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ABSTRACT

The study was carried out to assess factors influencing residential rental tax compliance in Mtwara.  The specific objectives of the study were to determine the influence of economic factors on residential tax compliance at Mtwara region, to examine the influence of social factors on residential tax compliance at Mtwara region and to find out the influence of individual factors on residential tax compliance at Mtwara region. The study used quantitative strategy whereas purposive and simple random sampling strategies were used to select 100 respondents. The data collection method used was questionnaire whereas data were analyzed using multiple linear regression analysis. Findings indicated thattax compliance is influenced by economic aspects, including but not limited to the tax rate, tax level, fine and penalties, and government spending. Also tax compliance is influenced by social aspects, including but not the perception of equity, government policy, and influence of peer groups.  The study further revealed that, tax compliance is likely not to be influenced by individual aspects, including but not tax knowledge and awareness. The implication of the findings is that there is significant relationship between economic factors and tax compliance, a significant relationship between social factors and tax compliance and there is no significant relationship between individual factors and tax compliance. 
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CHAPTER ONE

INTRODUCTION

1.1 Chapter Overview

This section covers the introduction of the key concepts of this study. The chapter introduces issues related to the factors influencing residential rental tax compliance by starting with the background of information. Furthermore, this chapter briefly explains the statement of the problem, research objectives, research questions as well as significance of the study. In the end, this section provides a brief summary of the whole chapter.

1.2 Background of Information

Taxation is the primary source of revenue for governments throughout the world to implement their social and political agendas and to deliver services to the citizens (Karingi, 2015). Taxation remains to be the main source of government revenue in most of economies such as France, United Kingdom, Germany, United States of America and Asian Tiger countries such as Indonesia, Malaysia, China and Thailand (Eriksen & Fallan, 2016). It also provides an important avenue for financial independence of nations from external assistance (OECD, 2018). Taxation is considered to be the core sources of government revenue in both developed and developing countries. 

Tax compliance is the most neutral term to describe tax payer’s willingness and motivation to pay their tax (Geremew, 2018). Likewise, tax compliance is also defined by several tax authorities as the ability and eagerness of tax payers to comply with tax laws, announce the accurate income in each year and pay the exact amount of taxes on time (Bird, 2017). The tax system must be fair both to encourage the objective of a reasonable and equal distribution of income and to give surety continual voluntary compliance by the taxpayers (Geremew, 2018).

Rental housing is an important part of the housing market in all African cities. For large-scale property developers and investors, one way to earn money from the properties they own is to rent them out to short and long-term tenants. In that regard, landlords are subject to residential rental tax (Khan, 2018).Residential rental tax is the tax imposed on income from rent of residential buildings. Since any income that is received from renting out a property is legally chargeable to income tax, the owners of the property are required to declare this income on their tax return. This income could be from renting out land or buildings (Berhane & Yesuf, 2019).Residential rental properties can be of various classes based on flats, stand-alone houses, apartments and so on. 

The demand for housing depends on one’s ability and willingness to pay the required fee in form of rent. Rental housing has really expanded and most individuals or entities are investing in rental houses (Sani & Gbadegesin, 2017). Thus, understanding the compliance of rental income taxation is highly important for the government and for the reason that taxation of rental income influences the relationship between house owners and house rentees (Berhane & Yesuf, 2019). 

There are various factors that determine tax compliance in most of African countries. For example, the study carried out by Deyganto (2018) in Ethiopia indicated that variables such as gender, age, lack of tax knowledge, simplicity of tax system, awareness on penalty, probability of being audit, and perception on tax rate were found to be key factors influencing taxpayers’ voluntary compliance attitude with tax system in the study area. Whereas variables such as education level, tax authority efficiency, peer influence, occupation, income level of taxpayers, perception on government speeding, and perception on fairness and equity have no significant influence on tax voluntary compliance attitude. On the other hand, Ngeta (2018) indicated that factors affecting collection of rental income taxes by Kenya Revenue Authority (KRA) in Mombasa human factors, social norms, stakeholder’s awareness and systems status.

In Tanzania, the study by Mahenge (2018) on tax compliance is highly encouraged by the availability oftax information provided by tax authorities and in order to improve compliance, education for taxpayers should be increased. However, the study by Mahenge (2018) is not exhaustive on the matter pertaining to the tax compliance since it does not stipulate other factors that are crucial in influencing tax compliance. Furthermore, the study did not much consider tax compliance in residential houses. In that regard, this study is designed to fill the identified gap in relation to the factors influencing residential rental income tax compliance. 

In that regard, this study is designed to fill the identified gap in relation to the factors influencing residential rental income tax compliance with specific objectives namely to determine the influence of economic factors on residential tax compliance at Mtwara region, to examine the influence of social factors on residential tax compliance at Mtwara region and to find out the influence of individual factors on residential tax compliance at Mtwara region. This study is important to both TRA and taxpayers as it will help the government to understand some of the factors influencing residential rental tax compliance in Tanzania.   

1.3 Statement of the Problem

Though a number of studies have been conducted on tax compliance, these studies have little covered on contextualized gap of residential rental income tax compliance for the developing countries (Waithira, 2016; Kinyua, 2014; Yesuf, 2015). As the case of the Tanzanian context, most studies in taxation focused on tax compliance generally (Mahenge, 2018; Nassib, 2020; Nelson, 2015). So still little is known regarding factors influencing residential rental tax compliance in Tanzania.   

In other studies, there is the same case of dicussing tax compliance in general without linking with residential rental tax, for example, factors influencing tax voluntary compliance attitude with tax system the case of Gedeo Zone (Deyganto, 2018), factors affecting category “A” tax payers in Addis Ababa (Wudeneh, 2018), factors that affect compliance of individual income taxpayers in Bangladesh (Manan, 2020) and factors affecting tax compliance among the small-scale traders (Odhiambo, 2019).Looking all these studies in the literature review, it indicates that tax compliance has different perpsectives. Very few studies have related it with residential rentail income tax (Waithira, 2016; Kinyua, 2014; Yesuf, 2015). This study also intended to add knowledge on the existing theories that have been used which are tax morale theory which influences individual factors and compliance, social influences theory and economic based theory.

1.4 Research Objectives

1.4.1 General Research Objective

The general research objective of the study was to assess factors influencing residential rental tax compliance in Mtwara.   

1.4.2 Specific Research Objectives

Specific research objectives were: -

i. To determine the influence of economic factors on residential tax compliance at Mtwara region

ii. To examine the influence of social factors on residential tax compliance at Mtwara region

iii. To find out the influence of individual factors on residential tax compliance at Mtwara region

1.5 Research Questions

i. What is the influence of economic factors on residential tax compliance at Mtwara region?

ii. What is the influence of social factors on residential tax compliance at Mtwara region?

iii. What is the influence of individual factors on residential tax compliance at Mtwara region?

1.6 Significance of the Study

The study may raise awareness to the government of Tanzania on the matter related to the tax compliance among the landlords. It is the study that will enable the government to take measures on how to improve and enhance residential rental tax to the landlords. In addition to that, this study will uncover a number of aspects such as economic factors, social factors and individual factors that may influence or affect residential rental tax compliance in Mtwara region. The study will enable Tanzania Revenue Authority Mtwara region to take immediate measures on how it can do to ensure that there is tax compliance among landlord who are engaged in rental houses in Mtwara region.  The study will add value and knowledge to the academic field since there is scarcity of scholarly articles on the factors influencing residential rental tax compliance in Tanzania.   

1.7 Chapter Summary

This chapter introduced the introduction of key concepts. The chapter also covered the statement of the problem, research objectives, research questions as well as significance of the study. Chapter two covered definitions of key terms such as tax compliance and residential tax. The chapter also covered theoretical as well as empirical literature that guiding this study. Additionally, this chapter also provided a clear research gap and conceptual framework guiding this study. In the end, a brief chapter summary will be provided. Chapter three covered research strategies, issues related to population, sample size, sampling design, measurement procedures, data collection as well as data analysis methods for this study.

CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

The purpose of this chapter is to discuss literature review with reference to the factors influencing residential rental tax compliance. In the course of doing that, it comprises definition of key terms, theoretical literature review, empirical literature review, research gap and conceptual framework.

2.2 Definition of Key Terms

2.2.1 Tax

Tax is a compulsory financial contribution imposed by a government to raise revenue, levied on the income or property of persons or organizations, on the production costs or sales prices of goods and services (Mahenge, 2018). In the context of this study tax is defined asthe compulsory contribution to state revenue levied by the government on workers income, and business profit, or added to the costs of some goods, services transactions. The main purpose behind imposition of tax is to secure sustainable revenue needed to fund social and public services for the benefit of the citizen and country economy as whole (Ng’eni, 2016).In the context of this study tax is defined as the ways by which governments impose charges on its citizens and corporate entities to finance their expenditures.

2.2.2 Residential Rental Tax

Residential rental tax is the tax imposed on income from rent of residential buildings (Berhane &Yesuf, 2019). In the context of this study, residential rental tax is the tax which is imposed by the government from the income earned by the owners of residential buildings. 

2.2.3 Tax Compliance 

Tax compliance is the degree to which a taxpayer complies (or fails to comply) with the tax laws and regulations of his country, for example by declaring income, filing a return, and paying the tax due in a timely and accurately (Ngeta, 2018).Tax compliance refers to an accurate reporting of income and expenses claims in accordance with tax stipulated laws (Sapiei&Kasipillai, 2017). In the context of this study, tax compliance is a fulfillment of obligations in relation to taxation voluntarily as required by the law. It is also determined by the power of authorities and taxpayers’ trust in the authority.

