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Abstract: Tax payment compliance promotes fiscal deficit and public debt mitigation, which ensures continuous funding to
the development of the economy and society. Nevertheless, notwithstanding the government’s relentless efforts to increase
compliance to tax payment, non-compliance remains a significant issue, particularly in Jordanian companies and this has
been having negative effects on the revenues of the Jordanian government. Previous research on tax knowledge and its
impact on tax compliance in Jordanian firms listed on the Amman Stock Exchange have been few and far between, thus the
primary goal of this study is to investigate the effect of tax knowledge on tax compliance in such a situation. The survey
approach was utilized in the research, which included the distribution of questionnaire copies to a hundred and ninety-one
listed enterprises in Jordan. A total of 166 questionnaire copies were found and determined to be valid for further
examination. The collected data was utilized to evaluate the hypotheses using PLS-SEM. According to the findings, tax
knowledge had a favorable and considerable impact on tax compliance. This study recommends future studies to conduct
more studies on the study determinants and it contributes to literature and practice through new information which can be
used by policymakers of listed companies in Jordan in their quest to enhance the tax payment compliance of the firms.

Keywords: Tax compliance, Tax knowledge, Jordanian firms.

1.1 Introduction

One of the primary state revenues main sources is taxes and
it is used to realize the state budget of the government [1, 2].
Taxation represents the contributions of the people to the
state according to law (with no reciprocal services/national
partners’ money or commodities donations), and this can be
used to fund state households of the public at large [3].
Majority of governments in the world largely depend on tax
revenue to fund their expenditure along with development
objectives that are of long-term categories [4]. Moreover, tax
is a government cost imposed businesses that generate
revenues, but considering firms and legal bodies aim to
obtain higher profits, they often look for solutions to mitigate
the taxes they need to pay. Essentially, tax payments shift the
company’s wealth to the state and thus, majority of
companies arrange management structure in a way that
eventually decreases their obligations towards tax payment
[5]. According to [6], companies seeking for profit, taxable
income and positive interest rates continue to search for

ways to ignore their revenues, instead highlighting their
costs to mitigate their taxes value [7-9]. Literature on the
field of finance shows that the efforts of the companies to
mitigate their tax expense are categorized under tax
management or tax evasion [10] . Evidently, tax evasion
continues to be an attractive topic for academic and policy-
maker circles and thus, it is not surprising that the practical
implications of tax-related behavior are extensive and
indubitable. Although the topic has been persistently
debated, several studies dedicated to examining the effects
of systematic parameters on the inclination of the people to
adhere to tax laws still provide mixed findings and
inconclusive evidence [11]. The significance of the topic can
be evidenced by [12] tax evasion collected data from 145
countries which constitute US$3.1 trillion as lost revenues in
2010 alone — this amount exceeds 5% of GDP of the
countries, as well as, 54.9% of their health expenditure. In
recent empirical findings, tax evasion appears to be
decreasing, with average shadow economy (tax evasion
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proxy) exceeding 30% of GDP [13]. As a result, the efficient
and timely recourse against tax evasion has become an
urgent government task and has attracted the attention of
majority of studies. Based on the International Monetary
Fund (IMF), tax evasion leads to 2-3% loss of OECD [1] tax
revenues annually, with 6-13% attributed to lower income
nations [14]. In the U.S. alone, tax evasion reflected three
quarters of the fiscal deficit of the country in 2019 alone [15].
Such significant tax evasion amount that is evidenced in
developed nations is of increasing concern to their
developing counterparts, where tax evasion measurements
are challenging because of the extent of informal economy,
corrupt officials and auditing high costs. As a result, a tax
gap exists in majority of the developing countries’ budgets
(a gap that reflects the shortage of government revenues
stemming from collecting taxes that is lower than what is
due. This is exacerbated by low policies enforcement and
lack of statistical and behavioral measures which eventually
leads to a challenging attempt to find out tax evasion reasons
and ultimately wider deficits that have so far have no
recourse or solution [16]. In this research, the focus is placed
on the Arab country in that requires funds for financing and
sustaining its development goals, namely Jordan.

