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Abstract

Purpose — Correct registration for the value-added tax (VAT) is a key aspect of tax compliance; it is vital in
ensuring adequate tax revenue collection in all countries but particularly in developing countries such as
South Africa. Non-registration hinders sufficient tax revenue collection, stifles economic growth and causes
unfair competition with formal businesses. The purpose of this study is to determine whether changes in the
VAT rate affect the registration decisions of businesses, ultimately impacting upon tax compliance behaviour
and tax revenue collection.

Design/methodology/approach — An online 2 x 2 between-subjects field experiment was conducted, as
part of a broader study, to consider compliance with registration requirements by small business entities in
South Africa, specifically when there are changes in the VAT rate.

Findings — Although the study establishes that changes in the VAT rate tend not to have a significant
impact on the registration decisions of such taxpayers, it nonetheless indicates that the magnitude of the
change in the VAT rate may be influential on registration decisions, whether relating to compulsory or
voluntary registration. More particularly, the greater the magnitude of the VAT rate decrease (increase), the
more likely it is that taxpayers will register (deregister) for VAT purposes, indicating that the magnitude of
changes in the VAT rate do have an impact on VAT registration decisions and therefore on tax compliance
more generally.

Research limitations/implications — Not only does the study add to the limited knowledge available
on registration decisions of small businesses, but also gives valuable guidance to policymakers in terms of
determining the VAT rate for the country.

Originality/value — Not only does the study add to the limited knowledge available on registration
decisions of small businesses, but it also gives valuable guidance to policymakers in terms of determining the
VAT rate for the country.
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1. Introduction

Taxes are the lifeblood of government and no taxpayer should be permitted to escape
the payment of his just share of the burden of contributing thereto. (Vanderbilt in James,
2015a, n.p.)

The decision as to whether a business should or should not register for the value-added
tax (VAT) is a complex one that can be influenced by many factors. Any decision not to
register will inevitably result in the under-collection of taxes, which places considerable
additional strain on fiscal resources. The problem of tax non-compliance is especially
relevant in developing countries that have large informal sectors, such as South Africa
(Fjeldstad et al., 2012). Tax non-compliance and perceptions of corruption are key
challenges to state-building in developing countries (Rosid et al, 2018). Many
businesses, particularly small businesses, in the informal sector, do not register as
taxpayers when obliged to do so and do not file appropriate returns; they also tend to
under-report their income or over-report their expenses (Morissette, 2014; Slemrod,
2019) [1]. Non-registration of small entities remains a detrimental factor to growing the
economy (Woodruff, 2013), which also results in tax evasion since no output tax is paid
(Harrison and Krelove, 2005; Keen and Smith, 2006).

Revenue collected from taxes such as the VAT can be increased either by expanding
the tax base, for example, through having more registered taxpayers or by increasing
the tax rate. In an effort to increase the tax revenue in South Africa, the VAT rate was
increased from 14% to 15% on 1 April 2018 (Gigaba, 2018). By increasing the VAT rate,
it was anticipated that more tax revenue would be collected to help fund government
expenditure. However, if such an increase leads to higher non-compliance than before,
especially in hindering VAT registrations, the opposite may occur (Matthews, 2003). In
general, tax avoidance, tax evasion and tax rate competition remain prominent issues
(Saka et al., 2019).

The motivation for the current study is that there has been relatively little research on
this topic in the past 20 years. Indeed, Mascagni (2018) notes that more research should be
conducted on new registrations in developing countries with large informal sectors and that
research in Africa remains under-explored. The contribution of the study is thus to address
this need indicated by Mascagni (2018) by expanding on the body of knowledge regarding
registration decisions in an African country.

The purpose of this study is to analyse the registration decisions of small business
entities in South Africa when these business entities are faced with a change in the VAT
rate, as this may influence tax compliance behaviour and, ultimately, tax revenue collection.
The main question guiding the study is: how and to what extent will registration decisions
impact the tax compliance behaviour of small businesses in South Africa when the small
businesses are confronted with changes in the VAT rate? In answering the question, the
direction and magnitude of the change in the VAT rate and the impact these factors have on
the registration compliance behaviour of potential VAT vendors is taken into consideration.
Further, the difference in VAT registration compliance behaviour with regard to
compulsory versus voluntary registration is considered. The outcomes of the study, and
further contribution on a practical level, will be to help policymakers from developing
countries with large informal sectors to determine the possible effect a change in the VAT
rate may have on VAT registration compliance behaviour before any such change is
practically implemented.