2.3 Theoretical Literature Review

This section explains the background of adoption theories. The study has been guided by tax morale theory which influences individual factors and compliance, social influences theory and economic based theory. However, it’s very important to explain the development of the adoption theories, limitations and strengths, including the theoretical framework contribution of this study. Hence, there is a need to start by discussing the background on the adoption theories as described below:-

2.4 The tax Morale Theory

2.4.1 Adoption of Theories

2.4.1.1 Background Information on Tax Morale Theory

The tax morale theory was first advanced by German scholars centered on Gunter Schmolders known as Cologne school of tax psychology. The concept of tax morale was introduced for the first time during the 1960s -1970s by “Cologneschool of tax psychology” (Schmӧlders, 1970; Strümpel, 1969) but received little attention from tax researchers for several decades (Alm&Torgler, 2004). Starting in the 1990s, taxmorale increasingly attracted attention and has become a central issue in empirical research on tax compliance (Torgler, 2011). 

Tax morale is defined most often asthe intrinsic motivation to pay taxes (Torgler, 2007a). Tax morale can be termed as the individual factors that motivate a person to comply with his or her tax obligations. In that regard, tax knowledge and awareness of offences are important factors in motivating person to comply. As a determinant of tax behavior, tax morals aim to explain how and why a tax payer morality influences his or her tax behavior. Many studies have found out that tax evasion can be attributed to the tax morale. Tax payers would be inclined to evade tax when the communities in which they live or operate disapprove of tax evasion. The assumption of tax morale theory is that tax payers are more likely to comply with tax obligation if their friends, relatives and acquaintances comply with these obligations, having knowledge of that tax and having knowledge of existence of offence when failed to comply with. 

Also, tax payers will evade taxes if they feel that other people are getting away with tax evasion. In other words, if a society tolerates tax evasion, such a society would encourage tax evasion (Mahenge, 2018). Religious beliefs are a variable in tax evasion as studies have shown that tax payers who have strong religious commitments or beliefs would likely be tax compliant even if they feel that the tax rate is high (Gee, 2016). In some instances, tax payers can feel morally feel justified in evading taxes if they feel that the quality and quantity of public services and goods are unsatisfactory. The opposite is also true. In economies where the provision of public goods and services is satisfactory the evasion rates are low. Tax payers will tend to comply with their tax obligation if they feel that their government is honest, democratic and participatory and also if the tax payers feel they play a meaningful role in governance (Cummings, 2017).

In addition to that, individual taxpayers do not live alone in this world and they have to interact with others in their daily life. Thus, influence of one person on another in their compliance is an important part of their continuous existence in society. Perception of peers not to comply with the tax laws resulted in the taxpayers’ non-compliance action. Decisions to comply or not are sometimes influenced by family members and friends.
Strength of Tax Morale Theory: This theory has been applied in a number of studies (Adhiambo, 2019; Mahenge, 2019; Atawodi, 2012; Nassib, 2020) since it gives the basis on tax compliance. The theory is also necessary in this study because tax morale does indeed appear to be an important component of compliance decisions. Individuals may have some intrinsic motivation to pay taxes or feel guilt or shame for failure to comply. They may comply due to reciprocal motivations: the willingness to pay taxes in exchange for benefits that the state provides to them or to others even though their pecuniary payoff would be higher if they did not pay taxes. Individuals may be influenced by peer behavior and the possibility of social recognition or sanctions. Also individuals may comply for fear of sanctions or offence when they fail to pay tax. In that regard, this theory builds the study variable namely individual factors that influence tax compliance. 

Weakness of Tax Morale Theory: However, tax morale theory limitation is that, it does not consider social factors and economic factors rather than individual factors in tax compliance. Gee (2016) has a claim and states that individuals cannot always be influenced by some intrinsic motivation to pay taxes. In addition to that, individuals cannot always be influenced by their friends, relatives for tax compliance. To him, he believes that, ability for individuals to pay tax will depend on how individuals are ready to comply with the laws and regulations that require them to pay tax, be it internal factors or external factors. From that point of view, this study concludes that, Gee (2016) claim does not hold water since what is important aspect is that wherever there is morale to pay tax, individuals will pay tax to comply with rules and regulations governing taxation in Tanzania. 

2.4.2 Economic based Theories

2.4.2.1 Background Information on Economic Based Theory

Economic based theory was postulated by the works of Becker (1968) and has evolved over a period of years with different researchers looking at different variables and challenging the findings made by the predecessor. The assumption of economic based theory by Becker is that, he viewed economic theory in terms of economic theory in relation to crime. This stipulates that individual is driven by purely self-interest. Economic or deterrence theory means that there are factors that prevent individuals from achieving full compliance levels due to some harboring factors such as the cost benefit effect of the same. The works of Becker were challenged by the works of Allingham and Sandmo (1972) which stated that taxpayers usually want to maximize their gains. The economic also known as deterrence theory place emphasis on rewards and incentives obtained from the process.

Economic based theory basically places emphasis on economic factors such as tax rate, income tax level, fines and penalties, costs incurred, the probability of detection and punishment that an individual may get due to failure to comply with some regulations. Most businessmen core objective of business is to incur less costs and in cases where there are detected and or the fine, they can pay when detected is less, they tend to overlook the compliance aspect. They like playing audit lottery according to (Trivedi & Shehata, 2005), therefore the taxpayers normally adjust their returns when filing to suit them. Therefore, the best way to prevent deterrence is by increasing fines and penalties once a taxpayer has been identified for the acts of omission and or commission.

According to Yitzhaki(1974), the taxpayer’s attitude and behavioral aspects towards risk whether risk averse or risk taker influences the level of compliance in that risk aversion decreased with increase in the level of income. Thus, due to the varying opinions on what actually should be done to improve compliance level within the small-scale traders, this study would be useful in further determining what actually can deal with the gaps in the various theories and increase the knowledge gap.

Strength of Economic Based Theory: Likewise, a number of studies have used economic based theory to explain how useful it is in tax compliance. In that regard, the same is applied in this study since economic based theory builds study variable namely economic factors with study variables namely tax rate, income tax level, fines and penalties and government spending. This theory is necessary to the individuals since the knowledge of how the fines and penalties affect their compliance level would actually be important in understanding their compliance level. The theory will enable the study to explain how economic factors have an influence on tax compliance in Mtwara region particularly to the residential rental income. 

Weakness of Economic Based Theory: The works of Becker were challenged by the works of Allingham and Sandmo(1972) which stated that taxpayers usually want to maximize their gains. The economic also known as deterrence theory place emphasis on rewards and incentives obtained from the process. On the other hand, Slemrod, (1989) noted a weakness in relation to theory in that it had inability to deal with items with different situations of a taxpayer. Other studies suggested a system comprising of both the punitive and persuasive measures may counter the problem of deterrence and therefore improve compliance level (Falkinger& Walther, 1991) 

2.4.2.2 Information Background on Social Influences Theory 

The central theme of social influence theory, as proposed by Kelman (1958), is that an individual’s attitudes, beliefs, and subsequent actions or behaviors are influenced by referent others through three processes: compliance, identification, and internalization. Kelman (1958) posited that social influence brings about changes in attitude and actions, and those changes may occur at different “levels.” This difference in the level of changes can be attributed by the differences in the processes through which individuals accept influence. 

This theory affirms that, tax compliance by citizens is specifically influenced by their individual behavior and social norms. The theory assumes that individual behavior in taxation is basically influenced by social interactions like other forms of behavior (Ali et al., 2013). The theory follows that an individual is most likely to comply with tax requirements if he believes members of his reference groups also comply, just as he is also likely not to comply if he believes that members of his referent group do not comply (Walsh, 2012). 

The social influence theory presupposes that individual behavior in taxation is basically influenced by social interactions like other forms of behavior (Bello & Danjuma, 2014). The theory also presupposes that the fear of social stigmatization as one of the possible deterrent factors to tax compliance (Kirchler, 2007), and that existence of the social norms effect on compliance behavior. The relevance of this theory is that property owners are likely to be influenced by social groups, family members, friends and other property owners to comply on payment of residential rental income tax.

On the other hand, the issue of non-compliance is not only a question of state-society relationships but also a question of relationship between citizens or groups of citizens within local communities. There is an existing social bond between the society and this bond influences the members of the society in complying with the tax. These factors are perceptions of equity and fairness, changes to current government policy and referent groups.

Strength of Social Influences Theory: This theory has been applied in a number of studies (Lucinde, 2017; Geremew, 2017; Atawodi, 2012; Nassib, 2020) since it gives the basis on tax compliance in the context of social factors. Individuals are more likely to comply with tax requirement as per law is they believe. Tax payers mostly comply with tax requirement as per decisions of the members of reference group, whey if they comply; they also comply with the tax requirement and do not if they do not comply too. Social influences theory also forms part of study variable namely social factors and for that case, this theory will enable the study to examine how social factors influence tax compliance in Mtwara region.   

