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 This study aims to obtain the results of value added tax (VAT) compliance through behavioral 
decision theory with work personal attributes of the taxpayer's, tax understanding and taxpayer 
education, and ability to pay theory with tax compliance cost and audit system as a connecting 
variable to VAT compliance.  The researcher randomly selected sample of n= 172 small and me-
dium enterprise owners from Jordan by using web-based survey questionnaires. Data analysis uses 
the SPSS 23.0 and validates the relationship between study variables. The researchers also propose 
a research model support by the behavior decision theory and the ability to pay approach. Findings 
reveal a strong positive relationship between personal characteristics, VAT education and tax com-
pliance under both theoretical grounds and also indicate a positive correlation between VAT com-
pliance cost, audit system and VAT compliance in Jordan. Addressing the understudies, this study 
extends the role of value added tax practices in SMEs. It provides some useful information to the 
government and policy makers to develop and impose the value added tax law on SMEs Level.  
Therefore, the researcher suggests more studies to investigate the factors affecting VAT compliance 
in Jordan by using the proposed conceptual model under consideration. 
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1. Introduction 
 

Public Services are responsible for covering everything, including the health system, social security, welfare, education, in-
frastructure development and others. To manage these functions, the government obligates the citizen to pay taxes as with the 
collective action, public interest and development are possible (MFO, 2016). These taxes are directly associated with eco-
nomic growth and development. For this purpose, local authorities establish an organized tax system that is a collection of tax 
administration, tax laws and tax administration. Establishing a tax system guarantees the successful implementation of fiscal 
policies and the public sector management system (Arifah & Saidin, 2016). As noted by Zeqiraj and Nimani (2015), by 
collecting taxes, the state manages its tasks, which are focused on public well-being. Initially, governments used to collect 
taxes only from the narrow group of citizens; however, with time, categories, types and amounts of taxes kept on changing 
and expanding. For this purpose, the tax system introduced several fundamental principles that ensure the designated level of 
revenue depending on the specific economic and fiscal policies of the current state (OECD, 2015; Salloum, Al-Emran, et al., 
2019). For this purpose, tax compliance is of greater importance that can maintain strong public finance as it is a process of 
managing public expenditures through equal distribution among the masses. To sustain tax compliance, policymakers, re-
searchers and stakeholders also suggest adopting effective tax policies (Youde et al., 2019). In this regard, tax enforcement, 
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in particular concerning the corporate sector, enhances corporate growth and formalization of business enterprises. Especially 
Modest Tax rates are essential for the medium and small level enterprise as the focus is widely towards economic growth and 
employment (World Bank, 2020). As a result, empirical data witnesses increased financial and audit rates and a reduction in 
tax rates. Those who understand the importance of tax, tax laws and perceived outcomes comparatively prefer more to com-
pliance tax than the others (Nguyễn, 2013). Especially when the government offers additional fruitful products, people show 
increased compliance resulting in lower tax rates in the future (Alm et al., 1992). Here McGee and Yoon (2014) cited an 
example of fewer unemployment rates in South Korea due to tax compliance. As the researchers found a strong significant 
relationship between tax compliance and improved economy, they also witnessed opposing tax evasion among all the age 
groups, gender and occupations. According to Alm (2019), the state makes every possible effort to reinforce compliance 
behavior among taxpayers. Authorities offer special advisory services, deduction packages and also help people to pay in 
instalments. Just like personal income taxes, Value Added Tax is another primary form of taxation that also influence eco-
nomic growth and development. Newly produced goods and services all contain Value Added Taxes that depend on the 
aggregate output (Ruebling, 1973). With its distinct features such as self-regulation, high efficiency and transparency, Value 
Added Tax is one of the primary building blocks of economic development and progress (Erfani et al., 2013). By keeping in 
view, the importance of Value Added Tax, back in January 2018, the United Arab Emirates, along with the Kingdom of Saudi 
Arabia, introduced the Value Added Tax system, and all the GCC countries agreed to implement a new taxation system. The 
newly introduced VAT system was designed, signed and executed by mutual agreement and support. Notably, in Jordan, 
Value Added Tax is applied with a 16% rate on imported goods or services from outside Jordan and sales of services or goods. 
However, products, i.e. waters, bread and others packed in less than 5 litres, are exempted from tax. Services such as air 
transport, activities of public health, religious organizations, social activities and education are also exempted (PWC, 2020). 
Thus the implementation of taxation laws in Jordan witnessed several economic improvements, leading to decreased unem-
ployment and increased public welfare (Fenochietto & Ménard, 2016). Jordan also facilitated Value Added Tax paying by 
simplifying tax form and also introducing an online tax payment system (Profile, 2020). Table 1 below describes the necessary 
taxes included VAT, that is directly/ indirectly linked with the business enterprise in Jordan: 
 
Table 1  
Types of Business Related Taxes in Jordan: 

Mandatory  
Contribution or 

Tax 

Payments Notes on  
Payments 

Time Statutory 
Tax Rate 

Tax base Total tax and 
contribution 

rate 

Notes on 
TTCR 

Corporate Income 
Tax 

1.0 online 8.5 14% Taxable income 10.48 - 

Property tax 1.0 Online and 
jointly 

- 7.5% gross salaries and any 
amount paid as a fixed 

monthly amount 

0.45 - 

Tax on interest 0.0 
  

Jointly - 5.0% Interest income 0.13 Included in 
other taxes 

Municipal business 
tax 

1.0 - - - Fixed fee (200 JOD) 0.10 - 

GST 1.0 Online 42 16.0% Value Added 0.00 Not included 

Source: (Loureiro, 2016) 
 
Similarly, when it is mainly about Value Added Taxes in Jordan, we can see a consistency in tax rates as the sales tax rate is 
a tax charged to purchasers based on certain services' and goods' purchase price. The benchmark we use for the sales tax rate 
refers to the highest rate. Incomes from the Sales Tax Rate are an essential source of benefits for the government of Jordan. 
As the government obligates domestic level companies to pay tax on all the income, still the local administration also ex-
empted export tax for the small and medium enterprises. Out of 16% Value Added Tax (VAT), 4% of tax implies the agricul-
ture sector, i.e. meat, fruit, dairy products and others (Guide, 2013). Fig. 1 below presents the rates of Value Added Taxes 
(VAT) by year in Jordan. 
 

