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Abstract  
This paper estimates tax compliance costs for business taxpayers in Ethiopia; it also assesses factors affecting the magnitude 
of tax compliance costs.  The paper uses survey data from a scientific sample of 1,003 Ethiopian businesses. 
 

Total tax compliance costs in the year 2012/13 were estimated to be about 4.5 percent of tax revenue collection.  Tax 
compliance costs were found to be regressive and there was 
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1.  INTRODUCTION  

In Ethiopia, tax revenue collection in absolute terms is increasing.  Currently, tax 
revenue covers about 70 percent of government expenditures.  However, in terms of 
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Sandford (1995, p. 1) went on to stating compliance costs as:  

…the costs incurred by taxpayers in meeting the requirements laid on them 
by the tax law and the revenue authorities.  

If the description of compliance costs is understood to refer to all costs (other than the 
tax payments themselves and associated efficiency costs) incurred by taxpayers that 
would disappear if the tax was abolished, the scope of tax compliance costs would be 
broader than just those incurred in the process of complying with tax laws.  Further, 
such a definition would go beyond the scope of Johnston’s (1963) definition, which 
focuses on companies’ operating costs.  Arguably, compliance costs could include the 
expected discounted future costs of non-compliance and the lobbying of tax policy 
makers for lower effective tax rates.  However, if the same description is understood 
in the context of the definition of compliance costs as costs of complying with the 
requirements of tax laws, the expected costs of non-
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more of a cash flow advantage to businesses that are registered to collect VAT, as they 
can make use of the funds for a period of time, interest-
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4. what taxpayers would pay to be rid of all compliance costs—fair 
compensation claim (Evans et al. (1997);  

5. before-tax hourly wage rate (e.g., from national labour statistics, also with or 
without overheads); and 

6. after-tax hourly wage rate.  

The availability of these alternate methods reveals that there is no single way of 
valuing the time used in the process of compliance with the requirements of a tax law.  



 

 

eJournal of Tax Research Tax compliance costs in developing countries: Evidence from Ethiopia 

82 

 

 

would expose taxpayers to unnecessary trouble, vexation10 and oppression, thereby 
increasing their overall compliance costs.  

The existence of high compliance costs, due partly to the complexity and arbitrariness 
in the system, would violate the economy canon, which requires operating costs (both 
compliance costs of the taxpayers and administrative costs of the government) to be as 
little as possible.  

In addition to the above, the relatively heavier burdens of compliance costs on smaller 
taxpayers erode the built-in progressivity in the tax system and undermine the 
equitable distribution of the overall burden of taxation.  Further, high compliance costs 
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the 1960s, other published studies of tax compliance costs took place only in North 
America.  Then, from the mid-1960s to the 1970s the interest appeared to expand from 
North America to Europe (mainly Germany and the United Kingdom (UK)) (Sandford 
et al., 1989).  

Since the beginning of the 1980s there has been a growing interest in tax compliance 
costs by academics (e.g., Slemrod & Venkatesh, 2002), governments and others, 
especially in developed countries.  The growth of concern by governments17 and the 
proliferation of research in tax compliance costs internationally are evident from the 
fact that governments (mainly of OECD member countries) have commissioned18 tax 
compliance costs studies (before the introduction of a new tax or a change in the 
existing ones, often estimated ex-ante but not necessarily verified empirically ex-post) 
by funding research projects and/or becoming directly involved in the research.  In 
addition, some governments19 require the preparation of regulatory impact assessments 
for various regulations including taxation before introducing a new law or amending 
existing ones.  For example, Evans and Walpole (1999) wrote that the use of 
regulatory impact statements to assess the likely consequences of proposed legislative 
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small and medium enterprises, and perceptions about tax compliance from both formal 
and informal businesses. 21 

The WBG TCCS database, as of 2016, includes 20 developing and transition 
countries.22  The methodology used in most WBG TCCS has been stratified random 
sampling based on the database of active business taxpayers of the respective revenue 
authority in each country (IFC, 2011).  The sample sizes have ranged from about 750–
1,000 in each country.   

The findings of the WBG surveys cannot necessarily be taken as typical for 
developing countries, as the majority of governments only requested a TCCS if there 
was a reason to believe that it was a problem for small business taxpayers (with the 
exception of South Africa, where the WBG TCCS was first piloted in 2006).  