Weakness of Social Influences Theory: Although popular and successful, the social influence theory has not escaped criticism. One type of critique has to do with the theory’s sufficiency—the proposition that attitudes, subjective norms, and perceptions of behavioral control are sufficient to predict intentions and behavior. Investigators have suggested a number of variables that might be added to the theory to improve its predictive validity. Among the proposed additions are desire and need, affect and anticipated regret, personal and moral norms, past behavior, and self-identity (i.e., the extent to which people view themselves as the kind of person who would perform the behavior in question).

In another major critique, investigators have challenged the theory’s reasoned action assumption, or more precisely, they have argued that reasoned action may represent only one mode of operation, the controlled or deliberate mode. According to Russell Fazio’s MODE model, reasoned action occurs when people are motivated and capable of retrieving their beliefs, attitudes, and intentions in an effortful manner. When they lack motivation or cognitive capacity to do so, they are said to operate in the spontaneous mode where attitudes must be strong enough to be activated automatically if they are to guide behavior.

2.5 Empirical Literature Review

2.5.1 The Influence of Economic Factors on Residential Income Tax Compliance
Deyganto (2018) examined the factors influencing tax voluntary compliance attitude with tax system the case of Gedeo Zone. To this end, the author used mixed research approach. The target populations of the study were tax authority and taxpayers in Zone. A sample of 323 taxpayers was randomly taken from the 1,678 taxpayers in the Zone but tax officers were judgmentally selected by the researcher in order to collect sufficient and relevant information required to prepare the report of this study. The study found that gender, age, lack of tax knowledge, simplicity of tax system, awareness on penalty, probability of being audit, income level and perception on tax rate were found to be key factors influencing taxpayers’ voluntary compliance attitude with tax system in the study area. 

Whereas variables such as education level, tax authority efficiency, peer influence, occupation, income level of taxpayers, perception on government speeding, and perception on fairness and equity have no significant influence on tax voluntary compliance attitude. Finally, the findings of the study may inform policy makers about the factors influencing voluntary compliance attitude towards tax system in the Zone and supports to formulate constructive policy in order to achieve the goal of raising required tax revenue to promote the economic development of the country.

The objective of the study by Wudeneh (2018) was to examine factors affecting category “A” tax payers in Addis Ababa. A conceptual framework was adopted based on the economic, social, individual and demographic factors. The study adopted a quantitative research approach to test the hypotheses and answer research questions. The data collected from 120 Category “A” tax payers in Addis Ababa through distributing self-administered questionnaires. Date was analyzed using STATA. Two analysis methods were used, descriptive statistics and ordered probit model to examine significant determinant factors of tax compliance. The result founds that majority of tax payers were not compliant. It also revealed that education level, tax audit, government spending, the influence of referent group, personal financial constraint, awareness on offences and penalty rate, and tax knowledge are significant factors of tax compliance. 

Others factors considered under this study, age, gender, income level, equity and fairness, government policy were found to be insignificant. Finally the study suggests that the government has to improve public services to enhance tax compliance behavior. Following this it is mandatory to create awareness about benefits of paying tax, conducting preventive education to the public and conduct through audit to discourage non-compliance behavior. In addition, it would be helpful if further study is conducted on influence of referral group on compliance behavior since social norms and ethical values will create different incentives for tax compliance.
In most researches income level is classified as one of demographic factors affecting tax compliance but in current study it classified as economic factor because, income earning capacity of a Person or corporate citizen is depending on economic aspect citizens. Even if Jackson & Milliron (2018) on tax compliance research found that income level has a mixed and unclear impact on compliance, but they did not clearly too inconsistent findings. For instance, progressive tax rates might encourage the higher income group to evade rather than the lower income group because of high tax rates which makes their taxable income high, consequently, making the tax liabilities much higher than lower income group. In a country where income redistribution is not satisfactory, the higher income group tends to evade more.


2.5.2 The Influence of Social Factors on Residential Income Tax Compliance

The purpose of the study by Manan (2020) was identifying factors that affect compliance of individual income taxpayers in Bangladesh. The target population of the study is individual income taxpayers of the fifteen zones of Dhaka. The sample size is determined to 385 self-assessment assesse and 376 general procedure return submitted income taxpayers to which the questionnaire was distributed during the period of 1st December 2019 to 15th February, 2020. The results of the ordered logistic regression model reveal that the fairness, tax penalty and relationship with regard to taxpayer’s perception of government spending have positive and significant relationships with compliance. 

It also examines the effects of compliance decisions of referrals on others compliance decisions. The findings show a negative but insignificant relationship between them which implies that individual income taxpayer’s make their compliance decisions independent of others’ decisions. Finally, the study having evaluated the effect of cost of complying with the tax law on tax compliance and concluded that there is a negative relationship between them implying that higher cost of compliance will lead to lower levels of compliance. Therefore, this paper suggests that maintaining tax fairness, optimum levels of penalty, spending the tax revenue on public development projects, keeping tax rates to the minimum as much as possible and keeping compliance costs to the minimum can enhance the compliance of taxpayers.


The study by Odhiambo (2019) was specifically done to investigate the factors affecting tax compliance among the small-scale traders by determination of the effect of tax awareness and education, effect of cost of compliance, effect of perception on opportunity for tax evasion, and effect of online technology on tax compliance in the small-scale traders within Nakuru town. The study was guided by the economic deterrent and psychological theories of tax compliance. The study used descriptive research design. A sample size of 302 was drawn from the target population of 1416 licensed small-scale traders by the County government of Nakuru. Data was collected using structured questionnaire. 

The data was also coded; analysis was done quantitatively using both inferential and descriptive statistics. The data was then summarized in form of tables and charts. The findings revealed that tax awareness and education have a positive and significant effect on the tax compliance (β2 = 0.315), the cost of compliance has a significant effect on the level of tax compliance (β1 = 0.416), perception on opportunity for tax evasion was shown to have an insignificant effect on the tax compliance (β3 = 0.054) while technology especially the filing of returns online has a significant effect on the level of tax compliance (β4 = 0.283). The findings of this study will help in policy formulation and the Kenya Revenue Authority to come up with policy to foster compliance among the small traders and thereby translating to improved revenue collection. The study recommends enhanced training and sensitization to create awareness and reduce compliance cost and simplify online technology for the overall positive impact on compliance among the SMEs.

2.5.3 The Influence of Individual Factors on Residential Income Tax Compliance

Waithira (2018) sought to examine the determinants residential rental income tax compliance by property owners in Thika town. The study employed a descriptive research design and collected data from a sample of 58 property owners using questionnaires. The data collected was analyzed using descriptive and inferential statistics with the help of Statistical Package for Social Sciences version 21 for evaluation of relation between dependent and independent variables. Multiple regression model was adopted. The findings of the study found a significant positive relationship between tax rate, tax knowledge and residential rental income tax compliance and an insignificant positive relationship between attitude and perception and residential rental income tax compliance. 

The study also found an insignificant negative effect between income levels, fines and penalties and residential rental income tax compliance by property owners. The study concluded that tax rate, tax knowledge, attitude and perception positively influence residential rental income tax compliance while income levels, fines and penalties negatively influence residential rental income tax compliance by property owners. It was recommended that KRA develops training programs to create awareness on residential rental income tax compliance by property owners and that the tax authority in Kenya (KRA) should develop effective working policies to develop a positive relationship and trust with taxpayers. It was recommended that further study be carried on the other factors that affect compliance with residential rental income tax and study to cover other areas besides Thika Town.

Wadesango (2018) was to evaluate if lack of tax knowledge contributed to high levels of tax non-compliance amongst SMEs in Zimbabwe. To achieve this, a quantitative research approach was used involving a sample of 35 SMEs and 40 tax officials. The findings were that SMEs in Zimbabwe possess basic tax knowledge about taxation but lack a deeper understanding like the difference between presumptive taxation and income-based taxation. However, this insignificantly influences their non-compliance behavior. It emerged that in order for tax knowledge to influence tax compliance positively, the tax rates and corruption need to be addressed too. In spite of these results, ZIMRA should still continue to raise awareness to uninformed and inexperienced SMEs on the benefits of paying tax, encourage proper record keeping through tax payer education and social media campaigns.

The study by Mahenge (2018) was carried out to assess factors influencing tax compliance in Tanzania, a case of Tanzania revenue authority located in at Mbeya Region. The researcher used a descriptive survey design, where Mbeya Region was chosen because is familiar place by the researcher hence easy of getting required information. The researcher collected two types of data, the primary data and the secondary data. Primary data were collected through questionnaire, while secondary data were collected through documentary review. All data were analyzed and presented in tables and figures with the help of descriptive analysis under SPSS version 23. Study findings unveiled that tax compliance is highly encouraged by the availability of tax information provided by tax authorities and in order to improve compliance, education for taxpayers should be increased.

2.6 Research Gap

Though a number of studies have been conducted on tax compliance, these studies have little covered on contextualized gap of residential rental income tax compliance for the developing countries (Waithira, 2016; Kinyua, 2014; Yesuf, 2015). As the case of the Tanzanian context, most studies in taxation focused on tax compliance generally (Mahenge, 2018; Nassib, 2020; Nelson, 2015). So still little is known regarding factors influencing residential rental tax compliance in Tanzania.   