 
Fig. 1. the rates of Value Added Taxes (VAT) by year in Jordan Source: (Economics, 2020) 
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However, still, many factors affect the Value Added Tax compliance in Jordan. For example, companies producing goods 
may not fulfil the designated sales goals, leading to tensions with local authorities. Financial issues can further raise opera-
tional challenges, employees’ turnover, and pressures with legal authorities all can further harm the company’s reputation 
(Deloitte, 2018). Similarly, tax compliance also depends on various social and psychological factors that determine compli-
ance among taxpayers. Moreover, age, gender, educational level and others are also factors influencing tax compliance. Thus, 
these are both external and internal factors that further describe the tax compliance among the common man in general and 
enterprise owners in particular (Helhel & Ahmed, 2014). 
 
2. Literature Review 

2.1 Behavioral Decision Theory 

More than sixty years ago, Edward Wards proposed the Behavioral Decision-Making Theory (1954) in his seminal paper. 
Later, Behavioral Decision-Making theory started growing its roots also in business, organizational management, economics 
and other relevant fields. Although this Theory has both normative and descriptive domains, the normative domain is one of 
the most discussed and highlighted in contemporary scenarios (Habes et al., 2020; Keren, 1996). Regarding compliance; we 
assume that decision making largely depends on one’s personal opinion and perceptions. To make a decision, people gather 
information, change their opinion accordingly, and take the appropriate step under their altered view.  To elaborate on the 
decision-making process, Behavioral Decision Theory gives a robust conceptual foundation (Muhaisen et al., 2020; Redlawsk 
& Lau, 2013). As many studies witness a strong significant influence of social and personal factors responsible for tax com-
pliance among individuals. The perception regarding the importance of tax, the fairness of tax burden, tax compliance as an 
ethical responsibility, one’s tax knowledge and others all are the factors that affect decision-making concerning tax compli-
ance (Loureiro, 2016). Especially in small and medium enterprises, the owner’s cognitive process determines tax compliance. 
They hire special tax advisors to keep check and balance on the tax audit and make decisions accordingly (Brown, 2016). Fig. 
2 below gives an overview of the relationship between Taxpayer’s attributes, tax education and VAT compliance under Be-
havioral Decision Theory. 
 
  
 
 
 
  
 

 
 
 

Fig. 2. Relationship between Taxpayer’s Attributes, Tax Education and VAT Compliance Under Behavioral Decision The-
ory 

2.1.1 The relationship between Taxpayer’s attributes and VAT Compliance  

People make decisions according to their logical and rational thinking. These decisions rely on perceived consequences, es-
pecially in the business organization, senior management and leadership make relevant decisions. Here decision-making ap-
proaches assume that decision-makers consider all the available choices and then switch to the most favorable ones (Aldag, 
2012). Decision-making phenomenon can be understood under certain circumstances, i.e. certainty, under perceived im-
portance, usefulness, positive outcomes and others. Similarly, demographical factors are also among the determinants of tax 
compliance behavior. For this purpose, the behavioral decision-making theory describes the decision as a result of personal 
attributes (Takemura & Takemura, 2014). To further validate this phenomenon, (Marandu et al., 2015) highlighted the role of 
several factors, I.e. thinking, opinion, perceptions and others on tax compliance in general. The researchers selected a literature 
review approach and selected a sample of n= 18 peer-reviewed research articles published from 1985 to 2012. Findings 
showed that personal perceptions and opinions were the two basic determinants affecting tax compliance. Researchers con-
cluded that people obligate laws when tax agents adopt a clients-friendly approach that further motivates them to comply with 
the tax rules. Similarly, (Eragbhe & Aronmwan, 2015) investigated the role of personal attributes, i.e. age, gender, qualifica-
tion and others regarding tax compliance in Nigeria. The researchers used a descriptive quantitative approach and selected a 
sample of local taxpayers. Results indicated that personal opinions and perceptions have a strong impact on tax compliance 
behavior. Similarly, the researcher also found age and gender as significantly influencing factors on the taxpayers’ compliance 
decision. Further validated by Widianto (2015) as he scrutinized the impacts of demographical variables on the tax compliance 
in Indonesia. The researchers used the case study method and selected a sample of n= 2,383 taxpayers from the Duren Sawit 
district. Results revealed that all the explanatory variables such as gender, age and education had a strong significant impact 
on tax compliance. Moreover, the income and size of the enterprise were moderately correlating with tax compliance behavior. 
As noted by (Hofmann et al., 2017), social and demographical variables strongly influence tax compliance behavior. To 
further validate this, the researchers conducted a meta-analysis of articles published from 1958 to 2012 in 111 countries 
worldwide. Results indicated a strong significant relationship age and tax compliance (p= .012) gender (p= .06), education 
(p= .02) and income (p= .04). However, researchers considered these results more consistent in developed countries than the 