The WBG’s TCCS noted a pattern that in some regions, businesses either have one or 
more certified accountants on staff, or outsource their tax compliance work to external 
certified accountants.  This pattern is usually seen where tax compliance tends to be 
relatively complicated and onerous (e.g., in former Soviet countries such as Ukraine) 
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gathering information, which led to a relatively low response rate and likely non-
response bias.  Most of these studies drew their samples from sources other than tax 
authorities’ databases25—a situation that has contributed to some scepticism about the 
reliability of the findings.  Most of the studies focused on the estimation of the 
magnitude of compliance costs.  Most studies also did not look into specific areas in 
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In this study general bookkeeping is defined to include all bookkeeping activities that 
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Dummy variable that equals 1 if the sector is other services33 and 0 otherwise 

Bookkeeping practice  

Dummy variable that equals 1 if the business keeps full records of revenue and 
expenses and 0 otherwise (do not keep full records as a reference) 

Dummy variable that equals 1 if the business uses computers for tax accounting and 0 
otherwise (do not use computer for tax accounting as a reference group) 

Practice of outsourcing tax compliance activities variable that takes 1 if tax-related 
activities are carried out completely in-house, 2 if partially in-house and 3 if 
completely outsourced   

Cash register machine usage status (not use cash register machine as a reference) 

Dummy variable that equals 1 if the business uses cash register machine and 0 
otherwise 

Business ownership type (all other ownership types as a reference group) 

Dummy variable that equals 1 if the ownership type is in the form of sole 
proprietorship and 0 otherwise 

Business start time (businesses started on or before the year 2000 as a reference group) 

Dummy variable that equals 1 if the business started operations in the year 2000 or 
after and 0 otherwise  

Gender of business owners (male and multiple owners as a reference) 

Dummy variable that equals 1 if the gender is female and 0 otherwise (including those 
with multiple owners) 

Gender of respondents (male as a reference) 

Dummy variable that equals 1 if the gender is female and 0 otherwise  

To examine the conditional association between the magnitude of tax compliance 
costs and the above listed factors, the following general multivariate regression 
equation similar to Vaillancourt (1989) and Yesegat (2009) was adopted:  

  

                                                           
33  Include services other than trade (wholesale and retail trade). 
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�<��� ���.�����������;�������������;�������������;�����«�������Q�;�Q+ u  

where:  

Y = natural logarithm of the magnitude of the compliance costs estimate;  

Xi = independent variables where i takes the value from 1 to n;  

n = number of independent variables;  

�.��� ���L�Q�W�H�U�F�H�S�W;  

���L��� ���F�R�H�I�I�L�F�L�H�Q�W�V���W�R���E�H���H�V�W�L�P�D�W�H�G���D�V�V�R�F�L�D�W�H�G���Z�L�W�K��the independent variables Xi (i = 1, 2, 
3…n); and 

u = classical random error term.  

 
5.  RESULTS AND DISCUSSION 

This section presents the results and discussion.  The estimated compliance costs are 
presented first; this is followed by descriptive statistics and regression analysis.  

5.1 Estimation of tax compliance costs  

Using the method presented in section four the average cost of a business for general 
bookkeeping was estimated to be ETB 9,804 (USD 523.2)34 in the tax year 2012/13.  
In the same year, the average total tax compliance cost of a business including costs of 
acquisition and maintenance of software and hardware was ETB 7,609 (USD 406) 
while the average total tax compliance cost without acquisition and maintenance costs 
was ETB 5,842 (USD 311.7) (Figure 1).   

                                                           
34 Average exchange rate for the year 2012/13 was USD 1 = ETB 18.59 (NBE,  2012/13). 
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Figure 1: Average Total Compliance Costs (in ETB) 

 
Source: Tax Compliance Costs and Perception Survey in Ethiopia (WBG 2016)  

The average tax compliance cost for a business (including amortised acquisition and 
maintenance costs of software and hardware) as a share of turnover was estimated to 
be about 5.4 percent while the share of tax compliance costs on total turnover without 
acquisition and maintenance costs was 4.7 percent (Table 1).  In absolute terms, tax 
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from fulfilling the tax requirements imposed on them.  The burden of tax compliance 
costs increases the cost of doing business and tends to depress business investment 
and formalisation.  