In other studies, there is the same case of dicussing tax compliance in general without linking with residential rental tax, for example, factors influencing tax voluntary compliance attitude with tax system the case of Gedeo Zone (Deyganto, 2018), factors affecting category “A” tax payers in Addis Ababa (Wudeneh, 2018), factors that affect compliance of individual income taxpayers in Bangladesh (Manan, 2020) and factors affecting tax compliance among the small-scale traders (Odhiambo, 2019).Looking all these studies in the literature review, it indicates that tax compliance has different perpsectives. Very few studies have related it with residential rentail income tax (Waithira, 2016; Kinyua, 2014; Yesuf, 2015). This study also intends to add knowledge on the existing theories that have been used which are tax morale theory which influences individual factors and compliance, social influences theory and economic based theory.

2.7 Conceptual Framework

This study seeks to assess factors influencing residential rental tax compliance. In that regard, the study will be guided by independent variables and dependent variable. Therefore, Figure 2.1 summaries the researcher’s opinions conceptual concept about the study. This study seeks to assess factors influencing residential rental tax compliance. In that regard, the study will be guided by independent variables and dependent variable. Therefore, Figure 2.1 summaries the researcher’s opinions conceptual concept about the study.

Independent Variables 



Dependent Variable 



Figure 2.1: Conceptual Framework

Source: Adapted from Schmӧlders, 1970; Strümpel, 1969, Becker (1968) and Kelman (1958),
As indicated in Figure 2.1, independent variables namely economic factors such tax rate, income tax level, fines and penalties and government spending, social factors namely perception on equity, government policy, peer and individual factors namely tax knowledge and awareness of offence have an influence to dependent variable namely residential rental income tax compliance.
2.8 Description of the Variables
2.8.1 Economic Factors
For the purpose of this study, economic factors are those factors that determine economic practice in tax compliance. In this study, economic factors were measured using variable indicators namely tax rate, income tax level as well as fine and penalties. 
2.8.2 Social Factors
For the purpose of this study, social factors are those factors that determine social practice in tax compliance. In this study, social, factors were measured using variable indicators namely perception on equity, government policy as well as peer (referent group).

2.8.3 Individual Factors
For the purpose of this study, individual factors are those factors that determine individual practice in tax compliance. In this study, individual factors were measured using variable indicators namely tax knowledge, awareness of offence as well as fines. 

2.9 Chapter Summary 

This chapter discussed literature review in relation to the research topic. The chapter covered definition of key terms whereas definitions such as tax, tax compliance and residential rental tax have been explained. The chapter also covered theoretical literature review by reviewing tax morale theory and economic based theories. It also covered empirical literature reviews, research gap and conceptual framework. 

CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter deals with research methodology which includes research philosophy, study population, research strategies, sample size, sampling strategies, scope of the study, variables and measurement procedures, data collection methods, data analysis methods, ethical consideration and limitations and areas for further studies.
3.2 Research Philosophy

The study adopted positivism as the philosophical approach in conducting the study. In additional, positivism approach research used since it involves deductive process with a view to provide explanatory to understand the social phenomenon hence it is associated with statistical data analysis of quantitative methods as the paradigm that used in this study. Positivism believes that, an accurate and value free knowledge is possible. The positivism philosophical assumption adopted in this study because research assumes that knowledge is enhanced by using measurements (that research is an exact science). Baroudi and Olikowski (1991) in their study suggested on the use of positivism on business studies, because of underlying use of theory testing in an effort of increasing understanding of phenomenon, as the case in this study is on factors influencing residential rental tax compliance in Tanzania. Another reason of adopting positivism in this study is the fact that, positivism adheres to the use of scientific methods and systematic means in generating knowledge, that is accompanied by measurable criteria that describes precise the parameters and its relationships. Therefore, the objectives of the study was answered by the positivism stance.
3.3 Research Strategies

The study used quantitative strategy. Quantitative research strategy is the process of collecting and analyzing numerical data. It can be used to find patterns and averages, make predictions, test causal relationships, and generalize results to wider populations. With a quantitative strategy, a much broader study can be done – one which involves more people. Naturally, researcher was able to more accurately generalize results across an even wider group of people. There are far fewer variables involved with quantitative research. The data collected is often ‘close-ended’, which means people are choosing clear-cut multiple choice answers, such as yes/no, or and when it comes to diving into the results, there’s no room for debate. 

3.4 Study Population

A population is a group of individuals sharing one or more characteristics common and which a researcher has an interest in (Best & Khan, 2007). The target population for this study TRA officers, owners of rentable residential houses in Mtwara urban areas and the tenants.   However, it was difficult to get actual total population since the population involved in this study was more scattered. 

3.5 Sample Size

Sample size is the exact number of items selected from a population to be sampled for study (Kothari, 2013). The sample size of the study used 100 respondents. From the intended population, the sample size was determined based on Yamane’s formula (1969) which states that at the significance level of 90%, the minimum sample size for the unknown population is 100 (Cooper & Schindler, 2003). Thus, the study involved100 respondents considering the fact that there is no exact number of respondents the researcher wants to involve.

Table 3.1: Sample Size Distribution


	Respondents
	Frequency 
	

Percentage %

	TRA officials  
	10
	10

	Owners 
	45
	45

	Tenants 
	45
	45

	Total
	100
	100


Source: research data, (2022)
3.6 Sampling Strategies

Sampling involves identifying individual or group of individual, event or items from a population to be studied on the base which inference is made about the entire population (Alvi, 2016). The study used purposive sampling strategy to select TRA officers. This strategy was used since the researcher wants to deal with specific people capable to provide relevant data. After selecting TRA officers purposively, then the researcher selected owners of rentable households using simple random sampling strategy. This process was done by diving the population into groups called strata and then pick them randomly. The study used simple random sampling technique to select respondents who are owners of rentable households because each participant has equal chance to be selected in the study.

3.7 Scope of the Study

The study conducted in Mtwara region, this is because Mtwara region is one of the regions with low level of tax compliance. According to TRA (2021) report, the tax compliance level of Mtwara was at a greatly minimal level of 17.2 percent by the end of 2020 business year. That is why, this study was conducted in Mtwara so as to find out why low compliance. Why this problem persists despite of various efforts made by the government such as enacting laws and regulations, controlling tax exemptions, strengthening tax administration systems such as the use of electronic and providing education through its department of ELIMU KWA MLIPA KODI and raising awareness to the citizens on the importance tax compliance through media.

Table 3.2: Collection of Rental Tax for the Three Years Consecutively

	PERIOD
	2019
	2020
	2021

	JANUARY
	39,146,610.38
	80,285,526.94
	72,456,439.43

	FEBRUARY
	86,028,831.10
	42,473,318.05
	19,024,003.10

	MARCH
	31,529,110.73
	45,365,123.85
	94,432,253.47

	APRIL
	73,158,986.69
	59,745,262.26
	17,545,662.33

	MAY
	31,529,110.73
	48,104,030.54
	18,068,439.10

	JUNE
	25,023,650.10
	40,879,394.67
	37,393,582.19

	JULY
	68,875,683.96
	40,780,850.60
	20,968,588.49

	AUGUST
	20,286,686.15
	94,432,253.47
	31,529,110.73

	SEPTEMBER
	42,365,000.36
	28,560,321.12
	31 056,799.53

	OCTOBER
	38,698,786.96
	29,495,283.92
	40,879,394.67

	NOVEMBER
	106,583,265.54
	72,368,963.25
	104,787,525.12

	DECEMBER
	72,365,389.62
	60.852357.23
	92,588,825.90

	TOTAL
	635,591,112.32
	582,490,328.67
	549,673,824.53


Source: TRA Tax Region, Mtwara, 2022

3.8 Variables and Measurement Procedures

The following variables were measured so as to find out factors influencing residential rental income tax compliance (Table 3.3).

Table 3.3: Measurement of Variables

	Variable
	Sub-variables
	Measurement
	Instrument

	Economic factors


	· Tax rate

· Income tax level

· Fine and penalties

· Government spending
	5-point Likert scale

1(SD) to 5 (SA)
	Questionnaire

	Social factors


	· Perception on equity

· Government policy

· Peer
	5-point Likert scale

1(SD) to 5 (SA)
	Questionnaire

	Individual factors
	· Tax knowledge

· Awareness of offence
	5-point Likert scale

1(SD) to 5 (SA)
	Questionnaire

	Residential income

tax compliance
	· Monthly payment of tax

· Increase in revenue
	5-point Likert scale

1(SD) to 5 (SA)
	Questionnaire


(SD=Strongly Disagree, DA=Disagree,NE=Neutral, AG= Agree,SA=Strongly Agree)

3.9 Data Collection Methods

Questionnaire refers to an instrument of data collection that consists of a set of predetermined and structured questions given to the subject to respond to in writing (Adam &Kamuzora, 2008). The questionnaires were distributed to 100 respondents. Thesemi-structured questionnaire was pilot tested to determine their suitability to the respondents. Pilot study included only 20 owners of rentable households and 5 TRA officers. The researcher administered questionnaires both in person and through the help of field assistant by visiting the respondents. 
The format of questionnaire was in likert of 5 scales whereas it consisted offour sections whereby each section contains one variable. Questionnaire is useful in the study since it allowed the researcher to yield more reliable and valid information about factors influencing career choice decision among university students. Further, questionnaire facilitated easier coding and analysis of data that collected. The information that collected through questionnaire reflected to the research objectives. 

3.10 Data Analysis Methods

3.10.1
Data Cleaning 

Data cleaning process involve scientific process whereas all missing data and unwanted data removed so as to remain with the data for data analysis and report writing. Data collected from the primary survey was compiled, sorted, edited, classified, coded and analyzed using SPSS 23.0. Descriptive profile of respondents was done, followed by a presentation of the variables using descriptive statistics. The study employed cross tabulation and correlation analysis to determine the existence of significant relationships between the variables. Then, regression analysis then follows to determine the effect of the independent variables on the dependent variable.