Behavioural 
decision  
Theory 

Taxpayer personal  
attributes 

Tax understanding 
and Taxpayer  

education 
 

VAT Compliance 

H1 

H2 
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developing ones. Likewise, (Fredrick & Peter, 2019) examined tax compliance among sole proprietors and owners of medium 
and small size enterprises in Uganda. The researchers used a cross-sectional study approach and selected a sample of n= 284 
taxpayers through the Uganda Revenue Authority. Results showed that, among all the demographical variables, gender was 
the most prominent for having a direct and strong significant relationship with tax compliance. However, the relationship 
between age, education and tax compliance was moderately significant. One of the major factors influence VAT compliance 
is the personal attitude and perceptions of enterprise owners. These are the personal traits, attributes and dynamics of tax 
compliance  (Akumbo et al., 2020). The researchers also investigated the correlation between personal attributes and tax 
compliance in Ghana. The researcher used descriptive quantitative approve and select a sample of n= 12 individuals owning 
small and medium enterprise (administration= 25, retail= 100 and manufacturing = 75). Results indicated people having an 
educational degree expressed comparatively higher compliance than the uneducated ones. According to the researchers, tax 
compliance increased when individuals consider tax compliance as important and ethical conduct. Thus by keeping in view 
the relationship between taxpayers’ personal attributes, tax education and decision-making, the researcher the following hy-
pothesis, supported by previously conducted studies: 
 
H1: There is a positive relationship between personal attributes and VAT compliance in Jordan. 
 

2.1.2 The relationship between Tax understanding, Tax Education and VAT Compliance 

According to Russell., (2010), countries can reinforce tax compliance by using effective strategies such as building robust tax 
collection laws, spreading tax education, adopting client-friendly approaches and using mass media resources to inform and 
educate the masses. For this purpose, there are many tax compliance strategies, among which knowledge enhancement is the 
most prominent one guarantying positive result. To make these straggles more effective, measuring tax knowledge-based 
surveys primarily help to determine the tax education level and the required programs for increasing tax compliance behavior 
(Ahmed, 2012; Al-Shibly et al., 2019). To validate the importance of tax education (Ndirangu, 2014) examined the impact of 
tax education on tax compliance behavior in Kenya. The researchers used the case study method and selected a sample of n= 
82 respondents from the motor vehicle spare parts industry in Nairobi. Results revealed that tax knowledge and tax education 
have a strong positive impact on tax compliance among motorcycle spare parts dealers. The researcher concluded that the 
government should take special steps to educate medium and small enterprise owners to obey tax law for positive tax compli-
ance behavior. The revenue bodies need to employ the most effective approaches, such as educating the clients about the 
importance of tax. It is essential to understand the correlation between tax education and compliance behavior among the 
clients (Mascagni & Santoro, 2016). Further validated by Torgler (2016) as the researcher examined different strategies to 
increase Value Added Tax compliance in Australia. The researcher used the case study method and gathered both primary 
and secondary data through field surveys and government records of taxpayers. Findings indicated policy briefs and tax edu-
cation aimed at increasing tax knowledge play an influential role to increase tax compliance. Besides time pressure and strict 
conditions are two primary causes of tax non-compliance. In this regard, if the tax authorities adopt client friendly approaches 
and guide them accordingly, it will increase compliance behavior among the taxpayers. Gitaru (2017) also analyzed the im-
pacts of tax education on tax compliance behavior in Kenya. The researcher used a cross-sectional study design and selected 
a sample of n= 100 respondents having small and medium enterprises. Findings showed a positive, significant relationship 
between tax compliance and tax education among the taxpayers. However, the researcher also highlighted the importance of 
tax policies and tax agents’ attitudes further to avail the favorable compliance decision from the clients. For instance, to 
decrease tax evasion, the local South African Tax Administration examined tax education among taxpayers. Results of na-
tionwide surveys indicated that both small and large enterprises are suffering from a lack of tax education, leading to non-
compliance behavior. However, those who were aware of the importance of tax as both ethical and social responsibility 
showed tax compliance as a part of their national duty (Mascagni & Santoro, 2016).  
 
Weak tax education adversely affects tax compliance among the taxpayers. Stakeholders and policymakers can design useful 
programs and strategies to educate taxpayers regarding the role of tax in economic development. Tax education and knowledge 
are the influential determinants of tax compliance, leading to positive social and economic outcomes (Mascagni et al., 2019). 
For this purpose, (Alhawamdeh et al., 2020; Oyedokun, 2019) highlighted influential sources of increased tax compliance in 
Nigeria. The researcher used a descriptive quantitative approach and selected a sample of n= 447 small and medium enter-
prises in Lagos State. Results revealed personal education, special tax compliance training, newspapers and television as the 
most significant sources of increasing tax compliance behavior. Besides the special training programs, the researcher con-
cluded mass media and interpersonal sources as highly effective in reinforcing tax compliance among enterprise owners. As 
noted by (Prichard et al., 2019), observers emphasize new strategies and ideas to educate the public for tax compliance brings 
fruitful outcomes. Many stories witnessed real success due to educating the potential taxpayers and persuading them as it 
purely based on optimistic results, particularly for the business owners.  
 
H2: There is a positive relationship between tax education and VAT compliance in Jordan. 
 

