
ABSTRACT

The problem of tax non-compliance is broadly recognized as a serious 
phenomenon in many countries, especially in the Middle East countries in 
general and Yemen in particular. However, there is a lack of studies that 
provide causal explanations of this issue in these countries. Previous studies 
indicate a number of factors that could possibly influence tax compliance 
behaviour. In this regard, this study was undertaken primarily to examine 
the relationship between taxpayers’ perception among SMEs in Yemen 
about the quality of public governance and their non-compliant behaviour 
in order to have better understanding of non-compliant behaviour. For the 
purpose of data collection, a questionnaire was designed and utilized in this 
study. The analysis reveals that public governance quality is perceived as 
low in Yemen. A simple regression analysis found that public governance 
quality has a significant negative influence on tax non-compliant behaviour. 
Consequently, this study recommends the Yemeni government improves 
the level of the quality of public governance in order to enhance the level 
of tax compliance among Yemeni taxpayers. 
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INTRODUCTION

The economy of many countries around the world is essentially based on 
tax revenue as a main source. However, this source is always faced by 
the challenge of non-compliance among taxpayers. Mas’ud, Aliyu, and 
Gambo (2014) explained that the level of tax noncompliance in developing 
countries is much more than that of developed countries. Generally, tax 
non-compliance is a problem that dates back to the earliest recorded history 
of humanity (Hallsworth, List, Metcalfe, & Vlaev, 2017). Arguably, the 
phenomenon of tax non-compliance is being viewed as a threat to the 
economy of many countries (Ross & McGee, 2012). The Middle Eastern 
region is an important area that has contributed to the growth of the global 
economy (Carapico, 1998). Middle Eastern countries are mostly classified 
as developing countries and have recorded high level of tax non-compliance 
(Yemen Times, 2005). Nevertheless, it is evident that there is a lack of tax 
compliance studies in this region (Aljaaidi, Manaf, & Karlinsky, 2011; 
Helhel & Ahmed, 2014). 

Yemen, as a Middle Eastern country, is categorized as a least developing 
country that suffers a continuous high level of financial corruption including 
tax non-compliance (World Bank, 2018). However, the literature has shown 
that there a lack of studies on tax compliance and non-compliance. During 
the period from 2000 to 2010, Yemen regulated new tax laws and reforms 
in order to overcome the weaknesses in the tax system, but the volume of 
tax non-compliance is still questionable (Aljaaidi, Manaf, & Karlinsky, 
2011; Al-Ttaffi, Manaf, Aljaidi, & McGee, 2011; Helhel & Ahmed, 2014). 

The current study investigated the determinants of income tax non-
compliance behaviour among SMEs in Yemen. Particularly, the present 
paper reports findings from an important part of the study, which relates 
specifically to the issue of public governance quality, as one of the key 
factors that have had an influence on tax non-compliance behaviour. The 
next section explains the problem statement of the research and provides the 
reasons that motivated the researchers to conduct this study. The literature 
review is presented in the third part, which highlights the studies on tax 
non-compliance and studies related to public governance quality and its 
relationship with the issue of tax non-compliance. In the fourth section, the 
research methodology and data collection methods are described. The result 
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of data analysis are presented and discussed in the fifth section, and finally 
the conclusion and implications of the study re explained in the sixth section. 