3.10.2 Reliability 

Reliability is the degree to which measures are free from error and therefore can bring forth consistent results (Thanasegaran, 2009). The test items were put through reliability testing by calculation of Cronbach’s alpha. Cronbach’s Alpha was used to assess if the items are consistent with one another and thus representing a single construct (Saunders et al., 2012). To test the reliability of the scale from each variable, a Cronbach’s Alpha was used to measure the internal consistency of variables (items). Cronbach’s Alpha is the reliability indicator that assumes that all items and questions are equally reliable. The required value should be not less than 0.7 in all indicators Geffen et al., 2000; Rajasekar, 2014). The cutoff point was 0.7, which is used as the minimum value for the alpha coefficient. 

3.10.3 Content Validity 
Amin (2015) defines the term validity as the extent to which an empirical measure adequately reflects the real meaning of the subject under investigation. To ensure validity of data collection instrument, expert opinion and sought from the supervisor. In other words, it can be said that, in determining the content validity of the study, the researcher make a consultation with her supervisor so as to make on discussion on the research instruments so as to find out whether the research instruments are of required standards.

3.10.4 Construct Validity

In order to have effective measure of constructs validity, factors analysis was applied in reduction of unnecessary explanations on the studied constructs and maintains the necessary explanations on the studied constructs. The construct validity was tested using the Exploratory Factor Analysis (EFA) and this was performed by the assistance of the Statistical package for Social Science software (SPSS) version 23.0.

3.10.5 Criterion Validity 

Criterion validity or sometimes is referred as predictive validity refers to the way research instruments are tested with other measures and give out similar outcomes (Saunders et al,.2012). The higher the correlation between the research instruments and the outside measures, the better the positive relationships. Therefore, the study instruments were assessed on its validity and find out the value on the correlations with the outcomes of the study by ensuring that the study has used the relevant literatures with the studied phenomenon.

3.10.6
Descriptive Statistics

The study data analysis was used using descriptive analysis with the aid of Statistical Package for Social Science (SPSS). Saunders et al., (2012) describe that descriptive analysis assist researchers in understanding and arranging of the data collected to give meaningful results. This was used to analyze respondent’s demographic characteristics such as sex, age and number of years, the property has existed. Descriptive statistics was being undertaken in the form of frequencies and tables.

3.10.7
Multiple Linear Regression Analysis

The multiple linear regression models were adopted in analyzing the association between the dependent variable and a set of independent variables. This model is normally applied when the study has a continuous dependent variable as predicted to be the function of other two or more independent variables (Kothari & Garg, 2014). The following form of multiple linear regression model was adopted;

Y = βo + β1X1 + β2X2 + β3X3+ e 

Where by  

Y= Residential rental income tax compliance 

βo = Constant factor

X1 = Economic factors 

X2= Social factors 

X3 = Individual factors 

e = Error term

3.10.7.1 Assumptions of Multiple Linear Regressions Analysis

For the sake of further analysis and reporting of results, the study adhered to the needed assumptions on using multivariate analysis particularly the regression analysis, according to Kothari & Garg (2014) the generated regression model reported to hold true if the following assumptions were met in each objective: -

3.10.7.2 Linearity

There must be linear relationship between dependent variable (outcome) and independent variables (predictor variables). When the model is not linear, the data under regression analysis reflect the mathematical representation of the studied data, thus the resulted model reflect the relationship between the outcome variable and the predictor variables; This tested by means of scatter plots, which plots the dependent variables on the y-axis and the independent variables on the x-axis. Linearity existed when the graph has a linear distribution of observations.

3.10.7.3 Absence of Multicollinearity

This is the situation in which the independent variables are not correlated, when they are correlated and made difficult for the independent variables to be the real predictor of the dependent variable. Looking for absence of interrelationship between independent variables, the study wasperformed by using the Variance Inflation Factor (VIF) and the Level of Tolerance (Daoud, 2018). 

3.10.7.4 Homoscedasticity of Variances

When there is no constant of residual/error terms in the model, this result into the heteroscedasticity problem. This could affect the results of the confidence interval and thus influence poor performance of the regression model. This was observed by using the plots of standardized values predicted by the model against the standardized residuals observed. The assumption was met if the plot has a random array of plots (absence of funnel shape).

3.10.7.5 Residuals are Normally Distributed

When happens that the residuals are not normally distributed, the confidence interval becomes unpredictable either give high results or low results, that affects the model performances. This was observed by using the P-P plots. The assumption holds valid as if the dots lie on or very closer to the diagonal line, that this infers that the residual were normally distributed.

3.10.7.6 Residuals are Independent

To observe if individual data points are independent, the study adopts the use of Durbin Watson statistics. Durbin Watson test values ranges between 0 and 4 (Saunders et al., 2012). The smaller the value the positive residual correlation is. The assumption holds if the Dublin Watson statistic is closer to 2 there is positive residual autocorrelation, whereas, if the Dublin Watson is greater than 2 there is negative autocorrelation.

3.11 Ethical Consideration

Ethical considerations are important for any research. Ethical issues that are taken into consideration include proper conduct of the researcher and confidentiality of the information to be obtained from the respondents (Mugenda & Mugenda, (2003). An introductory letter to meet the respondents obtained from the University. Respondents were encouraged to participate voluntarily and before administering the questionnaire, the researcher sought informed consent from respondents. The researcher ensures anonymity and confidentiality of all the information collected.

3.12 Chapter Summary

This chapter has covered research methodology by explaining various aspects of research methodology used by the researcher in conducting study in the field
CHAPTER FOUR

DATA PRESENTATION, ANALYSIS, AND DISCUSSION

4.1 Introduction

 The study intends to assess factors influencing residential rental tax compliance in Mtwara. The study results are presented in this chapter based on the research-specific objectives. The research-specific objective was: to determine the influence of economic factors on residential tax compliance in Mtwara region; to examine the influence of social factors on residential tax compliance in Mtwara region; and to find out the influence of individual factors on residential tax compliance in Mtwara region. Additionally, the data were analyzed using a frequency distribution table and figures. First, the study describes the response rate, then the demographic profile of study participants before data presentation. Likely, the data findings were presented by first reporting the descriptive results, followed by inferential results of the data collected.

4.2 Study Response Rate

A researcher administered 100 questionnaires for participants to fill and return them. Only97of all questionnaires were collected and filled, making a response rate of 97%.

4.3 Descriptive Results

4.3.1 Demographics Profile of Study Participants

4.3.1.1 Gender of the Respondents

Gender was the first characteristic of the respondents’ general information to be investigated in the study. This was to establish whether the study was representative in relation to a certain gender respondent within the Authority, it can be said that, gender distribution was considered in order to establish the gender composition of the respondents and whether all gender participated in the study to state anything they understand about factors influencing residential rental tax compliance in Mtwara. The study results revealed that 76.3 percent of the total numbers of respondents were male whereas 23.7 percent were female (Table 4.1).

4.3.1.2 Age of the Respondents

Age was the second characteristic of the respondents’ general information to be investigated in the study. This was to establish whether the study was representative in relation to age of the respondents.The results obtained by the study indicates that, majority of respondents 44 percent were aged between 41 and 50 years, followed by 38.1 percent aged 51 years and above, 14.4 percent aged between 31 and 40 years, and 3.1 percent were reported to have aged between 21 and 3o years old (Table 4.1).

4.3.1.3 Property Longevity

Table 4.1: Respondents’ Demographics Profile

	Variables
	N (%)

	Gender
	

	Male
	74(76.3)

	Female
	23(23.7)

	Age
	

	21-30 years
	3(3.1)

	31-40 years
	14(14.4)

	41-50 years
	43(44.3)

	51 years and above
	37(38.1)

	Property Longevity
	

	below than 2 years
	3(3.1)

	3-5 years
	3(3.1)

	6-8 years
	6(6.2)

	9 years and above
	85(87.6)


Source: Field Data, (2022)

The study also aims to establish the longevity period that a property owner, own it property. The purpose was to indicate how long respondents were supposed to comply to residential rental tax. The results revealed that, 87.6 percent of all respondents affirm to own property for nine (9) years and above, followed by 6.2 percent between 6 and 8 years, 3.1 percent between 3 and 5 years, and 3.1 percent own property for less than two (2) years (Table 4.1).

4.3.2 Study Findings

4.3.2.1 Testing Sample Adequacy for Exploratory Factor Analysis

In testing the adequacy of the sample, Kaiser Mayer Olkin (KMO) and Bartlett’s test results were used in the statistical analysis. Likewise, Cronbach’s Alpha test was used to test the consistent of the variables in the study. Kaiser Mayer Olkin (KMO) test is a test for assessing on how data are enough and suitable for Factor analysis. It measures the adequacy of the sample by looking each variable on the model. KMO ranges from 0 and 1; whereby the ranges between0.90-1.00 is marvelous, 0.8-0.89 is meritorious, 0.70-0.79 is middling, 0.60-0.69 is mediocre, 0.50-0.59 is miserable, and 0.00-0.49 is unacceptable (Basto& Pereira (2012); Kaiser (1974)). 