2.2 Ability to Pay Theory 

In Jordan, the corporate division is significant debate. However, tax compliance is highly visible. Many studies and theories 
show dividend policy as influential for the corporate industry (Nizar Al‐Malkawi, 2007). In this regard, the Ability to pay 
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Theory is one of the dominant theories, describing tax compliance in broader terms of sacrifice. This Theory describes tax 
compliance under three major interpretations: equal proportional, equal gift and comparable theories (Kendrick, 1939).  As 
taxation equality is mainly “horizontal equity,” implying those who are having the same economic position should pay an 
equal amount of tax. Similarly, in vertical equity, the tax should be charged based on individuals’ income. For instance, 
vertical equity is progressively achieved by strategic policies and planning. Although tax rates discriminate on taxpayers’ 
income, still a considerable level of tax compliance is recorded (Robert J. Vosslamber University, 2010). Similarly, today, 
the Ability to pay provides principles of fair taxation when it is about fiscal substance. Here, the concept demands tax fairness 
in which the tax burden is managed, and taxpaying is equally imposed on individuals (Podlipnik, 2017). Fig. 3 below gives 
an overview of the relationship between Tax compliance cost, audit system and Value Added Tax compliance in Jordan.  
 
 

 
 
 
 

 
 
 
 
 

Fig. 3. Relationship between Tax Compliance Cost, Audit System, and Tax Compliance Under Ability to Pay Theory 
 

2.3 The relationship between tax compliance cost and VAT Compliance 

The simplification of the tax system and tax rates are important to avail tax compliance among the public. The main argument 
here emphasizes on appropriate development and implication of tax structure. Unequal tax rates and complexity in the tax 
system both can lead to tax evasion among the corporate level enterprise (Kopczuk, 2006). As an economic factor is one of 
the most prominent aspects is affecting tax compliance among small and medium compliance. When the tax burden is man-
aged, policies are taxpayers’ friendly and the aim is to facilitate the public, tax compliance is largely visible. However, the 
tax rate should be manageable and based on tax equity (Alm et al., 1992). To further affirm this, (Msangi, 2015) analyzed the 
Value Added Tax compliance under the Ability to pay and behavior decision theory in Tanzania. The researcher adopted case 
study approach and selected a sample of n= 205 local participants (n = 205 taxpayers, n= 32 tax agents). Findings revealed a 
positive relationship between tax rates and income of the companies indicating taxpayers’ Ability to pay as the primary ger-
minant of Value Added Tax compliance in Tanzania. The researcher empathized on tax equity and taxpayers’ convenience to 
enhance compliance among people. (Wadesango et al., 2018) also investigated Value Added Tax compliance among small 
and medium enterprises in Zimbabwe. The researchers utilized the case study method and selected taxation records from the 
local tax department and administration. Findings revealed that economic considerations are among the most influential fac-
tors affecting VAT compliance in Zimbabwe. Taxpayers stay concerned about the tax rates and frequently record their tax-
related concerns to the local tax administration. Likewise, (Slemrod et al., 2019)  further analyzed potential factors in Value 
Added Tax compliance among small and medium enterprises in Pakistan. The researchers used a descriptive quantitative 
method and selected (n= 100) workings for corporate sector organizations. Data revealed dichotomous findings as the re-
searchers found the role of social factors, i.e. social pressure, peer pressure, media platforms and others as an essential factor 
affecting Value Added Tax compliance. Additionally, the size, income, sales and other economic factors were also among the 
significant factors affecting Value Added Tax compliance. Thus, the primary factors influencing Value Added Tax compli-
ance are essential to study. Especially in those regions where economic development is a significant factor to upgrade a 
country both socially and economically. We argue that, besides personal behavior, tax compliance also depends on certain 
economic factors. The tax burden, tax equity, company’s gross earning, sales and others all work as the basic mechanisms of 
Value Added Tax compliance (Pemstein, 2019). In this context, Fichtner et al. (2019) cited an example of the United States 
tax systems too costly to implement and relatively easy to evade the tax laws. The complicated tax system and simplistic 
evasion, today, a broader level tax deterrence is seen in the country. Apart from these two concerns, taxpayers are also facing 
higher tax rates, leading to tax evasion among the taxpayers. To counteract against existing tax evasion, (De Neve et al., 2019) 
conducted four experiments based on the stylized model of tax compliance modified under the model of criminal behavior by 
Becker (1968). Results indicated the three most prominent factors required more work to avail of tax compliance. These 
factors involved: Simplification of tax laws, (ii) Tax burden management and, (iii) the role of tax agents to educate and 
persuade the corporate sector. 

H3: There is a positive relationship between tax compliance cost and VAT compliance in Jordan. 

2.4 The relationship between Audit system and VAT Compliance 

Value Added Tax compliance plays a significant role in generating tax revenue for the country’s economic development. The 
audit system works to ensure the accuracy of income declarations submitted by small and medium enterprise owners by 
undertaking Credit Control Exercise and Value Added Tax investigations. For this purpose, the audit system should counteract 
against potential defaulters, ensures that the audit department accurately determines Value Added Taxpayers' liability and 

Ability to Pay 
Theory 

Tax compliance 
cost 

Audit system 

 