STATEMENT OF THE PROBLEM

In Yemen, as many other developing countries, tax non-compliance is 
considered to be a serious challenge facing tax authorities and preventing 
tax revenue performance. The tax authority in Yemen has regulated 
many reforms from 1990 to 2010 to overcome the weaknesses in the tax 
system. Nevertheless, data shows that the amount of tax non-compliance 
is on an increasing trend and remains a serious concern (United Nations 
Development Program [UNDP], 2005; Ministry of Planning and International 
Cooperation [MPIC], 2009; Al-Batly, 2014; Central Organization of Control 
and Audit [COCA],2015), and also has led Yemen into a serious financial 
problem (MPIC, 2014). Specifically, in 2004 the amount of non-compliance 
was USD164 million, and increased to USD2billion and USD2.5billion 
respectively in 2009 and 2012, and further increased to USD3 billion 
and USD4 billion in 2013 and 2014 respectively (Ministry of Planning & 
International Cooperation [MPIC], 2014; Al-Saadi, 2014; COCA, 2015). A 
Yemeni economic expert Abdul Majid Al-Batly (2014) explained that the 
Yemeni budget suffers a sharp deficit; therefore, diversifying sources of 
public revenue is required to cover this deficit. One of the most important 
sources of the government budget is tax revenue, but it is still at a low level 
of contribution to the Gross Domestic Product (GDP). 

According to the Yemeni News Agency (2012), the Yemeni cabinet 
approved a budget for 2013, with a deficit of 690 billion Yemeni Reals 
(YR) (USD3.2 billion). By comparing the amount of tax non-compliance 
for the year 2013 (USD3 billion) with the deficit in the budget for the same 
year (USD3.2 billion), it could be noted that the phenomenon of tax non-
compliance in Yemen was an obstacle to the government to cover the deficit 
in their budgets, and thus the government remains in need of international 
and regional aids, as this would lead to the collapse of the nation in the 
event of an interruption of such assistance. Therefore, addressing the issue 
of tax non-compliance is crucial to finance the budget and reduce the deficit. 
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The current study focused on the Small and Medium Enterprises 
(SMEs). Due to its characteristics, it is common for the owners-managers of 
SMEs to have the tendency not to comply with tax rules (Mohamad, Zakaria, 
& Hamid, 2016), since they have higher opportunities to be involved in cash 
business transactions (Radzi & Ariffin, 2018). In Yemen, the economy relies 
heavily on the SME sector, which represent 99.6% of business enterprises 
in Yemen (MPIC, 2014; Central Organization of Statistic [COS], 2013). 
Moreover, the number of SMEs is increasing, as it was about 32,649 in 1996, 
and in 2000 the number is 33,351, to reach in 2004 to more than 41,000 
and 45,483 in 2010 (COS, 2013; National Information System [NIS], 2012; 
Ministry of Industry & Trade [MIT], 2012). However, the tax revenue from 
this sector is considered to be extremely low, as it does not represent more 
than 5% of tax collection (Al-Saqqaf, 2005; Huda, 2005; Abdulasiz, 2008). 
The low tax collection from SMEs is likely due to very high non-compliance 
among SMEs in Yemen. For example, Gubran (2009) indicated that 60% 
of SMEs in Sana’a do not comply with tax laws at all, with the remaining 
40% of SMEs displaying some sort of non-compliance offences.

Based on the Social Exchange Theory, relationships between 
government and citizens are created by the use of subjective cost and benefit, 
and evolve on the principle of give and take. So, it is expected that the 
government will equally keep its part of the contract by providing quality 
public governance. Public governance quality is considered a sensitive 
issue and this has led researchers to avoid studying this issue up until the 
recent past. However, research has been carried out in the current decades 
to examine the impact of public governance quality on tax non-compliance 
(Ser, 2013). This study contributes to the Yemeni tax context by investigating 
the relationship between the quality of public governance in Yemen and the 
likely non-compliance of Yemeni taxpayers. 

LITERATURE REVIEW 

Tax Non-Compliance Studies 

Many studies conducted about tax compliance focused on the classic 
model of tax compliance, which views the phenomenon mainly from an 
economic perspective (Gupta & McGee, 2010), and to some extent the social 
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(Jackson & Millron, 1986; Fischer, Wartick, & Mark, 1992), cultural (Yong 
& Martin, 2016) and legal (Klepper, Mazur, & Nagin, 1991) perspectives as 
well. Thus, it could be argued that there is a lack of literature on the effect 
of social psychological factors on tax non-compliance. 