Study results revealed that for the independent variables (economic factors, social factors, and individual factors) the sample size was sufficient for Factor Analysis with a value above 0.8, while for the dependent variable (tax compliance) the value is 0.649 which is mediocre and sufficient for the analysis. Hence the study sampling was adequate (Table 4.2).  Bartlett’s test for Sphericity for comparison in correlation matrix (A matrix of Pearson Correlations) was also tested. Hence it is argued that values should be less than 0.05 of the significant level, to indicate that Factor Analysis is suitable for the data. Study findings showed a significant value (p=0.001) for all study variables which indicates that the values were correlated (Table 4.2). The Cronbach’s Alpha values revealed that all indicator in the questionnaire were equally reliable as its value was above 0.7 in all indicators (economic factors=0.726, social factors=0.894, individual factors=0.867, and tax compliance=0.760). Therefore, the studied variables were fit for the intended model. 

Table 4.2: Summary of Reliability and Validity of Data (Constructs)

	Construct
	Reliability
	Validity

	
	Cronbach’s alpha
	No. of items
	Determinant
	KMO
	BTS

Χ2(P-Value)

	Economic factors
	0.726
	8
	4.409
	0.837
	451.883 (p=0.001)

	Social factors
	0.894
	6
	3.925
	0.832
	336.476 (p=0.001)

	Individual factors
	0.867
	6
	3.643
	0.804
	330.975 (p=0.001)

	Tax compliance
	0.760
	3
	2.977
	0.649
	282.747(p=0.001)


KMO=Kaiser-Meyer-Olkin; BTS=Bartlett's Test of Sphericity

Source: Field Data (2022)

4.3.2.2 Principal Component and Exploratory Factor Analysis 

The principle Component Analysis (PCA) aimed at reducing the number of variables measuring each construct(Osborne, 2016). Since, a set of variables was combined to produce few if not one variable under consideration, the exploratory factor analysis (EFA) was used to determine if the observable variables measure the same construct. The common factor structure was observed by using the inter-correlation values looking on the strength of association. Exploratory factor analysis is commonly used to asses if the model used is in congruence with the intended objectives of the study (Osborne, 2016). Exploratory factor analysis was a two-step procedure; the first procedure was to determine the suitability of data for factor analysis by evaluating issues of sample size and the strength of the relationship among the variables. 

The second step involved was factor extraction which dealt with determining the smallest number of factors that can be used to best represent the interrelationships among the set of variables, therefore the Principal Component Factor Analysis (PCFA) was adopted. The analysis opted for EFA rather than a Confirmatory Factor Analysis (CFA) because the analysis taken wanted to examine the latent construct underlying the pattern of correlations among the measured variables(Osborne, 2016), however confirmatory factor analysis(CFA) is mostly used in testing of the competing models, however this study was aimed only on assessing whether the data fits the model used (Osborne, 2016).

Table 4.3: Distribution of Factor Analysis

	Economic factor

Extraction Sum of Squared Loadings: Total = 5.420,

% Of variance = 67.749
	Social factor

Extraction Sum of Squared Loadings: Total = 3.925,

% Of variance = 65.415
	Individual factor

Extraction Sum of squared Loadings:Total = 4.773

% Of variance = 67.901

	Variable
	Factor loading
	Variable
	Factor loading
	Variable
	Factor loading

	Tax rate
	0.5095
	Perception on equity
	0.694
	Tax knowledge  
	0.794

	Tax level
	0.7215
	Government policy 
	0.668
	Awareness of offence
	0.798

	Fines and penalties 
	0.769
	Peer (referent group)
	0.601
	
	

	Government spending 
	0.710
	
	
	
	


Source: Field Data (2022)

Among previous studies which tested TAM model which used exploratory factor analysis (EFA) includes the study by (Ajax and Irfan, 2012; Kim and Kim, 2012; Kumar et al., 2017 and Venkatesh, et al., 2003). As the rule of thumb, the factor loading of greater than or equal to 0.3 should be maintained as important for further analysis (Osborne, 2016). Therefore, the analysis aimed at exploring if all variables under economic factors, social factors, individual factors, and tax compliance (Table 4.3). Results revealed the values for determinant and percentage of variance; i.e., economic factor 5.420(67.749), social factor 3.925(65.415), and individual factor 4.773(67.901). Furthermore, loading factors are within the tolerance threshold implication that independents variables (economic, social, and individual factors) are sufficient enough to explain the dependent variable (rental tax compliance). 

4.3.2.3 The Mean and Standard Deviation for Independent and Dependent Variables

Being the part of descriptive statistics, for each study variable its components (scores for each item) were used to generate the average factor scores for each item which were further combined to generate the mean value of each variable for analysis. Table 4.4, Table 4.5, Table 4.6, and Table 4.7 document the results

Table 4.4: The Influence of Economic Factors on Residential Tax Compliance

	Variables
	1

n(%)
	2

n(%)
	3

n(%)
	4

n(%)
	5

n(%)
	Mean (±SD)

(rank 1-5)

	Tax rate
	
	
	
	
	
	

	The lowered tax rate influences willingness of residential property owners to be tax compliant 
	17(17.5)
	11(11.3)
	8(8.3)
	9(9.3)
	52(53.6)
	3.70(±1.608)

	10% residential rental income tax rate is fair to property owners 
	9(9.3)
	7(7.2)
	4(4.1)
	50(51.6)
	27(27.8)
	3.81(±1.193)

	Tax level
	
	
	
	
	
	

	Tax rate should vary with level of residential rental income
	3(3.1)
	2(2.1)
	6(6.2)
	52(53.6)
	34(35.1)
	4.15(±0.870)

	Property owners with low income levels are more likely to be non-compliant 
	3(3.1)
	3(3.1)
	6(6.2)
	48(49.5)
	37(38.1)
	4.16(±0.909)

	Fines and penalties 
	
	
	
	
	
	

	Fines and penalties are very punitive to property owners
	3(3.1)
	3(3.1)
	6(6.2)
	53(54.6)
	32(33.0)
	4.11(±0.888)

	Fines and penalties discourage non-compliance with of residential rental income tax obligations
	2(2.1)
	2(2.1)
	6(6.2)
	47(48.5)
	40(41.2)
	4.25(±0.830)

	Government spending 
	
	
	
	
	
	

	The government spends a reasonable amount on welfare
	4(4.1)
	2(2.1)
	8(8.3)
	53(54.6)
	30(30.9)
	4.06(±0.922)

	There are a number of government services, facilities and infrastructure
	2(2.1)
	3(3.1)
	6(6.2)
	58(59.8)
	28(28.9)
	4.10(±0.810)

	Overall
	4.04(±1.004)


Key word: 1= Strongly Disagree, 2= Disagree, 3= Neutral, 4= Agree, 5= Strongly Agree

Source: Field Data (2022)

Results in Table 4.4 revealed overall mean score of 4.04 with standard deviation of 1.004 implications that majority of respondents affirm that agree that economic factors influence the residential tax compliance. Base on single factor the study note that; -

Tax Rate: The study investigates the tax rate charged by the TRA if it influences residential tax compliance. The study result found that 53.6 percent of all participants strongly agree that low tax rates influence owners’ willingness to comply with residential taxes with mean score of 3.70 (±1.608). In addition, 50(87.7%) of all property owners agreed that the ten percent rate charged by TRA on residential income is fair with mean score of 3.81(±1.193).

Tax Level: Tax level was another element study investigated how it influences tax compliance. The results indicate that 53.6% of property owners agree that tax rate should vary with respect to residential income with mean score of4.15 (±0.870). Likewise, it was revealed that property owners who generate low income adhere less to pay residential tax compared to those who generate high income, the argument was affirmed by 49.2%of all property owners who participated in this study with mean score of 4.16(±0.909).

Fines and Penalties: Furthermore, the study examines the influence of fines and penalties charged by TRA as a measure to influence tax compliance. The study results revealed that 54.6% of all property owners affirm that fines and penalties are very punitive with mean score of 4.11(±0.888). In addition, 48.5% affirm that fines and penalties discourage non-compliance from complying with residential tax with mean score of 4.25(±0.830).

Government spending: On government spending, 54.6% agree that government spends a reasonable amount on welfare with mean score of 4.06(±0.922). In comparison, 59.8%agree that tax compliance helps the government-run public services and develop infrastructure systems in the country with mean score of 4.10(±0.810).

Table 4.5: The influence of Social Factors on Residential Tax Compliance

	Variables 
	1

n(%)
	2

n(%)
	3

n(%)
	4

n(%)
	5

n(%)
	Mean (±SD)

(rank 1-5)

	Perception on equity 
	
	
	
	
	
	

	Higher income earners in residential rental income should pay more taxes than lower income earners
	3(3.1)
	2(2.1)
	11(11.3)
	60(61.9)
	21(21.7)
	3.97(±0.835)

	I pay about the same amount of taxes as others making the same income
	4(4.1)
	4(4.1)
	7(7.2)
	45(46.4)
	37(38.1)
	4.10(±0.995)

	Government policy 
	
	
	
	
	
	

	Change in government policies accordance with the economic and political situation have a significant impact on compliance 
	3(3.1)
	3(3.1)
	10(10.3)
	58(59.8)
	23(23.7)
	3.98(±0.866)

	The tax compliance of residential property owners is determined by government policy
	3(3.1)
	3(3.1)
	6(6.2)
	58(59.8)
	27(27.8)
	4.06(±0.864)

	Peer (referent group)
	
	
	
	
	
	

	Family members and friends have major influence in paying my residential rental tax
	4(4.1)
	4(4.1)
	7(7.2)
	57(58.8)
	25(25.8)
	3.98(±0.935)

	Family members and friends have major influence in evading my residential rental tax
	2(2.1)
	1(1.0)
	6(6.2)
	65(67.0)
	23(23.7)
	4.09(±0.723)

	Overall
	4.03(±0.870)


Key word: 1= Strongly Disagree, 2= Disagree, 3= Neutral, 4= Agree, 5= Strongly Agree

Source: Field Data (2022)

Results in Table 4.4 revealed overall mean score of 4.03 with standard deviation of 0.870 implication that majority of respondents agree that social factors influence the residential tax compliance. Base on single factor the study note that; -

Perception of Equity: The study investigates the perception of equity and tax compliance. Results indicate that 61.9% perceive that higher-income earners in residential rental should pay more taxes than lower-income earners with mean score of 3.97(±0.835). In addition, 46.4% of all property owners agree that there is no variation in the tax rate for other owners of the same residential income with mean score of 4.10(±0.995). 