VAT Compliance 
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evaluate the targets and outcomes to identify any weaknesses and alleviate them (National Audit Office, 2013). In this regard, 
(Modugu & Anyaduba, 2014) investigated the impacts of the audit system and other qualitative characteristics of tax laws on 
tax compliance behavior in Nigeria. The researchers used the case study approach and selected a sample of n= 500 question-
naires in five different geo-political zones. Results indicated a strong positive relationship between tax compliance and tax 
audit system. Similarly, tax evasion fines and penalties also found a widely obligating business sector for tax compliance in 
the country. Tax audit helps to improve tax compliance as it restricts the taxpayers for on-time payment.  The progress of any 
country depends on the collect taxes and their investment in infrastructural development. Mostly Value Added Tax compliance 
plays a fundamental role, and the audit system makes every possible effort to collect tax from the nationwide business enter-
prise. In addition to raising revenue, the audit system helps to counteract non-compliance, applying suitable sanctions and 
publicizing the outcomes of audit activities  (Mebratu, 2016). Further validated by Zandi and Elwahi (2016), as they scruti-
nized the role of the tax audit system regarding tax compliance behavior in Malaysia. These researchers used a mixed-method 
approach and gathered data by sing secondary records available from the Malaysian Inland Revenue Board (IRBM) and also 
by conducting field surveys from the respective tax audit department. Results indicated that despite the strict tax audit system, 
tax evasion is highly prevalent in Malaysia. The researchers concluded that to reinforce tax compliance, it is essential for their 
audit system to administrate their policies more strategically. To reinforce tax compliance behavior, tax authorities strive to 
transfer taxes to the government budget directly and to ensure tax control. Many times, tax collectors face difficulties while 
collecting taxes, especially Value Added Taxes from the small and medium enterprise. Some taxpayers do not pay their taxes, 
and some spend less than they should. This increased tax evasion raises several questions regarding the tax audit system and 
its compatibility. Therefore, increasing VAT compliance and decreasing VAT evasion is one of the essential national finance 
policies (Yildiz, 2019). Also affirmed by Olaoye and Ekundayo (2019), as they examined d the impacts of the audit system 
on tax compliance and remittance of Value Added Taxes revenue in Nigeria. The researchers used a cross-sectional study 
design and sleeted a sample of n= 60 local tax audit staff members from Ekiti State. Results revealed ta strong significant 
relationship between back audit, desk audit, field audit, back audit, registration audit, remittance and tax compliance. How-
ever, field audit was the most significant predictor of tax compliance and remittance in the Ekiti State, Nigeria. Thus, to 
reinforce tax compliance, it is essential to scrutinize and question the compatibility of the local audit system. The knowledge 
about the strengths and weaknesses of the audit system can help to determine potential tax evasions and their reasons. To 
sustain the economy, tax compliance is essential; infrastructural development, public well-being, healthcare, education and 
all others are only possible if taxpayers comply with tax laws. In this regard, besides personal taxes, Value Added Tax com-
pliance is equally essential (Alshrouf, 2019). 
 

H4: There is a positive relationship between audit system and VAT compliance in Jordan. 

3. Conceptual Model 

According to Arindam., (2002), a conceptual framework describes the study path and the relationship under specific theoret-
ical grounds. Here the purpose of the conceptual model is to organize the research process and avail generalizable results 
validated by relevant statistical analysis. Especially in empirical research, which is a thoughtful and systematic process, a 
conceptual framework provides strong functional guidance (Antonenko, 2014). Thus, the current study also involves a con-
ceptual framework, proposed by under Ability to pay (Kendrick, 1939) and behavior decision theory (Keren, 1996). Fig. 4 
below describes the conceptual model under factors affecting Value Added Tax compliance suggested by (KING’OINA, 
2016). As noted by (Weber, 2007), behavior decision making relies on normative models, where one makes a relevant decision 
based on logical reasoning and socio-cultural perceptions. Similarly, the Ability of pay theory imposes tax compliance as 
responsibility for those who can pay. However, the role of the audit system is also of more significant concern in the Ability 
to pay perspective as the audit system need to be vigilant and taxpayers centred on facilitating the tax compliance process 
(Borthick & Bowen, 2008). 
  H1 
 
 
  H2 
   
 
  
  
   H3 
  
 
 H4 

 
 
 
 

Fig. 4. The proposed study (KING’OINA, 2016) 
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4. Research Methodology 

4.1 Research Design 

This study is exploratory and is based on Cross-sectional study design. As noted by Habes (2019), Hemed (2015), and Salloum 
Al-Emra et al. (2019) a cross-sectional study is based on availing direct outcomes from the group of population. These studies 
are snapshots of responses, providing generalizable results. To obtain data, the researchers further used close-ended, structured 
questionnaires as it is one of the most authenticated and commonly used scientific methods in research. Opinion research is 
of the most efficient research method giving generalizable results (Fincham & Draugalis, 2013).  

4.2 Population & Sampling 

The study population involves all the countrywide small and medium business enterprises working in Jordan. As the primary 
motive was to determine the factors influencing Value Added Tax compliance (Deloitte, 2018), the researcher specifically 
selected this population. Further, the researcher used a convenient sampling technique as this sampling technique involves 
selecting the respondents where they are conveniently available (Lavrakas, 2012). Thus, the researcher selected n= 172 re-
spondents from small and medium enterprises in Jordan by using web-based survey questionnaires.  

4.3 Demographical Data of the Participants 

Fig. 5 below gives a brief overview of the participants’ demographical data, including their gender, age, qualification and 
firms size. As found, 63.7% of respondents were females, and 30.8% were males. Considering the age of respondents, 37.4% 
of respondents were aged between 26-30, 19.8% of respondents ranged between 31-35, 19.2 participants were 36-40, 11.6 
ranged between 41-45, 7% ranged between 26-35 and 3.4% of respondents were 46 years old or above. Similarly, 40.6% of 
respondents had a graduation degree, 47.6% had Masters, and 11.6% of participants had Bachelors or below. Moreover, 62.0% 
of participants were small enterprise owners, and 33.0% were medium enterprise owners. Therefore, the response rate was 
100%, as the participants filled all the questionnaires distributed among them. 
 

    
Gender Age Education Firm Size 

 
Fig. 5. Demographical Data of the Study Respondents 

4.4 Reliability Research Instrument 

According to Taherdoost (2018), reliability analysis is essential as it affirms the consistency in constructs and generalizability 
of the research outcomes. By keeping in view, the different levels assess the questionnaire to avail generalizable results, the 
current study also involves intercoder reliability analysis and with the overall Cronbach Alpha Value of α= .826, we affirm 
that the research instrument is highly reliable. Table 2 below provides a detailed overview of Intercoder Reliability Analysis 
of research constructs. 
 