Ross and McGee (2012) cited that in 1944, Crowe proposed a wide 
study on the ethics of tax non-compliance from the philosophical and 
religious aspects, and found that there are three ethical aspects, particularly, 
never ethical, always ethical or ethical under certain facts and circumstances. 
The reviews of Jackson and Milliron (1986) and Richardson and Sawyer 
(2001) are considered among the comprehensive studies on tax compliance 
and non-compliance. Jackson and Milliron (1986) summarized 14 variables 
that may influence tax non-compliance, namely: age, gender, education, 
income level, income source, occupation, peer influence, ethics, fairness, 
complexity, IRS contact, probability of being detected, penalties and tax 
rates. Richardson and Sawyer (2001) provided an extensive review of more 
than 130 studies on tax compliance published from 1985 to 1997. The two 
articles of Jackson and Milliron (1986) and Richardson and Sawyer (2001) 
presented the most important variables, methods, issues and theories of tax 
compliance (Abdul-Jabbar & Pope, 2008). Furthermore, numerous studies 
have been carried out to explore the issue of tax non-compliance globally, 
covering South America, North America, Asia, Europe, Australia and New 
Zealand (for instance: McGee, 2006; McGee, Benk, Ross, & Kılıçaslan, 
2012; McGee, Petrides, & Ross, 2012; Al-Ttaffi & Abdul-Jabbar, 2016; 
Nwidobie, 2018; Almunia & Lopez-Rodriguez, 2018; Nagel, Huber, Van 
Praag, & Goslinga, 2019). However, the Middle Eastern region is not 
focused sufficiently. 

In investigating the causes of tax non-compliance in Yemen, the 
researchers noted the lack of research in the area. In other words, no many 
studies have been conducted in the Middle Eastern region as a whole, and 
Yemen in particular, with respect to perception of taxpayers towards tax 
compliance (Al-Ttaffi et al., 2011). However, few studies have offered 
possible explanations on why Yemenis are not complying with tax laws as 
well as factors influencing their taxpaying behaviour.

Al-Doais (2008) conducted a descriptive study on the role of 
accounting information systems (AIS) in reducing tax evasion in the 
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Republic of Yemen. In his study, AIS was described as an effective factor that 
could possibly be a useful tool to reduce the amount of tax non-compliance. 
Gubran (2009) found that the unfairness of the government is the main 
reason of tax non-compliance in Yemen. Aljaaidi et al. (2011) presented a 
study to find out the perception of Yemenis towards tax evasion whether 
it is considered to be a crime or not. It was found the Yemeni people do 
not perceive tax evasion as a crime. Helhel and Ahmed (2014) classified 
the tax non-compliance in Yemen into 2 groups, namely, internal factors 
and external factors. One of their findings is that the political factor has a 
positive influence on tax non-compliance. The current study improved this 
variable by integrating politics with the geographical factor. More recently, 
Al-Ttaffi and Abdul-Jabbar (2015) proposed a conceptual framework to be 
applicable in Yemen, and integrated the Islamic religious perspective in the 
tax non-compliance model.  Also, Al-Ttaffi and Abdul-Jabbar (2018) found 
that the relationship between tax service quality and tax non-compliance 
behaviour is significant. Aziz and Al-Harethi (2018) reported that the 
relationship between autonomy, transparency, accountability and motivation 
with the efficiency of tax administration is significant. In conclusion, the 
literature showed that the relationship between public governance quality 
and tax non-compliance has not been investigated so far. 

Public Governance Quality  

The literature identifies three types of governance (1) public 
governance, which is concerned with the government and how to organize 
the affairs and manage resources, (2) economic governance, which is 
concerned with the private sector, and (3) social governance, which is 
concerned with the civil society and non-profit sector. It was pointed out that 
the attention is always on public governance (United Nations [UN], 2007).   