Government Policy: The study results revealed that 59.8% affirm that tax compliance of residential property owners is determined by government policy with mean score of 3.98(±0.866). Thus, change in government policies according to the economic and political situation will likely impact tax compliance. 

Influence of Peer Group: The study investigates the peer or referent group as influencing residential tax compliance. The majority of participants 58.8% affirm that family members and friends significantly influence paying my residential rental tax with mean score of 3.98(±0.935). On assessing the influence of peers, whether positive or negative, the study observed that 67% peer group influence property owners to evade paying residential rental tax with mean score of 4.09(±0.723).

Table 4.6: The influence of Individual Factors on Residential Tax Compliance

	Variables 
	1

n(%)
	2

n(%)
	3

n(%)
	4

n(%)
	5

n(%)
	Mean (±SD)

(rank 1-5)

	Tax knowledge  
	
	
	
	
	
	

	Property owners had adequate knowledge on tax rate, basis of taxation and compliance requirements under residential rental income regime 
	3(3.1)
	3(3.1)
	8(8.3)
	62(63.9)
	21(21.7)
	3.98(±0.841)

	Knowledge about tax laws plays a major role in determining property owners’ tax compliance 
	2(2.1)
	2(2.1)
	8(8.3)
	61(62.9)
	24(24.7)
	4.06(±0.775)

	TRA has created a lot of public awareness on resiedential income tax
	3(3.1)
	3(3.1)
	8(8.3)
	60(61.9)
	23(23.7)
	4.0(±0.854)

	Effective tax education can change the attitude and perception of property owners towards tax compliance 
	3(3.1)
	3(3.1)
	4(4.1)
	73(75.3)
	14(14.4)
	3.95(±0.769)

	Awareness of offence 
	
	
	
	
	
	

	Awareness of offence determines the tax compliance of residential property owners
	2(2.1)
	3(3.1)
	5(5.2)
	58(59.8)
	29(29.9)
	4.12(±0.807)

	Awareness of offence reduces tendency  of residential property owners to evade tax
	4(4.1)
	3(3.1)
	2(2.1)
	64(66.0)
	24(24.7)
	4.04(±0.877)

	Overall 
	4.03(±0.821)


Source: Field Data (2022)
Results in Table 4.4 revealed overall mean score of 4.03 with standard deviation of 0.821implication that majority of respondents affirm that agree that individual factors influence the residential tax compliance. Base on single factor the study note that; -
Tax Knowledge: The study investigates the influence of tax knowledge on adherence to residential tax among property owners. The results revealed that 63.9% affirm having adequate tax knowledge, the basis of taxation, and compliance requirements under the residential rental income regime with mean score of 3.98(±0.841).At the same time, 62.9% agree that knowledge about tax laws plays a significant role in determining property owners’ tax compliance with mean score of 4.06(±0.775). Furthermore, the study examines TRA’s role in ensuring public property owners have adequate tax knowledge. The results revealed that 62.9% of all property owners affirm that TRA has created much public awareness of residential income tax with mean score of 4.0(±0.854). In contrast, 75.3% agree that effective tax education can change the attitude and perception of property owners towards tax compliance with mean score of 3.95(±0.769). 

4.3.2.9 Awareness of Offense

On awareness of offense, the study result revealed that 59.8% of all property owners agree that awareness of offense determines the tax compliance of residential property owners with mean score of 4.12(±0.807). Likewise, 64(66%) affirm that awareness of offense reduces the tendency of residential property owners to evade tax with mean score of 4.04(±0.877). 

4.4 Inferential Results

The study establishes the regression model to explain the status of tax compliance as explained by economic, social, and individual factors. To establish the model study, test the assumption to persist the model (Table 4.2).
Table 4.2: Results Summary for Regression Assumption

	Assumption
	Test 
	Value

	Autocorrelation
	DurbinWatson
	d=0.697

	Homoscedasticity
	Heteroscedasticity
	Chi= 0.38, p= 0.5402

	Multicollinearity
	Variance inflation test (VIF)
	

	
	Economic factor
	13.01

	
	Social factor
	12.30

	
	Individual factor
	1.39


Source: Field Data, (2022)
The results are in Table 4.2. Indicate that Durbin Watson (d=0.697) implies no autocorrelation in the dataset. Likewise, VIF for all variables is not greater than 5, so it is within the tolerance and is all within tolerance. Therefore, the results suggest that no multicollinearity and independent variables are sufficient to explain the dependent variable.

Table 4.3: Regression Coefficients Summary

	Variable
	Coefficient (Odds Ratio)
	Std. errs.
	p-value
	95% CI

	Constant
	2.59
	.9510325
	0.010
	1.26-5.32

	Economic factor
	1.16
	1.922289
	0.028
	1.05-29.83

	Social factor
	1.19
	2.030121
	0.018
	1.04-33.63

	Individual factor
	.97
	.542485
	0.063
	.33- 2.90


(Dependent: Tax compliance, R-square=0.393)
Source: Field Data, (2022)
From the Table 4.2. the regression model is given by

[image: image1.png]Tax compliance = 2.59 + 1.16(Economic) + 1.19(social) + 0.97Gndividual)




The model suggests the R-square of 0.393imply that the model predicts tax compliance by 39.3%. In addition, when all independent factors are constant, tax compliance is 2.59 times influenced by other factors. Based on the study variables, the results indicate that significant relationship between tax compliance with economic factor(OR=1.16, 95% CI 1.05-29.83, p=0.028) and social factor (OR=1.19, 95% CI 1.04-33.63, p=0.018).
4.5 Discussion of Findings

4.5.1 The influence of Economic Factors on Residential Tax Compliance

The first study objective focuses on determining economic factors’ influence on residential tax compliance. The study found a significant relationship between economic factors and tax compliance. Thus, tax compliance influenced by economic aspects, including but not limited to the tax rate, tax level, fine & penalties, and government spending. Moreover, fairness in the tax rate charged by the Tanzania Revenue Authority, particularly on the residential income (i.e., 10 percent of the residential income). Despite the variation on tax rate, most property owners with low-income level are likely to be non-compliant for the fear that if they comply, it will lower their income compared to those with high income. The study is consistent with the study done by Deyganto (2018),which found that taxpayers usually want to maximize their gains. Also supported by an economic theory known as deterrence theory which emphasizes rewards and incentives obtained from the process.

Nevertheless, fines and penalties the authority charges tend to discourage taxpayers, and by doing so property owners do not adhere to rental income tax obligations. Government practice on proper spending of income collection was observed to have influenced individuals regarding tax compliance. Furthermore, property owners comply with tax because the government a reasonable amount on community welfare, so they are willing to pay tax to support the government services and future community development. The study findings are consistent with the study done by Wudeneh (2018), which found that tax audit penalty rate, and government spending are significant factors of tax compliance.

4.5.2  The influence of Social Factors on Residential Tax Compliance 

The second study objective examines social factors’ influence on residential tax compliance. The study found a significant relationship between social factors and tax compliance. Thus, it implies that tax compliance is influenced by social aspects, including but not the perception of equity, government policy, and influence of peer groups. In addition, tax compliance is influenced by government policy. The implication is that proper government policy advocacy motivates people to tax adherences. Likewise, family members and friends influence taxpayer compliance with tax obligations significantly. Thus property owners evade paying tax because of peer pressure. The study findings are consistent with the study done by Odhiambo (2019), which found that there is a significant positive relationship between socio-factor and tax compliance. Also, Wudeneh (2018) found that the influence of referent groups and personal financial constraints are significant factors of tax compliance.

4.5.3 The influence of Individual Factors on Residential Tax Compliance 

The third study’s objective focuses on determining the influence of individual factors on residential tax compliance. The study found no significant relationship between individual factors and tax compliance. It implies that tax compliance is likely not to be influenced by individual aspects, including but not tax knowledge and awareness. Despite inadequate evidence on how tax compliance is influenced by individual spectrum property owners reported having adequate tax knowledge. In addition, revenue authority efforts focus on creating awareness of tax compliance among taxpayers, particularly property owners. The findings are consistent with the study done by Mahenge (2018) which found that tax compliance is highly encouraged by the availability of tax information provided by tax authorities. Therefore, to improve compliance, education for taxpayers should be increased.
CHAPTER FIVE
STUDY SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS

5.1 Introduction

This chapter presents the conclusion, recommendations, policy implication, and the critical evaluation of the study. The conclusion and recommendations are presented according to the objectives set in relation to the respective study on assessing factors affecting residential tax compliance. The conclusion is drawn basing on the findings obtained and the recommendations are given for further improvements.