The South African Revenue Service (SARS) has identified the small business sector as a
risky sector in terms of tax compliance, as tax registration is often low in this sector. SARS



has thus indicated that they will increase their focus on VAT in the small business sector
and audit a large number of small businesses in general (SARS, 2012; SARS, 2017). For this
reason, the current study focused only on small business entities. A small business entity
was defined, for the purposes of the study, as a business where the gross income was less
than R 20m in a 12-month period [in accordance with section 12E(4)(a) of the Income Tax
Act (South Africa, 1962)][2].

This study used an experiment as the research instrument in testing registration
compliance with regard to changes in the VAT rate in South Africa. An online 2 x 2
between-subjects field experiment was conducted. A pre-test and post-test design was
implemented, where the recruited participants — all of whom held managerial roles in small
business entities — were asked a series of questions before a simulated VAT rate change.
Following this first stage, the participants were allocated to one of four treatment groups [3].
Further questions relating to hypothetical changes in the VAT rate (a small decrease, a large
decrease, a small increase and a large increase) were asked of members of each treatment group.
The results were then analysed to determine the effect of the independent variable (a change in
the VAT rate) on the dependent variable (tax compliance behaviour). A total of 131 valid
responses were received [4] from individuals occupying managerial positions in small business
entities.

The next section of the article considers the background of the study and explores
relevant literature that has considered the registration decision in the context of VAT. This
is followed by an outline of the research design that was applied in the study. The results are
then discussed and analysed, and the article concludes by identifying limitations and
highlighting possible areas for future research.

2. Background and literature review

2.1 Tax compliance

Since the aim of this study is to determine whether changes in the VAT rate may affect the
registration decisions of small business entities, one needs to understand what tax
compliance is. Tax compliance, in its broadest and operational sense, is when a person who
is obliged to do so registers as a taxpayer. Registered taxpayers also need to complete and
submit their tax returns accurately and in a timely manner and then need to pay the applicable
tax liability in full, also in a timely manner (OECD, 2008). The focus in the remainder of this
article, however, is solely on the registration aspect of tax compliance. Non-compliance due to
non-registration as a taxpayer when a taxpayer is obliged to register is potentially illegal and
can amount to tax evasion (Alm, 2018).

Non-registration, and thus non-compliance, is not always intentional. People who
are less educated than others, for example, may be less compliant, as they might not
know that they need to register for VAT purposes or they might make unintentional
mistakes due to a lack of tax knowledge (Hofmann ef al, 2017; Kosonen and
Ropponen, 2013; Mascagni and Santoro, 2018).

Tax compliance is a topic that has encompassed research from many disciplines,
including law, accounting, economics, sociology, psychology, political sciences and
other fields (Jackson and Milliron, 1986). Extensive research has been undertaken on
factors influencing tax compliance using a variety of methodologies, including
experimental research, surveys, regression modelling and analytical studies.
However, the results have often proved to be either indeterminate or mixed,
indicating that further research is still necessary (Jackson and Milliron, 1986;
Richardson and Sawyer, 2001; Yong et al., 2019). The majority of tax compliance
studies have been done in developed countries. Some studies have considered the
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effect of “mental accounting” in relation to VAT (taxpayers being more willing to
comply once they have made a mind shift that the money they have collected does not
belong to them but to the revenue authority) (Adams and Webley, 2001; Olsen ef al.,
2019) or the impact of replacing sales tax by VAT (Hoseini and Briand, 2020).
However, the effect of changes in the VAT rate on VAT registration and the
accompanying tax compliance behaviour has not been considered. Policymakers
might want to increase the VAT rate to increase tax revenue collection but may be
unaware of the possible increase in tax non-compliance, especially regarding the
registration of VAT vendors.

One approach to the exploration of the factors influencing tax compliance behaviour has
come to be known as the economic deterrence approach, drawing on concepts initially
developed in theories seeking to explain criminal behaviour (Becker, 1968). Building on the
theory of criminal behaviour and directing it towards tax compliance behaviour, Allingham
and Sandmo (1972) developed the expected utility theory, which presumes that a rational
individual is someone who weighs the possibilities of being audited and the related
punishment against successfully cheating. A person would thus consider the chances of an
uncertain outcome happening and the associated consequences thereof (Hamid, 2013). The
economic deterrence explanation of tax compliance behaviour thus considers that a number
of factors will be taken into account by the rational actor, typically including the probability
of being audited, the possibility of fines and penalties and — the focus of this article — the tax
rate (Hamid, 2013).

The focus of the majority of the studies conducted on tax rates and their effect on
tax compliance behaviour is on income tax rates; very few studies consider the effect
of a change in the VAT rate on VAT registrations (Alm, 2018; Jackson and Milliron,
1986; Matthews, 2003; Richardson and Sawyer, 2001). In the context of VAT,
Matthews (2003) conducted a study based on European countries where the findings
indicate that VAT evasion and non-compliance increase through the possibility of the
deregistration of small businesses as VAT vendors when there is an increase in the
VAT rate.