Torgler, Schaffner, and Macintyre (2007) explained that public 
governance quality is a multidimensional variable. Therefore, they adapted 
the following dimensions to measure public governance quality: 

1. Voice, democracy and accountability: This dimension measures the 
level of citizens’ participation in the selection of the government. 
Moreover, it measures the financial management of the government in 
terms of transparency (Kaufmann, Kraay, & Mastruzzi, 2007; Darby, 
Desbordes, & Wooton, 2010). 
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2. Government effectiveness: This dimension measures the perceptions 
of taxpayers about the quality of service provided by the government 
by measuring the public bureaucracy, the competence of public 
sector employees, the independence of the civil action from political 
interference and the extent of the government’s commitment to achieve 
its policies and plans means (Kaufmann et al., 2007; Darby et al., 
2010). 

3. Rule of law: This dimension measures the level of taxpayers’ 
confidence in the rule of law on society and the degree of the 
government’s commitment to the laws and rules (Kaufmann et al., 
2007; Darby et al., 2010). 

4. Control of corruption: It is defined as “the exercise of entrusted public 
power for private gain” (Kaufmann et al., 2007). This dimension 
measures the perception of the taxpayers about corruption in the public 
sector (Darby et al., 2010). 

In a related study, Newman (2005) linked between the political side and 
the public governance. He explained that in most countries, the appointment 
of the head of the tax authority is performed by the key politicians in power 
in the country, and thus creating a relationship between tax non-compliance 
and political side through enabling politicians in ruling party indirectly affect 
the behaviour of tax authorities by enforcing tax authorities to conduct tax 
assessments in accordance with their own interests. 

Also, Torgler et al. (2007) pointed out that the citizens, in order to 
comply with the tax laws, must participate in the financial decision-making, 
and the government must be away from the centralization of financial 
decisions. Kaufmann et al. (2007) cited from some of the World Bank reports 
that the concept of participation by individuals must be comprehensive by 
using political methods such as, democracy. Moreover, the government’s 
ability to manage the country’s resources effectively and harness all the 
political tools for the benefit of citizens with respect for the citizens will 
result in the interaction between government and citizens in the economic, 
social and political aspects. 
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Along the same line of argument, Ser (2013) supposed that if 
individuals perceive the government to be fair, then they will have more 
confidence towards the government, and will comply with tax. Damayanti, 
Sutrisno, Subekti, and Baridwan (2015) supported this opinion. They argued 
that the perception about the government is the main cause of the intention to 
comply with tax rules. An instance was given that throughout the period of 
1973 - 1994, the U.S. government evidenced that the increase in unreported 
income is related to the distrust in government.

In a similar take on the relationship, Besancon (2003) extended the 
duties of the government and suggested that the government exists for the 
purpose of offering common and political goods to the citizens and further 
stated that quality of public governance is achieved when the government 
provides a high quality provision to the individuals. This view was supported 
by Rotberg (2005), who argued that public governance can be attained 
when the government supplies common and political goods to the citizens. 
Furthermore, it was stated that the public governance should be capable of 
providing satisfaction and material prosperity to citizens. Generally, public 
governance is judged as “good” when the government uses and manages 
the resources of the country to respond to the requirements of the citizens. 
These requirements vary in importance, as some of them are more important 
than others, so the government should know their priorities.

In general, the relationship between taxpayers and the government 
is based on the law of reciprocation in psychology, which calls for 
cooperation from both parties. Many researchers have concluded that 
public governance quality is negatively correlated to non-compliance (Obid, 
2008; Kirchgassner, 2011; Ross & McGee, 2011). Phillips and Sandall 
(2009) explained the link between public governance quality and tax non-
compliance. They argued that the citizens support the government to do its 
duties through payment of tax and as such, taxpayers remain interested in 
the way in which the government uses these mandatory funds. 

