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Abstract: This study explores the determinants of tax compliance among Small and Medium Enterprises (SMEs),
focusing on factors such as financial literacy, regulatory environment, and perceived fairness of the tax system.
Through a survey of SMEs across various industries, the research reveals that higher levels of financial literacy
and a supportive regulatory environment encourage tax compliance. The study offers recommendations for
policymakers to improve tax compliance rates among SMEs.
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1. INTRODUCTION

Tax compliance is a critical issue for the economic development of countries,
particularly in developing nations like Nigeria. Small and Medium Enterprises (SMEs) play a
significant role in economic growth, job creation, and innovation. However, many SMEs
struggle with tax compliance due to various factors, which can undermine their sustainability
and contribution to the economy. This study aims to identify the key determinants of tax
compliance among SMEs in Nigeria, emphasizing the importance of financial literacy, the
regulatory environment, and the perceived fairness of the tax system.

The relevance of tax compliance is heightened in the context of Nigeria, where SMEs
contribute significantly to the GDP yet face challenges related to tax obligations.
Understanding the factors that influence tax compliance can provide valuable insights for
policymakers and practitioners seeking to enhance compliance rates and promote a more robust

tax system.

2. LITERATURE REVIEW

Tax Compliance

Tax compliance refers to the degree to which taxpayers adhere to tax laws and
regulations, including timely filing of tax returns and payment of taxes owed. Various
studies have identified a range of determinants influencing tax compliance, including
demographic factors, economic conditions, and individual perceptions of the tax system
(Torgler, 2007; Kirchler, 2007).
Financial Literacy

Financial literacy is the ability to understand and effectively use financial concepts.

It has been recognized as a critical factor influencing tax compliance among SMEs. Higher
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financial literacy levels enable business owners to comprehend tax obligations and navigate
the complexities of the tax system (Lusardi & Mitchell, 2014). Studies indicate that
financially literate entrepreneurs are more likely to comply with tax regulations (Friedman
et al., 2019).
Regulatory Environment

The regulatory environment encompasses the legal and institutional frameworks
that govern tax policies and practices. A supportive regulatory environment can facilitate
tax compliance by providing clear guidelines and reducing bureaucratic hurdles.
Conversely, a burdensome regulatory framework can hinder compliance efforts among
SMEs (Bird & Zolt, 2003). Research shows that SMEs operating in an enabling regulatory
environment tend to demonstrate higher tax compliance levels (Jouste & Hodge, 2019).
Perceived Fairness of the Tax System

The perceived fairness of the tax system refers to taxpayers' beliefs about the equity
and justice of tax policies and their implementation. If SMEs perceive the tax system as
fair, they are more likely to comply with tax obligations. Conversely, perceptions of
unfairness can lead to tax evasion and non-compliance (Feld & Frey, 2002). Studies suggest
that building trust in the tax system is essential for enhancing compliance rates (Cummings

et al., 2009).

3. METHODOLOGY
This study employs a quantitative research approach, utilizing a survey method to
gather data from SMEs across Nigeria. A structured questionnaire was developed to assess
various factors influencing tax compliance, including financial literacy, regulatory
environment, and perceived fairness of the tax system. The survey was distributed to 300 SMEs
in diverse industries, including manufacturing, retail, and services.
Sample Selection
A stratified sampling technique was used to ensure representation from different
sectors. The sample included SMEs of varying sizes and stages of development to capture
a comprehensive understanding of tax compliance dynamics. The final dataset comprised
250 completed questionnaires, yielding a response rate of 83%.
Data Analysis
The collected data were analyzed using descriptive statistics and regression analysis
to determine the relationships between tax compliance and its determinants. The analysis

aimed to identify significant predictors of tax compliance among SMEs in Nigeria.
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4. RESULTS
The findings from the study reveal several important insights regarding tax compliance
among SME:s in Nigeria:

a. Financial Literacy: The analysis indicates a positive relationship between financial
literacy and tax compliance. SMEs with higher levels of financial knowledge were more
likely to comply with tax regulations.

b. Regulatory Environment: A supportive regulatory environment was found to
significantly influence tax compliance. SMEs reported higher compliance rates when
they perceived the regulatory framework as clear and accessible.

c. Perceived Fairness: The perceived fairness of the tax system emerged as a crucial
determinant of tax compliance. SMEs that viewed the tax system as equitable and just
were more inclined to fulfill their tax obligations.

d. Demographic Factors: Demographic variables, such as the age and education level of
business owners, were also found to correlate with tax compliance, suggesting that

more experienced and educated entrepreneurs are more compliant.

5. DISCUSSION

The results of this study align with existing literature, reinforcing the notion that
financial literacy, a supportive regulatory environment, and perceived fairness significantly
influence tax compliance among SMEs. The findings emphasize the importance of enhancing
financial literacy programs for entrepreneurs, as improved knowledge of tax obligations can
lead to greater compliance rates.

Moreover, policymakers should strive to create a more enabling regulatory environment
that minimizes bureaucratic hurdles and provides clear guidelines for tax compliance.
Addressing concerns regarding the fairness of the tax system is also essential; building trust
between tax authorities and SMEs can foster a culture of compliance and cooperation.

While the study provides valuable insights, it is important to acknowledge its
limitations. The findings are based on self-reported data, which may be subject to biases. Future
research could explore qualitative methods to gain deeper insights into the factors influencing

tax compliance among SMEs.
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6. CONCLUSION

In conclusion, this study highlights the critical determinants of tax compliance among
Small and Medium Enterprises in Nigeria. Financial literacy, a supportive regulatory
environment, and the perceived fairness of the tax system play pivotal roles in encouraging tax
compliance. By addressing these factors, policymakers can improve tax compliance rates
among SMEs, thereby enhancing their contributions to the economy.

To achieve sustainable economic growth, it is essential for governments to foster an
environment where SMEs can thrive and fulfill their tax obligations. Future research should
focus on longitudinal studies to assess the long-term effects of these determinants on tax
compliance and explore additional factors that may influence compliance behavior in different

contexts.
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