Not only have there been very few studies on the effect of a change in the VAT rate
on tax compliance behaviour but there have also been very few studies which have used
an experimental approach (Harju ef al., 2014). This study, therefore, adds to the limited
body of knowledge on the registration compliance decisions of potential VAT vendors
of small business entities in South Africa when considering the effect of VAT rate
changes.

The next section explains when an entity is liable to register as a VAT vendor, and
explores the literature related to VAT registration.

2.2 Value-added tax registration

The implementation of VAT systems has spread globally to over 170 countries and
territories (OECD, 2020). VAT contributes, on average, 20% of the total tax revenue for
Organisation for Economic Co-operation and Development countries (OECD, 2019b); VAT
accounts for 30% of the total tax revenue in New Zealand (OECD, 2019a) and 24.5% of the
total tax revenue in South Africa (National Treasury and SARS, 2018, p. viii). The South
African VAT system is based on that of New Zealand.

Registration is a critical component of the successful operation of VAT systems
wherever they are operated in the world. Once an entity is registered for VAT, a number of
administrative matters need to be complied with; for example, tax invoices need to be issued
on the sale of supplies; VAT returns need to be completed and submitted and the net VAT



amount payable or refundable needs to be accounted for. Penalties and interest can be levied
for non-compliance with these regulations. The compliance burden is thus time-consuming
and costly, especially for small, start-up businesses (Moodaley, 2015), often leading to non-
compliance. The registration threshold, therefore, needs to be set at an appropriate level.

In the majority of countries, an entity only has to register for VAT once its turnover has
reached the minimum compulsory threshold amount for a 12-month period. The main
purpose of a threshold is to prevent the mostly unwanted situation in which very small
businesses have to register for VAT, as the compliance costs for small businesses are
disproportionately high in comparison to those of large businesses (Evans, 2003). Adhering
to regulatory requirements, in general, is burdensome, especially on small and medium
enterprises, and it inhibits their growth opportunities (Hansford ef al, 2003). Where
compliance costs are high, it is difficult for a small business to be profitable. If small
businesses are obliged to register for VAT, this could have the effect that the burden of the
increased compliance cost is passed to the consumer in the form of higher prices for
products, leading to a reduction in competitiveness (Ebrill et al, 2001; James, 2015b; Schenk
et al, 2015). In developing countries, as is the case in more developed economies, a
compulsory threshold amount is crucial, as the collection of VAT revenue should be
maximised and simultaneously provide sufficient support to small business entities (Ebrill
etal,2001).

Even though it may not be compulsory for an entity to register for VAT, the entity may
nonetheless be allowed to register voluntarily if it earns above the minimum turnover in a
12-month period (Ebrill et al,, 2001). In setting the appropriate thresholds, the administrative
costs of the revenue authority should also be considered, as it is not economically viable for
the revenue authority to spend large amounts of resources on the collection of a small
amount of VAT. Thus, if compliance did not have any cost, and all taxpayers voluntarily
complied, the optimal registration threshold would be zero, as this would maximise the
revenue received from VAT and would also limit competition between entities. This is not
practical, however (Ebrill et al., 2001; James, 2015b; Schenk et al., 2015), and a balance, therefore,
needs to be struck between the size of an entity and the potential VAT revenue to be collected,
keeping the operational costs (compliance costs for the business and administrative costs for
the revenue authority) in mind.

Studies that have been conducted on the VAT registration thresholds reveal the
bunching effect, which is where many businesses’ taxable supplies lie just below the
compulsory registration threshold. Although 43% of respondents in a study conducted by
Liu et al. (2019) indicated that they voluntarily registered for VAT, the bunching effect was
evident where entities purposefully restricted their sales to remain below the compulsory
registration threshold. Harju et @l (2015) noted a similar trend where many businesses
“bunched” just below the registration threshold; however, they made it clear that there was
no evidence in their study of tax avoidance or evasion.

Steps taken to remain under the compulsory registration threshold include actively
reducing sales in legal and illegal ways, closing some businesses, ceasing advertising,
turning down work, advising customers to purchase their own materials, reducing prices of
products or splitting the business into various businesses (Klahr et al, 2017). This skewed
focus on avoiding the payment of VAT by remaining small simply to remain under the
radar and unregistered suppresses the business and economic growth opportunities. Some
of the small businesses eventually grow, yet they are so used to trading in the informal
sector that they remain there (Woodruff, 2013).