Furthermore, Lassen (2003) clarified that the political goods offered 
by the government should deserve the payment of taxpayers. So, based on 
the concept of quid pro quo, taxpayers will comply with tax laws if they 
found that the government provides sufficient political goods. 
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Besancon (2003) explained that the association between the ruler and 
the ruled is considered a social contract and as such, the ruler (government) 
should deliver the political goods, effectively, to attain positive reaction 
from the ruled (citizens). Torgler (2003) stated that the positive behaviour 
by the government will generate a positive attitude and action by the citizens 
to comply with the payment of tax. This viewpoint was supported by the 
study of Akpo (2009), which reported that good governance required the 
provision of quality public goods, and that where the government fails to 
provide public services to the citizens, they will stop paying tax. 

Finally, it is worth to highlight that governments finance significant 
part of their payments from tax revenues and thus, tax compliance is very 
important as governments could use these funds to provide public service 
and aid its financial emergency (Ser, 2013). For instance, in Yemen, the 
amount of tax non-compliance in the year 2013 is approximately equal to 
the budget deficit for the same year. Hence, eliminating the problem of tax 
non-compliance will largely support the government to cover such deficit. 

METHODOLOGY 

Procedures of Data Collection 

A survey research design was employed to collect the data for the 
present study. The target population for this study comprised of owners- 
managers of Small and Medium Enterprises in Yemen. According to 
Zikmund (2003), stratified sampling means selection of a representative 
sample of sub-groups in the same proportion in the population. Zikmund 
explained that this technique is useful in ensuring that the sample accurately 
reflects the population. Sekaran (2003) explained that in stratified sampling, 
the subjects drawn from each stratum can be either proportionate or 
disproportionate to the number of elements in the stratum. A quota sampling 
is a form of proportionate stratified sampling, in which a predetermined 
proportion is sampled from different groups (Sekaran & Bougie, 2010). 
Therefore, a quota sampling technique was used to select the sample of 
the present study in order to achieve an accurate representativeness of the 
population of the study. 
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 The number of SMEs in Yemen is 45,483 in 2010 (COS, 2013). 
The current study focused on the major seven Yemeni cities that contain a 
large number of thriving SMEs, namely, Sana’a, Aden, Taiz, Ibb, Hodaidah, 
Mukalla, and Seiyun. After determining the population (45,483), the seven 
major Yemeni cities were defined as stratums. As 78.4% of SMEs in Yemen 
are located in the major seven cities (MIT, 2011), therefore, the number of 
SMEs in each city was identified based on the proportions of SMEs in each 
city. Finally, the quota of each city in the sample was determined in order 
to define the number of subjects in each city. The data was collected over 
a two month period from March 2016 to April 2016. Research assistants 
were used to distribute 500 questionnaires. Out of these questionnaires, 339 
usable questionnaires were returned at a response rate of 66%. 

Measurement of Variables

 Public governance quality was measured with 17 items and 
rated using a five-point Likert scale. Respondents were asked to indicate 
their disagreement or agreement to statements relating to the quality of 
public governance. The high score “5” (strongly agree) indicated that the 
respondents believed that the quality of public governance is high, whereas 
a low score “1” (strongly disagree) means low quality. The measuring 17 
items were combined to obtain a total scale of public governance quality. 
The mean score was used for the analysis, and following the 50th percentile 
method, a mean score of 3 and higher indicated a high perception about 
public governance quality, while a mean score lower than 3 is an indication 
of low perception about public governance quality. Tax noncompliance 
behaviour, was measured with four components covering the four types 
of income tax compliance/non-compliance situations using an indirect 
hypothetical scenario case. Respondents were asked to indicate; (i) the 
amount of income that should be reported on the tax return, (ii) the amount 
of deduction that should be claimed on the tax return, (iii) the date the 
income tax returns should be filed, and (iv) how many days after receiving 
an assessment notice the income tax should be paid. The values were coded 
as compliance and noncompliance. The overall value of all four types of 
compliance/non-compliance situations was interpreted as fully compliant, 
partly compliant and fully noncompliant.
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FINDINGS AND DISCUSSION 

Respondent’s Profile 

Descriptive analysis was utilized to explain the respondents profile in 
terms of 2 main groups of characteristics, namely, demographic information 
of respondents and business information. Demographic information of 
respondents included age, gender, marital status and education. Table 1 
shows the summary of demographic characteristics of the respondents.  