The study contributes to extant tax evasion literature as it
documents and illustrates the association between tax
knowledge and tax evasion. It is high time for government
tax authorities decrease the occurrences of tax evasion by
making taxpayers aware of the advantages of tax
compliance, which could have a positive impact on their
attitude and their eventual tax compliance. It is crucial for
tax authorities to promote education on tax and tax
knowledge to extend awareness on the tax compliance
awareness. With tax knowledge in place, taxpayers may be
more inclined to comply with tax laws.

2. Literature Review

Understanding tax evasion behavior is conceivable when
conventional economic and financial variables are taken into
account [17], as well as the amount of penalties and audit
rates [18]. Despite the importance of enforced tough laws
and strong fines, backed by state authority, in reducing
instances of tax evasion, the impact of non-coercive
measures in enhancing tax compliance behavior should not
be overlooked [19]. This may be shown by the fact that the
deterrent effect and prospective penalties in the majority of
countries are minor in comparison to the high level of tax
compliance [20].

Tax evasion behavior may be influenced by ethical views,
intrinsic motives, or societal reasons such as values,
conventions, and morality [21]. It is feasible for a country to
build a social identity for its taxpayers in order to push them
toward the common good, with cooperation and cohesion
interests supporting this effort [22]. In other words, if people
are persuaded that tax compliance is the proper thing to do

and this belief becomes widespread, compliance with tax
legislation will become the social norm and a highly
acceptable conduct in society [23]. However, if the social
norm is for businesses to evade tax payment, then may have
diminished intrinsic incentives and drive toward tax payment
[24]. This is why, in low-tax cultures, citizens consider tax
evasion as reasonable and legitimate [25]. In such a
circumstance, tax evasion spreads widely across society
[26], resulting in the abolition of ethical tax compliance [27]
and a general decline in tax non-compliance morality [28].

Literature indicates that system knowledge and IT can be the
strategy to change the performance [29-32]. And increase
efficiency [29, 33, 34] In the same way, [35] revealed that
tax knowledge can influence the attitude of taxpayers [36]
and a significant relationship exists between tax knowledge
& positive tax attitude — whereas lack of such knowledge can
lead to negative tax attitude. In other words, tax knowledge
can change the behavior of people towards tax laws
compliance. This is because the attitudes of taxpayers are
crucial for their behavior and as such taxpayers’ behavior
can be influenced through their tax knowledge [37]. Various
views and attitudes among Australian public were noted by
Coleman and [38] concerning tax system and issues
regarding tax payment compliance.

Knowledge is a highly valued situation in which a person is
in close contact with their surroundings [31, 39]. More
importantly, the unequal knowledge levels/tax system
participation among the people could prevent their attitude
change and if tax system knowledge can resolve
misconceptions on tax, compliance behavior of taxpayers
can be changed regardless of their tax morale and the tax
laws in place [40]. Literature shows that some researchers
showed the influence of awareness of taxpayers of their
social obligation towards payment on their compliance,
thereafter they will be more inclined towards such
compliance [41], while others indicated the advantage of
helping taxpayers comply to payment as opposed to
incurring higher expenses in imposing activities on those
who are not willing. Such assistance can be in the form of
provision of education on how to become better and
responsible citizens, which could result in higher revenues
for the tax authorities as opposed to wasting time, effort and
money on pursuing evaders [42].

Knowledge on tax law by the taxpayers can equip them with
the right information and understanding the laws and
processes of tax obligations compliance [43]. Specific tax
knowledge is required for the taxpayers to obtain so that they
may understand their tax payment responsibilities, and
ultimately comply with the government imposed tax laws
[44]. Therefore, tax knowledge is a pre-requisite for
voluntary tax compliance system and is crucial in connection
to the accurate tax liability determination [45]. Malaysian
studies by [46] revealed that the top determinant of
taxpayers’ compliance behavior based on a self-assessment
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system is tax knowledge, and this has been empirically
evidenced by [47, 48]. Both studies have illustrated the
increased voluntary compliance through increased tax
knowledge and such self-assessment system has been
extensively used all over the globe highlighting the level of
non-compliance. The change in responsibilities for
accurately determining tax liability from the tax
administration to taxpayers could be the reason behind lack
of compliance. Such responsibilities can be met by ensuring
the familiarity of taxpayers with the current tax laws. This
holds true for Malaysia, where tax returns by the taxpayers
are viewed to be their assessment and penalty mechanisms
assessment that are applicable in cases of non-submission of
an accurate tax return within a specific duration. The
taxpayer is directly accountable to the tax authorities in a
self-assessment system if the need for a audit arises [49].
Similarly, [50] opined that knowledge regarding tax liability
computation by the taxpayer determines his/her ability to
calculate accurate tax liability. The studies accept that there
are studies reflecting the lack of significant correlation of tax
knowledge of respondents and their tax compliance behavior
[51].