Figure 2: Tax Compliance Costs as a Share of Turnover by Turnover Band  

 
Source: Tax Compliance Costs and Perception Survey in Ethiopia (WBG 2016)  

To gain a better insight into the magnitude of estimated tax compliance costs in 
Ethiopia, comparison with similar estimates in other countries is worthwhile.  
However, important differences38 limit the use of comparative analysis in assessing the 
extent of tax compliance costs.  This does not mean that a comparative scrutiny of 
such costs is completely meaningless.  Instead, it is to emphasise that caution needs to 
be exercised and the caveats ought to be borne in mind in interpreting the results of the 
comparative analysis.  Further, as Evans (2003) argued, the comparative analysis 
should be used as suggestive though not conclusive. 

Figure 3 shows tax compliance costs as a percentage of turnover for different 
countries including Ethiopia.  For this purpose we use the tax compliance costs 
measure for Ethiopia that excludes costs of acquisition and maintenance of software 
and hardware so that the results are more comparable across countries.  Tax 
compliance costs as a percentage of turnover for Ethiopia are relatively high compared 
to those of Kenya and Nepal (Figure 3).  Tax compliance costs in Ethiopia might be 
considered high even in comparison to some of the other countries included (also 
noting that most of the countries that have conducted such a survey were the ones 
already known to have a problem with tax compliance costs, such as the ex-Soviet 
countries).  

Specifically, the ratio of tax compliance costs to turnover for the smallest businesses 
in Georgia was over 12 percent 
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compliance costs associated with business profit tax and VAT indicates that these two 
taxes have complexities that result in taxpayers incurring high costs of compliance in 
terms of staff time and professional fees paid for external assistance.  

Figure 4:  Distribution of T otal Tax Compliance Costs by Tax Type (in Percent)  

 
Source: Tax Compliance Costs and Perception Survey in Ethiopia (WBG 2016) 

Respondents were also asked to split their tot
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Table 4: Ordinary Least Square Estimates of Tax Compliance Costs (only 
Significant Variables Included) 

Variables  Coefficient  Robust Std. 
Err



 

 

eJournal of Tax Research Tax compliance costs in developing countries: Evidence from Ethiopia 



 

 

eJournal of Tax Research Tax compliance costs in developing countries: Evidence from Ethiopia 



 

 

eJournal of Tax Research Tax compliance costs in developing countries: Evidence from Ethiopia 

101 

 

 

7.  REFERENCES  

Arthur Andersen & Co. 1985, The administrative and compliance costs of the federal sales tax system 
with a brief comparison to the retail sales tax system of Ontario, Department of Finance, 
Ottawa. 

Arthur D. Little & Co. 1988, Development of methodology for estimating the taxpayer paperwork 
burden: final report to the Department of Treasury, Internal Revenue Service, Washington DC.  

Blazic, H 2004, ‘Personal income tax compliance costs at individual level in Croatia’, Australian Tax 
Forum, vol. 19, pp. 325–352.  

Chan, YS, Samuel, D, Chueng, C, Ariff, M & Loh, A 1999, ‘Compliance costs of corporate income 
taxation in Hong Kong’, The International Tax Journal, vol. 25, no. 4, pp. 42–68. 

Charron, L, Chow, G & Halbesma, J 2008, The Hidden Tax Burden: A Business Perspective on the 
Cost of Complying with Taxes, Canadian Federation of Independent Business, Toronto. 

Chattopadhyay, S & Das-Gupta, A 2002, The income tax compliance cost of Indian corporations, 
National Institute of Public Finance and Policy, New Delhi.  

Coolidge, J 2012, ‘Findings of Tax Compliance Cost Surveys in Developing Countries’, eJournal of 
Tax Research, vol. 10, no. 2, pp. 250–279, available at 
http://www.asb.unsw.edu.au/research/publications/ejournaloftaxresearch/Documents/paper3_v1
0n2_Coolidge.pdf. 

Coolidge, J & Ilic, D 2009, Tax compliance perceptions and formalization of small businesses in 
South Africa, World Bank Policy Research Working Paper No. 4992. 