Whether an entity is obliged to register or it voluntarily registers for VAT, there are a
number of advantages to being a registered VAT vendor: the entity can claim back the input
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tax on its purchases (Ebrill ef al., 2001; Harju ef al., 2015; James, 2015b; Schenk ef al., 2015);
some large businesses and government departments require their suppliers to be registered
for VAT, and thus only VAT-registered entities are used as suppliers (Moodaley, 2015); the
entity can benefit from an improved reputation; and the entity has better credibility (Klahr
et al, 2017). Further advantages of registering for VAT are avoiding the payment of fines for
non-registration and expanding the customer base due to the fact that the business can issue
official receipts (Le et al., 2020).

Apart from the advantages of being registered as a VAT vendor, other possible reasons
that entities register as VAT vendors when not obliged to do so (voluntary registration) are
that the entities expect to reach the registration threshold soon or they have been advised by
an agent to register (Klahr et al., 2017).

A disadvantage of registering for VAT is that the business may be inspected by tax
officials (Le et al., 2020); although businesses in the informal sector may also be subject to
scrutiny if the revenue authority becomes aware of their existence. Further reasons for non-
registration for VAT include the lack of awareness of the advantages of being VAT
registered, high compliance costs and the complexity of the VAT refund system. The
administrative burden associated with registration is also a deterrent (Klahr ef al., 2017).

Non-registration for VAT results in unfair market competition due to the prices of
registered vendors being higher, as VAT is included in the selling price. Therefore, a higher
VAT rate can lead to an increase in unfair market competition (Enyew and Andargie, 2018).

Where a business evades VAT by not registering when it should, it is at least partly
“caught” in the “VAT net” when it purchases supplies from VAT vendors. VAT is paid on
the product at the time of purchase, but the purchasing business is unable to claim this input
tax back due to the business not being a registered VAT vendor (Ebrill et al., 2001; Krever,
2008).

Research indicates that the most efficient and effective VAT system will have a sufficiently
high compulsory registration threshold to reduce compliance costs, yet still maintain a tax base
sufficient for revenue generation (OECD, 2012). Each country has its opportunities and
challenges and, therefore, needs to evaluate and apply the most appropriate VAT threshold
applicable to its own circumstance.

The focus country of this research is South Africa: a developing country with a substantial
informal sector. Every entity that makes taxable supplies in a 12-month period of more than R 1m—
US$67,244.60 on 17 March 2021 (Oanda, 2021) — (compulsory threshold) is required to register as a
VAT vendor; however, any entity making taxable supplies of more than R 50,000-US$3,362.23 on
17 March 2021 (Oanda, 2021) — (voluntary threshold) may register as a VAT vendor [according to
section 23 of the VAT Act (South Africa, 1991)]. The high compulsory threshold ensures that small
businesses for whom the tax compliance costs would be high are excluded (Owens et al, 2011).

South Africa’s informal sector employed 18% of the labour force for Quarter 4 of 2019
(Statistics South Africa, 2019). Although the vast majority (around 73%) of the individuals
in the informal sector of South Africa do not need to register for VAT, as their turnover
characteristically falls below the compulsory registration threshold (Rogan and Skinner,
2019), some are supposed to register but do not register and are therefore non-compliant.

Drawing from the literature discussed above, and according to the expected utility
theory, an entity may be non-compliant by not registering for VAT when obliged to do so
(compulsory registration), as it is perceived that the benefits of evading the tax outweigh the
penalty payable if caught. When there is an increase in the VAT rate, even fewer entities
might register (or more entities might deregister) as the benefits of evading tax increase.
Conversely, when there is a decrease in the VAT rate, the benefits for evading tax are less



appealing and more entities may, therefore, decide to register. And the greater the
magnitude of the change, the greater this effect is likely to be.

In discussing these hypotheses, it should be noted that the two groups experiencing a
decrease in the VAT rate were asked whether they thought a person would register for
VAT, whereas the two groups contemplating an increase in the VAT rate were asked
whether they thought a person would deregister asa VAT vendor.

Based upon the literature and the theoretical underpinnings, the following hypotheses
are offered:

For the questions relating to registration decisions where the business meets the
compulsory registration threshold:

HI. A larger decrease in the VAT rate will result in small business entities being more
likely to register for VAT when it is compulsory to be registered.

H2. A larger increase in the VAT rate will result in small business entities being more
likely to deregister for VAT when it is compulsory to be registered.