The above reviewed studies confirm the role of tax
knowledge in the tax compliance decision and the tax
knowledge validity as the element that enhances compliance
towards tax payment. However, the author of this study
believes that the use and measurement of tax knowledge in
literature have been inconsistent, and as such, proposes that
tax knowledge constitutes three elements, which are general,
legal and procedural knowledge and future studies may use
the framework for analyzing and measuring tax knowledge
as a driver and determinant of tax compliance. In other
words, literature indicate inconclusive results when it comes
to the tax knowledge-tax compliance relationship, with the
importance of the former to the latter being a new interest
[44]. Based on the above discussion of literature, it is clear
that tax knowledge is associated with tax compliance despite
the inconsistent results reported. Most studies dedicated to
the tax evasion topic inadvertently ignored tax compliance,
while others examined the relationship between the two at
the individual level rather than business level. This
highlights the need for studies to tackle the examination of
the relationship between the constructs because of the
influence of tax knowledge on tax compliance behavior.
Consequently, as yet, there has been no study that examined
the tax knowledge-tax compliance relationship in the context
of the Middle East and Arab countries, stressing on the need
for such investigation, particularly in the context of Jordan.
Based on the above and the deterrence theory, the study
formulates the following hypothesis for testing;

H1: There is a positive relationship between tax knowledge
and tax compliance.

Social Learning Theory

According to the social learning theory, the environment
affects human behavior [52] and that learning behavior is
among the important elements of the environment, with
individuals in the environment directly or indirectly
influencing others behavior. Based on the theory’s
postulation, individuals and groups learn from one another,
particularly using orientations, imitations and observations.
In the context of this study, where tax compliance behavior
is in focus, social learning theory is aligned with the tax
knowledge acquisition of taxpayers via social learning
process. According to [53], tax knowledge is a pre-requisite
of taxpayers’ compliance behavior determination. In the
same way, social learning can be connected to obedience and
compliance [54] and that enhanced compliance is possible
through shared learning. Thus, this study uses the social
learning theory as the underpinning theory.
Measurement
This study measures tax knowledge in companies by 15
items adopted from [55], which were tweaked to be aligned
with the study objectives. This sub-section is dedicated to the
measuring the perceptions of respondents concerning the
items using a 5-point Likert scale ranging from 1 (strongly
disagree) to 5 (strongly agree). Basically, strongly disagree
indicates unfair tax rate, whereas strongly agree indicates
fair tax rate. Tax rate measurement is measured by the items
tabulated in Table 1.
Table 1 Measurement of Tax Knowledge
Items
1. I am knowledgeable about the numerous tax rights and duties.

2.Tax education has increased my awareness of my need to pay
my taxes.

3.My tax knowledge has taught me that tax rates are reasonable
and justifiable.

4.Tax education has increased my awareness of the perks and
privileges associated with taxation.

5.My tax knowledge has equipped me with the ability to estimate
my own income.

6.Tax knowledge has aided me in self-auditing my own income.

7.Tax knowledge has equipped me with the ability to forecast
my business's income and profit.

8.I've received instruction on how to properly maintain my
accounting records.

9.I've been taught to seek help in maintaining financial records.

10.Tax education has made me aware of the need of preparing
and presenting accounts to tax inspectors.

11.As aresult of tax education, I am competent to undertake self-
assessment.

12.My tax knowledge has made me aware of the consequences
of non-compliance.

13.Tax education has made me aware of the possibility of my
firm being shut down for non-compliance.
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14.Tax education has made me aware of the consequences of
non-compliance.