Table 1: Summary of the Respondents’ Demographic Characteristics
Variables Categories Frequencies Percentages

Age (years)
Less than 30 
30 - 50
More than 50 

33
172
125

10%
52%
38%

Gender Male
Female

311
19

94%
6%

Marital status
Single
Married
Others 

26
281
23

8%
85%
7%

Education
Primary school or less
Secondary school / Diploma 
Bachelor degree and above

74
144
112

22%
44%
34%

As in the Table above, it is shown that the majority of respondents were 
between the ages of 30-50 years (52%), while 38% of the respondents were 
more than 50 years and 10% were less than 30 years. The summary also 
shows that the most of respondents were males (94%), compared to only 6% 
females. As for marital status of the respondents, the summary shows that 
most of the respondents were married (85%), while 8% were single and 7% 
had other status (such as divorcees and widows). In respect of the education 
level of the respondents, 44% of the respondents had secondary school or 
a diploma level education, followed by 34% that had a bachelor’s degree 
or above and 22% of the respondents only went to primary school or less. 

Concerning the information of business, it describes the period of 
business, business sector and location of business. Table 2 shows a summary 
of business characteristics of the respondents. 
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Table 2: Summary of the Respondents’ Business Characteristics
Variables Categories Frequencies Percentages

Period of business (years)

Less than 5
5 - 10
11 - 15
More than 15

46
118
110
56

14%
36%
33%
17%

Business sector

Retail trade
Wholesale trade
Service
Farmer
Industry sector
Livestock 
Others

140
92
44
21
12
10
11

42%
28%
13%
6%

13%
3%
4%

Location of business North
South

194
136

59%
41%

Table 2 shows that 36% of the SMEs involved in the survey were 
established for 5 - 10 years, 33% existed between 11 - 15 years, 17% were 
established for more than 15 years and 14% for less than 5 years. Although 
the SMEs which are established within less than 5 years are exempted from 
tax, the current study included them in the analyses, as the study measured 
perception using self-reporting data and not real data. Moreover, these 
SMEs will be required to pay tax after 5 years; therefore, it is important to 
investigate their perception. With regard to the business sector of the SMEs 
involved in the survey, the results showed that 42% of them were dealing in 
retail trade, 28% were wholesales trade, 13% were from the service sector, 
6% were in farming, 3% in industry, 3% in livestock and 4% of SMEs were 
from sectors other than the categories mentioned. Caution is needed to be 
taken in interpreting the result of some sectors, especially the sectors of 
less than 30 respondents (Abdul-Jabbar, 2009). Finally, for the purpose of 
identifying the geopolitical affiliation of the respondents, they were asked 
to specify their location. The result showed that 59% of SMEs involved 
in the survey were located in the North part of Yemen, while 41% of them 
were located in the South part of the country. So, it could be said that the 
questionnaires were distributed fairly between the North and South, as the 
number of enterprises in the North part are more than in the South part.

According to the demographic information provided by NIS (2012), 
most employees and business owners in Yemen are males, with a majority of 
them in urban areas having a secondary level education. The largest numbers 
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of business in Yemen fall under the retail trade and whole sales trade (MIT, 
2011). Thus, the sample profile fairly reflected the broad characteristics of 
the Yemeni population. 

Descriptive Statistics

Tax non-compliance was computed through its four situations, 
specifically, reporting non-compliance, deduction non-compliance, filing 
non-compliance and payment non-compliance. Also, tax non-compliance 
was described through its overall value. Table 3 presents the level of the four 
situations of tax compliance and tax non-compliance of the respondents. 