Table 2 
Intercoder Reliability Analysis 

Constructs Cronbach Alpha Value 
TAG .751 

VATC .723 
TCC .784 
AUS .812 

 

5. Data Analysis & Results 

The researcher used the Statistical Package for Social Science (SPSS) Version (23.0 64 bit) to perform data analysis as it is 
one of the most widely preferred software for data manipulation and analysis (Suresh, 2015). The assessment process took 
two phases as in the first phase, and the researcher analyzed the gathered responses (based on research instrument). In the 
second phase, the researcher tested the research hypotheses by using the linear regression technique. However, to examine 
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any existing differences based on the respondents’ characteristics and responses, the researcher also employed a One-way 
Analysis of Variance (ANOVA). 

5.1 Convergent Validity 

The researcher assed the measurement model by calculating construct reliability and validity, as also suggested by (Agarwal, 
2013). Table 3 contains Cronbach Alpha Values ranging between .798 and .913. These values explicitly exceed the threshold 
value (.7) (Taber, 2018). Likewise, the composite reliability values range between .718 and .813 that also values exceed the 
threshold value (.7) (Peterson & Kim, 2013). The table is given below also gives the values of AVE ([λi2] AVE = Σ[λi2]) 
and Hoteling’s T-Squared. Therefore, we affirm the construct validity as all the value +Σ[Var(εi)] 
are sufficient, and we validate that the values of convergent validity are accepted. 
 
Table 3 
Convergent validity outcomes that assure acceptability of values (Factor loading, Cronbach’s Alpha, reliability (composite), 
AVE > 0.5) 

Constructs Items Cronbach Alpha CR Ave Hoteling’s T-
  TAG1      
Tax in General TAG2      
  TAG3 0.798 0.718 0.612 0.000 
  TAG4   

   

  VATC1      
Value Added Tax Compliance VATC2      
  VATC3 0.802 0.716 0.0521 0.000 
  VATC4   

   

  VATC5   
   

  TCC1      
Tax Compliance Cost TCC2      
  TCC3 0.792 0.717 0.557 0.000 
  TCC4   

   

  TCC5   
   

 AUS1     
 AUS2     
Audit System AUS3 0.913 0.813 0.701 0.000 
 AUS4     
 AUS5     

 

5.2 Discriminant Validity 

Discriminant validity is a potential method of capturing latent variables and is more concerned with the selection of variables 
(Zait et al., 2011). For this purpose, Fornel Larker Scale and Heterotrait-Monotrait Ratio (HTMT) are of greater significance 
(Engellant et al., 2016). Table 4 below contains the outputs of Forner Larker Scales as the results fulfill the criterion as the 
square root value of AVE exceeds the value of the correlation between other constructs and AVE (Fornell & Lacker, 1981). 

5.2.1 Fornel Larker Scale 

Table 4 
 Fornel Larker Scale to Examine the Discriminant Validity 

 TAG VAT TCC AUS 
TAG 1.037    

VATC .760 1.6038   
TCC .283 1.00 1.961  
AUS .504 .804 .250 1.5481 

Note: TAF: Tax Compliance in General, VATC: Value Tax Compliance, TCC: Tax Compliance Cost, AUS: Audit System 

5.2.2 Heterotrait-Monotrait Ratio (HTMT) 

Table 6 below contains the values of the Heterotrait-Monotrait Ratio, which is less than 0.85, which is lower than the threshold 
value. Thus, the Heterotrait-Monotrait Ratio also validates the discriminant validity. The results of HTMT affirm that the 
measurement model validates levels of validity and reliability. Indicating that it is feasible to utilize the data for assessing the 
relationship between proposed study variables. 
 

Table 5 
Heterotrait-Monotrait Ratio to Examine the Discriminant Validity 

 TAG VAT TCC AUS 
TAG .700    

VATC .618 .605   
TCC -.371 -0.14 -0.14  
AUS .513 .683 -.103 .193 

Note: TAF: Tax Compliance in General, VAT: Value Tax Compliance, TCC: Tax Compliance Cost, AUS: Audit System 
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5.3 One-Way Analysis of Variance 

The researcher employed the One-way Analysis of Variance (ANOVA) to examine any existing differences among the group 
means (Sawyer, 2009). As given in Table 6 below, we found no significant difference between the participants’ responses 
based on their demographical data. Therefore, we validate that the relationship between demographical data with Value Added 
Tax compliance is controlled. 
 
Table 6 
 Homogeneity of Variances between the Group Means 

 N Mean SD Levene Statistics f Sign 
 

Gender 
Male 56 .247 .589  

.422 
 

.104 
 

.737 Female 116 .317 1.266 
Count 172 - - 

 
 

Age 

25 or below 36 1.38 .506  
 

1.152 
 

 
 
 

.267 

 
 
 

.330 
. 

26-30 35 1.33 .478 
31-35 20 1.35 .480 
36-40 6 3.62 1.261 
41-45 36 3.46 1.211 
36 or above 35 3.50 1.213 

 
Qualification 

Bachelors 20 2.54 1.266  
.341 

 
.464 

 
.796 Graduation 6 2.72 1.099 

Masters 20 2.67 1.133 
 

Enterprise 
Small 112 1.38 .506  

.701 
 

.404 
 

.224 Medium 60 1.33 .478 
 

5.4 Factors Affecting VAT Compliance: Behavioral Decision Theory 

Descriptive data of responses gathered from participants’ revealed that 51.1% of respondents strongly agreed that tax compli-
ance is a more significant source of accelerating economic development (Chigbu & Ali, 2014) and raising the living standard 
in general (51.1%). For the 58.2%, participants tax helps to alleviate unemployment and primarily facilitates social well-being 
(51.1%). Similarly, regarding the role of Value Added Taxes, 51.1% respondents strongly agreed that they support Value 
Added Taxes in general, and 65.4% also obey Value Added Tax laws in Jordan as they (51.1%) consider VAT compliance as 
their ethical responsibility (51.1%) and prefer to pay (76.6%) pay Value Added Taxes in the first place. These results are 
consistent with the (Mohd Rizal Palil, 2011) as they also found tax compliance due to personal factors, i.e. subjective opinion, 
tax education and others. 
 