15.Tax education has increased my awareness of the possibility
of prosecution for non-compliance.

Adapted : [55]

To assess tax compliance, five questions from [56]) were
used, with respondents asked to offer their thoughts on a
five-point Likert scale ranging from 1 (strongly disagree) to
5. (strongly agree). In instance, 1 denotes non-compliance
with sales tax payment requirements, while 5 denotes
compliance with sales tax payment requirements. The tax
compliance construct's measurement components are listed
in Table 2.

Table 2 Measurement of Sales Tax Compliance
Items
1. I was able to make voluntary tax payments.

2.1 pay my taxes without contemplating how to save money.

3. I have never been audited when I have submitted my taxes
with the relevant tax authorities.

4. I've always complied with all applicable tax laws (obedience
to tax payment)

5. I am certain that by paying my taxes, I am doing the right
thing.

Adapted: [56]
3. Research Method

In order to address the research questions, a quantitative
study technique was used in this study. The study's sample
comprised of Jordanian listed enterprises classified into three
sectors based on ASE (financial sector, industrial sector, and
service sector). This research concentrated on the industrial
and service sectors, which accounted for 56 and 135
enterprises, respectively, as of 2021. A total of 171
questionnaire copies were obtained from respondents over a
I-month period, however 5 were incomplete and were
therefore excluded from further research, leaving 166 usable
questionnaire copies. According to [57, 58]), a response rate
of 30% or more is regarded acceptable in a survey study.

Furthermore, since this research comprises a single latent
construct, a 5:1 ratio provided by [59] was used to determine
the number of observations to the number of latent study
variables, and so 166 usable replies was judged appropriate.
Furthermore, [57, 58] demonstrated that the least sample
determination, desired power level, significance level, and
number of predictors must all be considered. The needed
sample size, according to them, may be estimated using the
formula: N [50 + 8m], where m is the number of independent
latent variables and n denotes the number of instances. As a
result, the research applied the method to produce the fewest
number of instances, which turned out to be 58 — and as a

result, 166 examples or observations are eligible for further
investigation.

4. Data Analysis

PLS-SEM was used in this work to analyze data and evaluate
the proposed hypothesis. Scholars agree on the efficacy of
PLS-SEM in certain settings [59] and its benefit of ease for
assessing models with higher-order latent variables [60].
PLS-SEM has also been shown to be a competent tool for
evaluating latent variables with multiple observable
variables, making it an appropriate alternative to use in
circumstances when data features do not match the normality
and sample size assumptions [59]. [60, 61] offered a rule of
thumb for examining the validity and reliability of a
measurement model utilizing Composite Reliability (CR)
and Cronbach's Alpha (CA) values in this respect. Table 3
shows both values, and based on the table, the values above
0.70, establishing the variables dependability and internal
consistency. The literature on indicator reliability suggests a
cut-off value of 0.40. (e.g., [59, 60].

In addition, the research acquired the Average Variance
Extracted (AVE) value to support the measurement model's
validity (see Table 3 for AVE values). The AVE readings
were all more than 0.50.

Table 3
CRONBACH ALPHA, AVE, AND ITEM LOADING.
Latent Items Loading CR CA AVE
construct
Tax TC1 0.789
Compliance
(TM) TC2 0.809
a3 0.809 0.818 0.810 0.682
TC4 0.748
TC5 0.671
TK14  0.808
TK1 0.798
Tax
Knowledge TK2 0.824
(TK) TK3 0.765 0.896 0.838 0.603
TK4 0.798
TK5 0.824
TK6 0.765
TK7 0.798
TKS8 0.824
TK9 0.765
TK10  0.798
TKI11 0.824
TK12  0.765
TK13 0.798
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As suggested by [59], several of the items were omitted since
the AVE values fluctuated from 0.40 to 0.70 (see Table 3),
which required the removal of certain values. More than half
of the indicator's volatility can be accounted for by the
model's variables. Table 4 shows the results of the Squared-
AVE test for discriminant validity, and it was shown to have
higher values than the correlation with other variables. The
validity and reliability of the measurement model were
established as a consequence of the preceding experiments.
Following the study of the measurement model, hypotheses
were tested using the structural model. The PLS algorithm
and bootstrapping approach, with a resample of 5000, were
used to analyze the path coefficients and the significance
level of each variable in the structural model. Table 5 shows
the results of the structural model evaluation. The correlation
between tax knowledge and tax compliance was found to be
significant (= 0.127, t = 2.365, p 0.001), which supports the
hypothesis. However, the research model explained 21%
(R2) of the dependent variable, namely tax compliance,
which indicates its high exploratory strength.