Table 3: Summary of Tax Compliance/Non-Compliance 
Behaviour by Situations

Tax non-compliance 
Situations 

Compliance Non-compliance
N % N %

Reporting non-compliance 175 53% 155 47%
Deduction non-compliance 175 53% 155 47%
Filing non-compliance 108 33% 222 67%
Payment non-compliance 108 33% 222 67%

The table discloses that 53% of the respondents complied in reporting 
their taxable income and in claiming the right deduction, while 47% of 
SMEs did not. Concerning the level of filing and payment compliance, it 
represents 33% of the respondents, whilst 67% of the respondents did not 
comply with filing and paying their due tax. With regard to the overall level 
of tax non-compliance, the respondents were classified into three categories, 
namely compliant, partly compliant and fully noncompliant, where the 
compliant respondent is the respondent who complies in the 4 components, 
while the fully noncompliant is the respondent who is not compliant in the 
4 components, and the partly compliant is the respondent who complies in 
some components and noncompliant in others. Table 4 presents the level 
of overall tax compliance and tax non-compliance. 
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Table 4: Summary of Overall Tax Compliance 
and Non-Compliance Behaviour

Compliance
    Non-compliance

Partly 
compliance

Full non-
compliance

N % N % N %
Overall Tax compliance 
and non-compliance 108 33% 67 20% 155 47%

The table shows three levels of compliance and non-compliance - it 
presents that only 33% of the respondents were fully compliant with tax rules 
and regulations, while 47% of the respondents were fully non-compliant, 
whereas 20% of the respondents were partly compliant with tax laws. Hence, 
it could be noted that the level of tax non-compliance is high. 

Regarding the quality of public governance in Yemen, the viewpoints 
of respondents were expressed through 17 items (see Appendix 1). 
Descriptive analysis shows that the mean of all items are less than 2. Also, 
the table discloses that the lowest mean is the value at 1.37 with a standard 
deviation of 0.542, while the highest mean is the value at 1.82 with a 
standard deviation of 0.807. According to Al-Rabaee (2014), the political 
changes in Yemen have resulted in instability in the whole country. This 
situation has reduced the accountability of the people in charge, and hence, 
the quality of public governance became low. Generally, the overall value 
of public governance quality result was 1.49. It gives an impression that 
taxpayers are not satisfied with the quality of public governance in Yemen. 
The results of the current study support those reported in literature and 
reveal a significant dissatisfaction of the people in Yemen about the quality 
of public governance provided by the government. 

Relationship between Public Governance Quality and Tax 
Non-Compliance 

In order to test the relationship between public governance quality and 
tax non-compliance behaviour of owners-managers of Yemeni SMEs, the 
simple regression was carried out (see Appendix 2). The analysis revealed 
the adjusted R2 is 0.010, which means that public governance quality was 
able to explain the 0.10% of tax non-compliance significantly (p < 0.036, 
f = 4.448). An inverse relationship (β = -0.126; p < 0.036) was observed 
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between public governance quality and tax non-compliance behaviour 
which showed that tax non-compliance behaviour decreased when public 
governance quality was higher. The analysis confirmed the findings of 
previous studies, which evidenced that the positive behaviour by government 
may be reciprocated by taxpayers through an enhanced compliant behaviour 
(e.g., Torgler, 2003; Besancon, 2003; Obid, 2008; Rotberg, 2005; 2010; 
Ross & McGee, 2011; Alabede, Ariffin, & Idris, 2011; Alabede, 2012). The 
Social Exchange Theory explains that relationships between governments 
and citizens are created by the use of subjective cost and benefit, and evolve 
on the principle of give and take. Consequently, improving the quality of 
public governance will be reflected on the perception of people, and in 
turn, on their compliant behaviour. As a result of the findings in the current 
empirical study, the Yemeni government must take practical steps to achieve 
a high quality of public governance to reduce the level of non-compliant 
behaviour among Yemeni taxpayers.