Coolidge, J & Yilmaz, F 2014, Can specialized tax software reduce tax compliance costs in 
developing countries?, World Bank Group Investment Climate Department, available at 
http://documents.worldbank.org/curated/en/690221468152705219/Can-specialized-tax-
software-reduce-tax-compliance-costs-in-developing-countries 

Coolidge, J & Yilmaz, F 2015, ‘Simplified Small Business Tax Regimes in Developing Countries: 
Empirical Evidence of Use and Abuse’  in Evans, C, Kreve, R & Mellor, P (eds.), Tax 
Simplification, Kluwer Law International.  

Evans, C 2003, The operating costs of taxing the capital gains of individuals: a comparative study of 
Australia and the UK, with particular reference to the compliance costs of certain tax design 
features, PhD thesis, University of New South Wales, Australia.  

Evans, C, Ritchie, K, Tran-Nam, B & Walpole, M 1996, A report into the incremental costs of 
taxpayer compliance, Australian government publishing service, Canberra.  

Evans, C, Ritchie, K, Tran-Nam, B & Walpole, M 1997, A report into taxpayer costs of compliance, 
ATO, Canberra.  

Evans, C & Tran-Nam, B 2014, Tax Compliance Costs in New Zealand: An International 
Comparative Evaluation, Tax Administration for the 21st Century Working Papers, Working 
Paper 02/2014, available at 
https://tarc.exeter.ac.uk/media/universityofexeter/businessschool/documents/centres/tarc/publica
tions/discussionpapers/13_09_24_Evans_Tax_compliance_costs_in_SMEs_Exeter.pdf. 

http://www.asb.unsw.edu.au/research/publications/ejournaloftaxresearch/Documents/paper3_v10n2_Coolidge.pdf
http://www.asb.unsw.edu.au/research/publications/ejournaloftaxresearch/Documents/paper3_v10n2_Coolidge.pdf
https://openknowledge.worldbank.org/handle/10986/4183
https://openknowledge.worldbank.org/handle/10986/4183
http://www.wklawbusiness.com/store/products/tax-simplification-prod-9041159762/hardcover-item-1-9041159762
http://www.wklawbusiness.com/store/products/tax-simplification-prod-9041159762/hardcover-item-1-9041159762
http://www.wklawbusiness.com/store/products/tax-simplification-prod-9041159762/hardcover-item-1-9041159762
https://tarc.exeter.ac.uk/media/universityofexeter/businessschool/documents/centres/tarc/publications/discussionpapers/13_09_24_Evans_Tax_compliance_costs_in_SMEs_Exeter.pdf
https://tarc.exeter.ac.uk/media/universityofexeter/businessschool/documents/centres/tarc/publications/discussionpapers/13_09_24_Evans_Tax_compliance_costs_in_SMEs_Exeter.pdf


 

 

eJournal of Tax Research Tax compliance costs in developing countries: Evidence from Ethiopia 

102 

 

 

Evans, C & Walpole, M 1999, Compliance cost control: a review of tax impact statements in the 
OECD, Australian Tax Research Foundation, Sydney. 

FDRE 2002, Income Tax Proclamation No. 286/2002, Federal Negarit Gazeta, Addis Ababa, Ethiopia. 

Gill, JBS 2003, 

http://siteresources.worldbank.org/INTTPA/Resources/NutsBolts.pdf
http://documents.worldbank.org/curated/en/317341468335679099/pdf/588150WP0FIAS110BOX353820B01PUBLIC1.pdf
http://documents.worldbank.org/curated/en/317341468335679099/pdf/588150WP0FIAS110BOX353820B01PUBLIC1.pdf
https://www.wbginvestmentclimate.org/uploads/TPCCS_Consolidated_Web.pdf


 

 

eJournal of Tax Research Tax compliance costs in developing countries: Evidence from Ethiopia 

103 

 

 

Malmer, H 1995, ‘The Swedish tax reform in 1990–91 and tax compliance costs in Sweden’ in 
Sandford, C (ed.), Tax compliance costs: measurement and policy, Fiscal Publications, Bath, 
UK, pp. 226–262. 

McCulloch, JR 1845, ‘A Treatise on the principles and practical influence of taxation and the funding 
System’ . (Ed. with introduction by D.P. O’Brien, 1975) London: Longman.  