Table 7 
Summary of Value Added Tax Compliance & Behavior Decision Making 

Variable Mean Variance SD Maximum Minimum Count 
Explanatory variables: Personal Behavior   .    
Support VAT in general 1.53  .402 .634 3 1 172 
Support VAT in Jordan 1.46 .402 .634 3 1 172 
Ethical Responsibility 1.53 .402 .634 3 1 172 
Complying with VAT laws 
Explanatory variables: Tax Education 

1.53 .402 .634 3 1 172 

Social well-being 1.31 .214 .463 2 1 172 
Raising living standard 1.64 .260 .161 2 1 172 
Alleviating unemployment 1.81 1.52 .390 2 1 172 
Economic development 1.82 .152 .390 3 1 172 

 

5.5 Factors Affecting VAT Compliance: Ability to Pay Theory 

According to Arindam., (2002), tax compliance is widely seen when their negative effects are minimized on the taxpayers. 
To improve tax compliance factors such as tax compliance costs, lenient audit systems and others that aim to facilitate the 
taxpayers, the Ability to pay Theory gives special considerations (Nizar Al‐Malkawi, 2007). In this regard, 63.3% of respond-
ents agreed that the Value Added Tax rates are too high in Jordan, and (73,1%) they are not satisfied with tax rates. 65.9% of 
respondents also agreed that their income is not adequate to comply with Value-Added Taxes as local tax culture is unequal 
(73.1%), and according to the size of their enterprise, current taxes are not appropriate for them (73.1%).  Likewise, consid-
ering the audit system in Jordan, 72.5% of respondents revealed that the audit system is not sufficient due to consistent alter-
ations (65.4%) in the overall tax system nationwide. As indicated by 65.4% of participants, continuous reforms are hindering 
the appropriate enforcement of tax laws, adversely affecting tax penalties for non-compliance behavior. Moreover, according 
to 79.7% of respondents, varying tax rates from organization to organization is another major weakness of the tax audit system, 
hindering economic progress. These results are compatible with the study conducted by (Pemstein, 2019) where the researcher 
describes tax compliance cost and audit system affecting compliance behavior in Zambia. 
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Table 8 
 Summary of Value Added Tax Compliance & Ability to Pay 

Variable Mean Variance SD Maximum Minimum Count 
Explanatory variables: Tax Compliance Cost       
VAT rates in Jordan 1.92 .301 .548 2 1 172 
Unfair VAT in Jordan 1.85 .222 .472 3 1 172 
Unable to pay VAT 1.92 .282 .240 3 1 172 
Unequal taxpaying culture 1.23 .222 .472 3 1 172 
Explanatory variables:  Audit System       
Insufficient audit system 1.38 .180 .472    
Reforming of tax laws in Jordan 1.31 .390 .424 3 1 172 
Tax penalties 1.31 .214 .524 2 1 172 
Varying compliance 1.16 .214 .463 3 1 172 
Hinder economic growth 1.31 .133 .472 3 1 172 

5.6 Hypotheses Testing 

To test the relationship between Personal Attributes, Value Added Tax Compliance, VAT Cost, Audit System and VAT 
Compliance in Jordan, the researcher utilized the Simple Linear Regression Technique. As noted by (Srivastava, 2019), Sim-
ple Linear Regression is a useful technique to examine the relationship between study variables. The formula of linear regres-
sion involves y= 0+ 1X +€, where X is the explanatory variable, y is the dependent variable. Similarly, 0 and 1 are the 
parameters of the model where 0 is the intercept term and 1 is known as the slope parameter. These parameters are widely 
known as regression coefficients. Thus, in the current study, the regression analysis affirmed all the stated H1, H2, H3 and 
H4 hypotheses. We found a positive relation between Personal Attributes, Value Added Tax Compliance, VAT Cost, Audit 
System and VAT Compliance (β= 2.083, P= .0=21), (β= .962, P= .000), (β= 2.314, P= .000) and (β= .810, P= .000) re-
spectively. 

Table 9 
Hypotheses-testing of the research model (significant at p** < = .000, p* < 0.05). 

Hypothesis Relation f t p Direction Decision 
H1 DEM>TAG 1.570 24.741 .021 Positive Accepted 
H2 VAT>TAG 10.54 13.778 .000 Positive Accepted 
H3 TCC>TAG 27.190 26.208 .000 Positive Accepted 
H4 AUS>TAG 60.630 12.466 .000 Positive Accepted 

Note: TAF: Tax Compliance in General, VAT: Value Tax Compliance, TCC: Tax Compliance Cost, AUS: Audit System 
 

6. Discussion 

According to Alshira’h et al., (2020), when we raise the question regarding the government’s role in facilitating social well-
being and improvement, researchers and stakeholders question the tax compliance ratio. Here tax revenue collection plays a 
significant part in issuing taxes and keeping their record. Similarly, to reduce tax evasion in the corporate sector, the govern-
ment uses different tactics to reinforce compliance behavior among the masses (Slehat, 2009).  

