empirical evidence in the literature to provide a conclusive answer to the question of how the business location impact on tax compliance behavior of Small and Medium Enterprises (SME) taxpayer. Further, the influence of urban-rural business location on individual tax compliance decisions of the SME business community has not studied in Sri Lanka applying SSF assumptions. Therefore, this study attempts to reduce this gap by examining how the business location influence the decision of tax compliance of the business communities. 
Research Objectives 
The objective of this paper is to study the impact of SMEs on tax compliance patterns in urban and rural settings in Sri Lanka. The study also focuses on the variance of the tax compliance and to determine how the tax revenue contribution could improve in these sectors. Besides, this study attempts to find answers to the questions below:

1) Is there a positive relationship between the trust placed in revenue authority and voluntary compliance behavior of the SME taxpayer in urban and rural settings?
2) Is there a positive relationship between the power of the revenue authority and enforced compliance behavior of the SME taxpayer in urban and rural settings?
Literature Review
There are many economic and behavioral factors influencing the taxpayer's compliance behavior. Loo & Ho (2005), explain the tax compliance behavior as the degree of honesty, and adequate tax knowledge, change tax compliance pattern of the taxpayers. Therefore, the primary purpose of taxation is to please rather than penalize people; tax systems should be designed accordingly and not discourage the business community. Kirchler (2007) presents an in-depth view of the determinants of tax compliance, categorizing them into three main areas. According to him, there are economic determinants such as audits, fines, tax rates, income, individual rational thinking process, as well as psychological factors like attitude, norms, perception of fairness, and political determinants comprising the complexity of tax law and fiscal policy. Combining all these three areas Kirchler, Hoelzl, & Wahl (2008) highlighted that tax compliance could happen either voluntarily or enforcing taxpayers. SSF (Kirchler, 2007) assumes that the pillars of power and trust build up relationships between taxpayers and tax collectors, and that understanding decides the pattern of tax compliance. 
The power of tax authority enforced people to pay tax. There are two types of power; legitimate power and coercive power, both enhance tax compliance either voluntarily or forcefully (Kastlunger, Lozza, Kirchler, & Schabmann, 2013). According to Turner (2005), the legitimate power refers to the ability of the authorities in which individuals willingly cooperate, and coercive power relates to attempts by the authorities to the people who do not obey the law by enforcements. The tax regime uses both legitimate power and coercive power to collect money from taxpayers (Kirchler, Hoelzl, & Wahl, 2008). The legal power means reduce tax misconduct of taxpayers, using the power delegated through tax legislation by tax officers. The coercive power of authority refers to tax collectors to detect and punish unlawful acts, like tax evasion and producing incorrect information. 
In a voluntary compliance environment, business community willingly contribute to the government revenue collection. The factors of taxpayer's awareness of tax laws, business experience, frequency of visiting tax officers influenced voluntary compliance (Lubua, 2014). When taxpayers do not trust the tax administration and the tax system, it will increase the non-compliance rate, and as a result, the total revenue collection of the state will reduce (Murphy, Bradford, & Jackson, 2016).

The national and social norms are a significant factor of voluntary tax compliance; therefore, modern tax systems rely on voluntary compliance for revenue generation. Most of the countries around the world work extensively to improve their taxation approaches focusing on voluntary tax compliance systems as it is very cost effective and taxpayer friendly (Hauptman, Gürarda, & Korez-Vide, 2015). 
Conceptual Framework
Based on the SSF, the current study developed the following conceptual framework, which shows the influence of power, trust, voluntary compliance, and enforced compliance on SME tax compliance. Further, attempts to identify the impact of business location, such as urban setting and rural setting on tax compliance.
Figure 1. Conceptual Framework




 Source: Developed by the researchers based on the assumptions of the SSF
The hypothesis for the study was developed based on the conceptual framework shown above in Figure 1.
H1a: Trust in the tax authority is significantly related to voluntary tax compliance of SME owners in an urban location

H1b: Trust in the tax authority has a positive relationship with voluntary tax compliance of SME owners in a rural location

H2a: Voluntary compliance is significantly related to total tax compliance of SME owners in an urban location

H2b: Voluntary compliance has a positive relationship with total tax compliance of SME owners in a rural location

H3a: The power of the tax authority is significantly related to enforced tax compliance of SME owners in an urban location

H3b: The power of the tax authority has a positive relationship with enforced tax compliance of SME owners in a rural location

H4a: Enforced compliance is significantly related to total tax compliance of SME owners in an urban location

H4b: Enforced compliance has a positive relationship with total tax compliance of SME owners in a rural location
Methodology
The quantitative research approach was utilized in this study. There were 32,117 registered SME taxpayers at the Inland Revenue as of December 31, 2019, and out of such a sample of 408 respondents was randomly selected based on Yamane's (1967) sample selection formula. Since the respondents of the survey comprised of different ethnic groups, the questionnaire was prepared in three main languages; namely Sinhala, Tamil, and English. At the time of addressing and mailing the survey forms, the medium of instruction was selected based on the available taxpayer profile data at the Inland Revenue. A questionnaire was posted to each participant to collect data. The participation in the survey was voluntary and assured that their answers would be kept confidential. The respondents' perceptions for the questions were measured using a 5-point Likert scale, in which the level of agreement spread from 1 = strongly disagree to 5 = strongly agree. 