5.2 Summary of the Study Findings

The study was carried out to assess factors influencing residential rental tax compliance in Mtwara.   The specific objectives of the study were:-

i. To determine the influence of economic factors on residential tax compliance at Mtwara region

ii. To examine the influence of social factors on residential tax compliance at Mtwara region

iii. To find out the influence of individual factors on residential tax compliance at Mtwara region

The study was well justified by adequate theoretical and empirical studies. Conceptual framework as the model was developed to indicate the relationship between the study variables which helped in filling the research gap. On the other hand, the study used tax morale, economic based  theories.  The study used quantitative strategy while on the other hand simple random and purposive sampling techniques were used to select 100 respondents.  Both primary data and secondary data were used while questionnaire was used to gather data from respondents.  Data were analyzed using multiple regression analysis. 
With regard to the specific objective one which was to determine the influence of economic factors on residential tax compliance at Mtwara region, the study found a significant relationship between economic factors and tax compliance. Thus, tax compliance influenced by economic aspects, including but not limited to the tax rate, tax level, fine & penalties, and government spending. Moreover, fairness in the tax rate charged by the Tanzania Revenue Authority, particularly on the residential income (i.e., 10 percent of the residential income). Despite the variation on tax rate, most property owners with low-income level are likely to be non-compliant for the fear that if they comply, it will lower their income compared to those with high income.
With regard to the specific objective two which was to examine the influence of social factors on residential tax compliance at Mtwara region, the study found a significant relationship between social factors and tax compliance. Thus, it implies that tax compliance is influenced by social aspects, including but not the perception of equity, government policy, and influence of peer groups. In addition, tax compliance is influenced by government policy. The implication is that proper government policy advocacy motivates people to tax adherences. Likewise, family members and friends influence taxpayer compliance with tax obligations significantly.
On the basis of specific objective three which was to find out the influence of individual factors on residential tax compliance at Mtwara region, the study found no significant relationship between individual factors and tax compliance. It implies that tax compliance is likely not to be influenced by individual aspects, including but not tax knowledge and awareness. Despite inadequate evidence on how tax compliance is influenced by individual spectrum property owners reported having adequate tax knowledge.

5.3 Implication of the Study Findings

5.3.1 Theoretical Implications

The broad study objective was to assess factors influencing residential rental tax compliance in Mtwara. Regarding findings, it was reflected that tax compliance is highly influenced by the economic and social spectrum, compared to individual aspects. Therefore, improvement is inevitable to rectify the tax adherence among taxpayers. 

5.3.2 Practical Implications

The study employed a quantitative approach to investigate the subject matter. More studies need to be conducted using a qualitative approach to gain an in-depth understanding to contribute way forward to improve tax compliance and increase tax revenue collection within the region and across the country.
5.4 Conclusion

Generally, taxation remains to be the main source of government revenue in most of economies and it also provides an important avenue for financial independence of nations from external assistance. Taxation is considered to be the core sources of government revenue at large.  The study identifies that fines and penalties charged by the Tanzania revenue for the good intention, on the other hand, discourage taxpayers in tax adherence. Further, lower-income people tend to avoid paying taxes much compared to high income. 
Lastly, it was reported that pressure from family and friends influences most tax evasion. Therefore, the scope of residential tax compliance is not a single bulleting solution. Rather effort and consideration need to be taken to monitor and evaluate economic and social factors for people/individuals to pay tax without lamenting.

5.5 Recommendations

From the study discussion and conclusion, below is the recommendation; - On the first study objective to assess the influence of economics factor on residential tax compliance the study noted that tax compliance is associated with government spending. Therefore, the government should ensure ethical spending practices by avoiding unnecessary expenditures and focusing more on social welfare so worth paying taxes. 
Likewise, on the second objective to assess the influence of social factors on residential tax compliance the tax authority in the Mtwara region should develop friendly strategies that will enable property owners to pay taxes. Consistently, to the third and last objective to assess influence of individual factor on residential tax compliance, tax education should be provided using different channels to create more awareness and power tax knowledge among individuals.
5.6 Limitations of the Study

The study emphasized ensuring reliable and valid results irrespective of this limitation. Furthermore, the study realized that some of the restrictions on this study have occurred during the planning and performance of this study protocol-either indirect or direct. Therefore, limitations were mitigated during the study and analysis to maximize the chance for study success. In addition to that, the study was limited to quantitative strategy which gave no room for other research strategies namely mixed research strategy and qualitative strategy.  Furthermore, the study was limited to data collection tool namely questionnaire in which questionnaire was distributed to all respondents and thus no other tool such as observation, focused group discussion and interview were triangulated.  In the similar case, the study was limited to sample size of 100 respondents and thus could not give room to a large sample size of more than 100 respondents.  
5.7 Areas for Further Studies

The present study used a quantitative approach to assess factors affecting residential tax compliance at Mtwara region. The study successfully established association between tax compliance together with economic and social factors.  Different studies should employ a qualitative approach to gain in-depth understanding and develop strategies and straight forward mitigation that can help control residential tax compliance. Also, more studies need to be conducted on other regions that to assess factors hinder tax compliance for the purpose of increase revenue collections for country development.
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APPENDICES

Appendix I: Questionnaire

Part A: Personal particulars 

Please put a tick where appropriate

1. Your sex

(a) Male

(     )

(b) Female 
(      )
2. Your age 

(a) 21-30

(     )

(b) 31-40

(     )

(c) 41-50

(     )

(d) 51 and above 
(     )
3. Number of years property has existed

(a) Below 2 years

(    )

(b) 3-5 years

(     )

(c) 6-8 years

(     )

(d) 9 year and above 
(     )

Part B: The influence of economic factors on residential income tax compliance 

This question requires you to state your level of agreement regarding to the influence of economic factors on residential income tax compliance in informal settlement:-

Economic factors 

	S/n
	Variables 
	1
	2
	3
	4
	5

	
	Tax rate
	
	
	
	
	

	1
	The lowered tax rate influences willingness of residential property owners to be tax compliant 
	
	
	
	
	

	2
	10% residential rental income tax rate is fair to property owners 
	
	
	
	
	

	
	Tax rate
	
	
	
	
	

	3
	Tax rate should vary with level of residential rental income
	
	
	
	
	

	4
	Property owners with low income levels are more likely to be non-compliant 
	
	
	
	
	

	
	Fines and penalties 
	
	
	
	
	

	5
	Fines and penalties are very punitive to property owners
	
	
	
	
	

	6
	Fines and penalties discourage non-compliance with of residential rental income tax obligations
	
	
	
	
	

	
	Government spending 
	
	
	
	
	

	7
	The government spends a reasonable amount on welfare
	
	
	
	
	

	8
	There are a number of government services, facilities and infrastructure
	
	
	
	
	


Key word: 1= Strongly Disagree, 2= Disagree, 3= Neutral, 4= Agree, 5= Strongly Agree

Part C: The influence of social factors on residential income tax compliance 

This question requires you to state your level of agreement regarding to the influence of social factors on residential income tax compliance in informal settlement:-

Social factors 

	S/n
	Variables 
	1
	2
	3
	4
	5

	
	Perception on equity 
	
	
	
	
	

	1
	Higher income earners in residential rental income should pay more taxes than lower income earners
	
	
	
	
	

	2
	I pay about the same amount of taxes as others making the same income
	
	
	
	
	

	
	Government policy 
	
	
	
	
	

	3
	Change in government policies accordance with the economic and political situation have a significant impact on compliance 
	
	
	
	
	

	4
	The tax compliance of residential property owners is determined by government policy
	
	
	
	
	

	
	Peer (referent group)
	
	
	
	
	

	5
	Family members and friends have major influence in paying my residential rental tax
	
	
	
	
	

	6
	Family members and friends have major influence in evading my residential rental tax
	
	
	
	
	


Key word: 1= Strongly Disagree, 2= Disagree, 3= Neutral, 4= Agree, 5= Strongly Agree

Part D: The influence of individual factors on residential income tax compliance 

This question requires you to state your level of agreement regarding to the influence of individual factors on residential income tax compliance in informal settlement:-

Individual factors 

	S/n
	Variables 
	1
	2
	3
	4
	5

	
	Tax knowledge  
	
	
	
	
	

	1
	Property owners had adequate knowledge on tax rate, basis of taxation and compliance requirements under residential rental income regime 
	
	
	
	
	

	2
	Knowledge about tax laws plays a major role in determining property owners’ tax compliance 
	
	
	
	
	

	3
	TRA has created a lot of public awareness on resiedential income tax
	
	
	
	
	

	4
	Effective tax education can change the attitude and perception of property owners towards tax compliance 
	
	
	
	
	

	
	Awareness of offence 
	
	
	
	
	

	5
	Awareness of offence determines the tax compliance of residential property owners
	
	
	
	
	

	6
	Awareness of offence reduces tendency  of residential property owners to evade tax
	
	
	
	
	


Key word: 1= Strongly Disagree, 2= Disagree, 3= Neutral, 4= Agree, 5= Strongly Agree
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Tax knowledge 
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Residential rental income tax compliance 


Monthly payment of tax 
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Economic factors 
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