 
Many assume that small enterprise comparatively shows a higher Value Added Tax compliance than the older ones. However, 
we found this varying compliance is a result of several internal and external factors, depending on the size and type of the 
organization. These factors are highlight associated with the tax system and personal behavior, determining the compliance 
attitude among the taxpayers (Eragbhe & Omoye, 2014). Similarly, economic models also highlight the improvement of the 
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current financial system to avail compliance behavior. Results of previous studies also witnessed taxpayers perceive tax com-
pliance as a key to lower penalties as they know about the sanctions of non-compliance, especially in Jordan (Webley et al., 
2002; Alghizzawi et al., 2019). The principles and perceived outcomes of Value Added Tax compliance are almost the same 
everywhere; however, the rules, laws and rates can vary from region to region. Where besides the behavioural factors, other 
two previously discussed factors (audit system, tax compliance cost) are positively affecting, Value Added Tax compliance 
is highly visible (Symons et al., 2010). As noted by (Holcombe, 2010), countries across the world witness Value Added Tax 
compliance as a significant source of financing economic government, the current discussion about Value Added Tax is a 
long-running debate. Notably, in Jordan, several studies witnessed Value Added Tax non-compliance as a significant factor 
that can undermine the country’s economic growth in future (Farhan et al., 2018). However, the current study highlighted 
some of these factors and the results are compatible with the study conducted by (Loureiro, 2016; Podlipnik, 2017) as they 
consider  value Added Tax compliance as a result of one’s personal behavior and costs attributed to local tax system in the 
country. We found a strong, positive correlation between behavioral aspects (p ≥ .000, p ≥ 0.21) and other external aspects (p 
≥ .000, p ≥ .000), affecting the Value Added Tax compliance in the country.  Still, to further reinforce Value Added Tax 
compliance in Jordan, (Dalton et al., 2019) suggest that the government should sign social treaties with the public, mentioning 
all the terms and tax compliance as a socially ethical responsibility. The public should also know the importance of tax as a 
source of fostering financial growth and raising the living standard. Likewise, the audit system also needs relevant refor-
mations as the role of the audit system in the contemporary tax system extends beyond just collecting text (Zandi & Elwahi, 
2016). Additionally, tax compliance costs leading to voluntary compliance and reducing the fear of penalties are in line with 
the spirits of the tax audit system. As tax compliance happens when taxpayers obey laws and pay their taxes on time, tax 
compliance cost is a greater concern (Minovia, 2016).  Thus, the current 16% rate of business in Jordan was first implemented 
in 2008, and later, along-with categorization of business taxes (VAT, GST, Income and others), seven states signed the treaty 
of imposing a 16% tax for economic progress and well-being (Jamil et al., 2011). Today in Jordan, the business community 
is playing a 99.0% role in improving the country’s economy by paying various types of business taxes. 60% of the workforce 
is also associated with these small and medium enterprises countrywide. Similarly, the Association of Bank is also contrib-
uting to GDB by contributing 50% of revenue annually (Alshira’h & Abdul-Jabbar, 2019). Here the role of the Jordanian 
government is definitive and influential, so despite value Added Tax evasion in the country, they are making efforts to rein-
force compliance among the owners of the small and medium enterprise (Alshirah et al., 2019). 
 

7. Conclusion 

The purpose of this study was to explore the role of behavioral decision theory and ability to pay theory on VAT compliance 
in SMEs sector in Jorden. The focus of this study was on those factors which are become the cause of positive effect of Vat 
compliance in SMEs. However, the study found the personal characteristics, VAT education, tax compliance, and audit system 
have positive effect on VAT compliance particularly within SMEs sector in Jorden. Moreover, the implications of these two 
theories was a unique source that influence the directly and indirectly to change the tax rules JOD100. In term of practical 
implications, the findings provided the improvement of to control the Tax evasion system. As well as, the positive effect of 
these two theories can help to policy makers and government to develop the alternative valued added tax laws and practices 
for small and medium enterprises (SMEs).  
 
In Jordan, Value Added Tax is of greater significance, and noncompliance can hamper the state progress in general. To coun-
teract against tax evasion in the country, criminal penalty of JOD200 plus output tax is imposed. Similarly, when a new 
business is established and shows non-compliance, a sentence of two to three times the product tax plus a criminal penalty 
equivalent to JOD200 is inflicted if the registration date is more than sixty days from the date on which the business has been 
registered. Likewise, a fine of JOD100 is imposed if the registration date is less than 60 days from the date the company has 
been registered. However, for a second offense, the criminal penalty imposed is doubled. If the violation occurs again within 
one year, the court may inflict the highest criminal fine or imprisonment for a period not less than months and not overdoing 
six months, or both. Therefore, Value Added Tax is one of the most significant reforms of the country’s public finance s and 
requires strategic implementation and client’s friendly policies to reinforce VAT compliance among them. 

8. Limitation and Recommendations 

This study involves two theories, applied one by one on the groups of different factors affecting Value Added Tax compliance 
in Jordan. To examine the proposed variables, the researcher also presented a study model and tested the relationship between 
them. The proposed model can be future used to assess the same topic in other countries with different methodologies and 
proportions under-designed research model. The primary study limitation involves using a convenient sampling technique, 
which consists of the researcher’s bias. However, due to the current lockdown situation, during the Covid-19 outbreak, a 
convenient sampling technique was the only method to gather data from the respondents. Similarly, the proposed relationships 
could also be associated with other variables, which further limits the scope of the current study. Therefore, the researcher 
suggests more studies to examine the factors affecting Value Added Tax compliance in Jordan hampering the country’s eco-
nomic growth. 
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