CONCLUSION 

Public governance quality is considered a sensitive issue and this has led 
researchers to avoid studying this issue up until the recent past. However, 
research has been carried out in the current decades to examine the impact of 
public governance quality on tax non-compliance. The review of literature, 
has proven that this study is the first study investigating the relationship 
between public governance quality and tax non-compliance in Yemen. This 
variable was carefully chosen to meet the environmental, situational and 
social reality in some developing countries particularly Yemen. Indeed, the 
regression result supported the Social Exchange Theory and has provided 
empirical support for the existence of a strong negative relationship 
between public governance quality and tax non-compliance behaviour 
among SMEs in Yemen. The study provides practical suggestions for the 
Yemeni government and all developing countries that in order to enhance a 
compliant behaviour among taxpayers; the quality of public governance has 
to be improved. Like any other research work, there are some limitations in 
the current study. Specifically, the current study investigated the effect of 
public governance quality as a whole variable, on tax non-compliance. As 
this variable is a multi-dimensional variable, future research may decompose 
this variable and test the relationship between each dimension and tax 
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compliance behaviour separately, which may provide further details about 
the possible effects of each dimension on tax non-compliant behaviour.
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APPENDICES 

Appendix 1: Descriptive Statistics of the Items of Public 
Governance Quality

Codes Items Mean StdD Min. Max.
PGQ1 I trust the Parliament Council in Yemen is 

making good laws for Yemen
1.39 0.569 1 3

PGQ2 I believe that there is a free and fair election 
in Yemen

1.43 0.621 1 4

PGQ3 I believe that there is no wastefulness in 
government expenditure in Yemen

1.43 0.601 1 3

PGQ4 I have access to the published accounts and  
annual report of the government in Yemen

1.57 0.612 1 3

PGQ5 I believe that political stability is improving in 
Yemen

1.42 0.610 1 4

PGQ6 I believe that political protest is not a threat to 
Yemeni stability

1.37 0.542 1 3

PGQ7 I believe that territorial and sectarian conflict is 
not a threat to stability in Yemen

1.42 0.619 1 4

PGQ8 I am satisf ied with qual i ty of general 
infrastructure in Yemen

1.42 0.590 1 3

PGQ9 I feel that Yemeni public servants are not 
vulnerable to political interference in Yemen

1.64 0.648 1 3

PGQ10 I am satisfied with the manner the government 
is handling the health service in Yemen

1.59 0.657 1 4

PGQ11 I am satisfied with the manner the government 
is handling the education system in Yemen

1.47 0.629 1 4

PGQ12 I feel that Yemeni Judiciary is free from the 
interference of other agencies of government

1.45 0.623 1 4

PGQ13 I believe that justice is fairly administered in 
Yemen

1.56 0.592 1 3

PGQ14 I believe that Yemeni government  has an 
effective power in combating crime

1.41 0.608 1 4

PGQ15 I trust the financial honesty of Yemeni politicians 1.41 0.599 1 4

PGQ16 I believe that the diversion of public funds due 
to corruption is not common in Yemen

1.58 0.639 1 4

PGQ17 I think that individual and firms, frequently, make 
extra  payments in connection to tax payment, 
loan application, securing contract etc.

1.82 0.807 1 4

StdD= standard deviation, Min = minimum, Max= maximum 

Overall 1.49 0.466
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Appendix 2: Regression Analysis (SPSS Outputs) 

Model Summary

Model R R Square Adjusted R 
Square

Std. Error of the 
Estimate

1 .116a .013 .010 .49550
Predictors: (Constant), PGQ

ANOVAa

Model Sum of 
Squares

df Mean 
Square

F Sig.

1

Regression 1.092 1 1.092 4.448 .036b

Residual 80.532 328 .246

Total 81.624 329

a. Dependent Variable: TNC
b. Predictors: (Constant), PGQ

Coefficientsa

Model 
Unstandardized 

Coefficients
Standardized 
Coefficients t Sig.

B Std. Error Beta

1
(Constant) 1.635 .093 17.635 .000

PGQ -.126 .060 -.116 -2.109 .036

a. Dependent Variable: TNC