Table 5. RESULT OF HYPOTHESES TESTING (DIRECT
RELATIONSHIP)

H Relationship Path .. T.V PV Decision
coefficient
H1 TK->TC 0.127 2.365 0.009** | Supported

5. Discussion

The major goal of the research was to investigate the impact
of tax knowledge on tax compliance, with the premise that
tax knowledge is one of the most important factors of tax
compliance. This research postulated a positive and
substantial association between tax knowledge and tax
compliance (H1), and the empirical findings confirmed the
hypothesis and largely accepted the two's strong and positive
relationship. The studies also emphasized the importance of
tax expertise in both company tax compliance and tax
compliance. This finding indicates that the more the
taxpayers' tax knowledge, the greater their compliance with
tax payment. As a result, it is critical for taxpayers to
understand taxation, especially the significance of taxes in
the country's financial progress. Taxpayers' conduct is
influenced by their perception of taxes; hence, their
understanding of the taxation idea should be enough to
enable them to satisfy their duties and collect their tax rights.
Tax knowledge is supposed to raise taxpayers' understanding
of how to satisfy their tax responsibilities [62].

The research findings are consistent with those published by
[63], indicating that tax knowledge has an impact on tax
compliance. They are also consistent with the findings of
[64], which found that tax knowledge had an impact on
taxpayer compliance with regard to tax payment. Similarly,
[65] research found that lack of awareness about taxes might
lead to negative attitudes toward them, but enough
knowledge can lead to favorable sentiments.

In general, academics have focused on discovering strategies
to improve tax compliance, and the majority of them
advocate for tax knowledge upgrading [66]. Kamleitner et al.
(2012) discovered the need of enhancing company level tax
knowledge for taxpayers to grasp and deal with the revenue
entities administrative and legislative requirements in the
same result quality.

Furthermore, assuming that compliance with relevant tax
law is dependent on comprehension of the legislation [66],
one method of increasing tax compliance is to improve tax
awareness among taxpayers [46]. As a result, it is beneficial
to create a tax knowledge framework in which tax
knowledge drives tax compliance, with tax compliance
behavior as the ultimate goal. It is suggested that the idea of
tax knowledge remains vague in tax compliance behavior
and is often utilized in a more broad sense, as a consequence
of which a standardized universal framework of the term
remains elusive despite its value in future research [67]. In
conclusion, the results of this research suggest a strong and
favorable association between tax knowledge and tax
compliance among Jordanian listed enterprises.

6. Conclusion, Policy Implications, Limitations and
Recommendations

Based on the research goals met, various contributions to
theory and practice in the context of Jordanian enterprises
may be noted. Theoretically, this research adds to the
accounting literature, especially the tax compliance-tax
knowledge link in the context of Jordanian listed enterprises
and firms in other developing countries. Literature on this
issue is still sparse, and to the best of the author's knowledge,
this study is the first to evaluate the influence of tax
knowledge on tax compliance in the Middle East
environment, specifically in Jordan, demonstrating the
study's contribution to closing the literature gap. The
findings revealed that tax knowledge has a considerable
influence on tax compliance, but as with previous research,
it has limitations that must be considered when interpreting
and generalizing the findings. These restrictions should be
considered as possibilities for other research routes in the
future. The research model explained 21% of the overall
variation in sales tax compliance, indicating that there are
other factors at work when it comes to the remaining 79%
variance. Future research may look at different constructions
and their impact on tax compliance, utilizing the current one
as a stepping stone. This is particularly true for the Middle
Eastern Arab nations. Future research may use the
theoretical framework produced in this study while keeping
the geographical location in mind, as well as expanding the
study to investigate additional Middle Eastern nations.
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