RESULTS AND DISCUSSION

Engaging Statistical Package has analyzed the data for the Social Science (SPSS) Version 26. The reliability test shows that all five variables, which consists of 18 items in total, have a Cronbach's Alpha of more than 0.6, which meant all 18 items in the questionnaire are acceptable and reliable. The groups of data sets proved statistically significant. Also, the factor analysis confirmed the appropriateness of these groups of data sets with the Kaiser-Meyer-Olkin Measure of Sampling Adequacy value of 0.924 (p<0.001 Bartlett's Test of Sphericity). The Shapiro Wilk test defined that data are reasonable, and the P-Plot shows that the data set is linear and fit for further analysis. The person correlation analysis is shown in Table 1, present significant positive relationships among all the variables confirming the assumptions of SSF. 

Table 1. Results of the Structural Model

	Hypothesis
	Relationship
	Standard Error
	t Statistics
	Pearson Correlation
	P-Values

	H1a
	UT/UVC
	0.063
	15.080
	0.696
	<0.001

	H2a
	UVC/TC
	0.053
	13.617
	0.659
	<0.001

	H1b
	RT/RVC
	0.102
	3.854
	0.291
	<0.001

	H2b
	RVC/TC
	0.091
	8.357
	0.55
	<0.001

	H3a
	UP/UEC
	0.04
	15.164
	0.698
	<0.001

	H4a
	UEC/TC
	0.064
	11.665
	0.6
	<0.001

	H3b
	RP/REC
	0.067
	6.833
	0.474
	<0.001

	H4b
	REC/TC
	0.122
	1.661
	0.13
	<0.001


    Source: Survey Data, 2020

In the above Table 1., UT=Urban Trust, UVC=Urban Voluntary Compliance, RT=Rural Trust, RVC=Rural Voluntary Compliance, UP=Urban Power, UEC=Urban Enforced Compliance, RP=Rural Power, REC=Rural Enforced Compliance, and TC= Total Compliance
Furthermore, the multiple regression analysis shows that trust in authority and power of authority has a significant effect on individual tax compliance behavior both in rural and urban. Also, the statistical data proves that faith and voluntary compliance has a positive relationship whether the business is in a rural setting or an urban environment. Similarly, there is a notable relationship between voluntary compliance and overall compliance in both these settings. The reasons adduced could be the justification of the rural and urban business communities to what they receive in return to their tax money. Some of these are infrastructure development, protection by the law, a proper sanitation scheme, an effective garbage collection system, and rural and urban road development projects that directly have an impact on these communities. 

Further, it has been found that power and enforced compliance has a positive relationship in both rural and urban settings. Likewise, there is a convincing relationship between enforced compliance and overall compliance in both these settings, mainly because of the fear of the rigid tax laws governing the taxpayer. At the time of the receipt of tax forms, queries, and the tax authority asking for additional information, the taxpayer invariably ventures into unfamiliar terrain, forcing them to retain the services of lawyers and tax accountants, which sometimes add to their overhead expenditure. Simultaneously, the taxpayer's preference is to present a perfect character to society; hence, he is under compulsion to abide by the tax laws and effect the tax payments accordingly. 

Coefficient correlation proves in the urban setting when the enforced tax compliance is increased by 1, correspondingly the total compliance results in an increase by 0.3. In contrast, voluntary compliance is increased by 1; the total compliance tends to increase by 0.5. Likewise, in the rural location, when the enforced tax compliance is increased by 1, correspondingly, the complete compliance results in a decrease by 0.1, while the voluntary compliance is increased by 1, the total compliance tends to increase by 0.8. Therefore, in urban areas, voluntary tax compliance is more influential than the enforced compliance in increasing the volume of tax collection. This situation is the same concerning the rural taxpayer, too. However, the vital fact that proved is the adverse coefficient correlation between enforced compliance and the total compliance in rural settings.

conclusions / RECOMMENDATIONS

The study aims to determine the influence of trust and power on voluntary and enforced compliance in urban and rural locations. The research findings indicate that trust between the tax authority and the taxpayer has contributed towards increasing the volume of total revenue. The significant fact noted in the study is the negative influence of enforced compliance on entire tax collection among the SME taxpayers in a rural setting.  

Therefore, the policymakers should focus the attention to review the existing legislation to promote a better tax culture among the taxpayers to enhance the efficiency of tax collection. Rigid law and tax punishments, which amounts to compulsion, have shown negative compliance. The academics should measure the impact of voluntary compliance on the macroeconomic concerns. They should conduct studies to explore modalities and a road map to attract urban-rural SME taxpayers contributing towards government efforts. The responsibility that lies in the tax officials is to create friendly tax culture and conduct awareness programs and workshops that would motivate the respondents for a better tax compliance culture.
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