NBE 2012/13, National Bank of Ethiopia: Annual report 2012/13, available at 
http://www.nbe.gov.et/pdf/annualbulletin/Annual%20Report%202012-
2013/Annual%20Report%202012-2013.pdf. 

Oster, CV & Lynn, AD 1955, ‘Compliance costs and the Ohio axle mile tax: a case study’, National 
Tax Journal, vol. 8, no. 2, pp. 209–214.  

Ott, K & Bajo, A 2001, ‘Compliance costs in transitional economies–the Croatian experience’ in 
Evans, C, Pope, J & Hasseldine, J (eds.), Tax compliance costs: a Festschrift for Cedric 
Sandford, Prospect Media, Sydney. 

Plamondon, R 1993, GST compliance costs for small businesses in Canada, Department of Finance, 
Ottawa.  

Pope, J 1989, ‘The compliance cost of personal income taxation: a review of the issues’, Australian 
Tax Forum, vol. 6, pp. 125–142.  

Pope, J 1995, ‘The compliance costs of major taxes in Australia’ in Sandford, C (ed.), Tax compliance 
costs: measurement and policy, Fiscal Publications, Bath, UK.  

Pope, J & Abdul-Jabbar, H 2008, Tax compliance costs of small and medium enterprises in Malaysia: 
Policy implications, Curtin University of Technology, Australia. 

Sandford, C 1995, ‘The rise and rise of tax compliance costs’ in Sandford, C (ed.), Tax compliance 
costs: measurement and policy, Fiscal Publications, Bath, UK, pp. 1–11. 

Sandford, C, Godwin, M & Hardwick, P 1989, Administrative and compliance costs of taxation, Fiscal 
Publications, Bath.  

Sandford, C, Godwin, M, Hardwick, P & Butterworth, M 1981, Costs and benefits of VAT, Heinemann 
Educational Books, London.  

Shekidele, C 1999, ‘Measuring the compliance costs of taxation: excise duties 1995–96’, The African 
Journal of Finance and Management, vol. 7, no. 2, pp. 72–84.  

Slemrod, J & Venkatesh, V 2002, The income tax compliance cost of large and mid-size businesses: a 
report to the IRS LMSB Division, Office of Tax Policy Research, University of Michigan 
Business School.  

Smith, A 1776, An inquiry into the nature and causes of the wealth of nations, 1952 ed., William 
Benton, Chicago. 

Smulders, S, Stiglingh, M, Franzsen, R & Fletcher, L 2016, ‘Determinants of external tax compliance 
costs: Evidence from South Africa’, South African Journal of Accounting Research, vol. 31, no. 
2, pp. 134–150. 

Susila, B & Pope, J 2012, ‘The magnitude and features of tax compliance costs of large companies in 
Indonesia’, Australian Tax Forum, vol. 27, pp. 719–772. 

http://www.nbe.gov.et/pdf/annualbulletin/Annual%20Report%202012-2013/Annual%20Report%202012-2013.pdf
http://www.nbe.gov.et/pdf/annualbulletin/Annual%20Report%202012-2013/Annual%20Report%202012-2013.pdf


http://documents.worldbank.org/curated/en/761151467995397531/Tax-compliance-cost-burden-and-tax-perceptions-survey-in-Ethiopia
http://documents.worldbank.org/curated/en/761151467995397531/Tax-compliance-cost-burden-and-tax-perceptions-survey-in-Ethiopia

	eJournal
	of Tax
	Research
	04 Tax compliance costs in developing countries - Evidence from Ethiopia.pdf
	1.  Introduction
	2.  Theoretical framework and empirical evidence: tax compliance costs
	2.1  Factors affecting tax compliance costs and impact of tax compliance costs
	2.2  Increase in the number of empirical studies and evidence in the estimation of tax  compliance costs

	3.  Research objective, questions and hypothesis
	4. Data sources and methods
	4.1       Definition of variables and model specification

	5.  Results and discussion
	5.1 Estimation of tax compliance costs
	5.2 Descriptive statistics and regression analysis

	6.  Conclusion and recommendations
	6.1  Conclusions
	6.2  Recommendations

	7.  References