Due to the disadvantages attached to being a registered VAT vendor [being subject to
scrutiny, high compliance costs, complexity of the VAT refund system and the
administrative burden attached to being registered (Klahr et al, 2017; Le et al., 2020)], it is
not expected that with a decrease in the VAT rate, businesses who are not registered VAT
vendors would register as such if they do not meet the compulsory registration threshold
(thus would not register voluntarily). In contrast, there are several advantages to being a
registered VAT vendor, such as claiming back the input tax on its purchases (Ebrill et al,
2001); winning tenders or being the preferred supplier of other VAT vendors (Moodaley,
2015); improved reputation and better credibility (Klahr ef al, 2017). Given these stated
advantages and disadvantages and determining whether the advantages outweigh the
disadvantages mentioned, the following hypothesis is derived for the treatment groups
experiencing a decrease in the VAT rate and for whom it is not compulsory to be a
registered VAT vendor:

H3. A larger decrease in the VAT rate will result in small business entities being more
likely to register for VAT when it is not compulsory to be registered.

Support for the hypothesis will imply that the advantages were considered more important,
while the rejection of the hypothesis would imply the disadvantages outweighed the
advantages.

Similarly, due to the disadvantages attached to being a registered VAT vendor, it is
expected that voluntarily registered VAT vendors would deregister when there is an
increase in the VAT rate. The following hypothesis is thus derived for the treatment groups
experiencing an increase in the VAT rate and for whom it is not compulsory to be a
registered VAT vendor:

H4. A larger increase in the VAT rate will result in small business entities being more
likely to deregister for VAT when it is not compulsory to be registered.

The next section outlines the research design applied in testing these hypotheses.
3. Research design

Obtaining valid data on the tax compliance behaviour of small business entities is
challenging, as people may be reluctant to provide honest answers if they are, in fact, not
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complying (Alm, Jackson and McKee, 1992). The current study adopted a quantitative research
approach, using a pre-test and post-test online field experimental design [5] (Leedy and
Ormrod, 2015; Sekaran and Bougie, 2013) to determine the relationship between a change in the
VAT rate and the registration compliance behaviour of small business entities. An experiment
is the ideal data collection instrument, as experiments find a way around the problem of
potentially getting dishonest answers for difficult questions such as that of how compliant a
participant is (Alm, 1991; Torgler, 2003): a real-world scenario is sketched using hypothetical
scenarios, permitting the participants to not feel targeted regarding their own compliance. Also,
conducting an experiment means that nuisance factors can be eliminated, drawing the focus
solely to testing the effect of the factor in question (Burtless, 1995). Conducting an experiment
produces a research design which can be replicated in other countries. Furthermore, through an
experiment, the effect of a proposed policy change, such as a change in the VAT rate, can be
simulated and measured before the change is introduced in practice. It could happen that
policymakers assume certain responses to changes in legislation, but to test this assumption,
they could perform an experiment to ensure that the results do indeed reflect the anticipated
direction (Burtless, 1995; Hofstee, 2011; Maines et al., 2006).

Prior to the conducting of the experiment, non-probability purposive sampling was used
to recruit participants for three rounds of pilot testing. This was done with the purpose of
ensuring that people with the relevant knowledge could assist in improving the content and
processes of the experiment (content validity). Responses were received from 18 participants
who were either academics or business persons (Leedy and Ormrod, 2015; Saunders et al.,
2016).

Once the wording of the experiment was finalised after the pilot tests, volunteer sampling,
convenience sampling, snowball sampling and non-purposive sampling were used to select the
participants for the actual experiment. A link to the experiment was sent, using social media, to
the researchers’ friends and family members. The Organisation Undoing Tax Abuse posted the
link on their Facebook page, and the South African Institute of Tax Practitioners sent the link
to their members via their newsletter. In addition, 15,158 email addresses were obtained from
LinkedIn, which is in the public domain, and a link to the experiment was emailed to each of
them. All of the people reached could thus receive the link and decide whether to participate or
not. The participants were also asked in the message containing the link to send the link to
others whom they thought would likewise be qualifying participants (Saunders et al, 2016). As
aresult of this entire process, and as noted above, 131 participants were ultimately recruited. A
qualifying participant was a person involved in the financial decisions of a business entity
(including a sole proprietor, practice, partnership or any other form of business), identified by
means of screening questions.

An online 2 x 2 between-subjects field experiment was conducted in the period between
June 2018 and January 2019. For each participant, the experiment started with a brief
introduction to the experiment. Very little information was given at the outset so that the
participants were not influenced by the researchers’ expectations or what the participants
thought the expectations were (Saunders et al., 2016).

To ensure that participants were attentive throughout the experiment and that valid
responses were received, manipulation/attention checks were included (Libby et al, 2002),
asking the participants to click on “5” on a seven-point Likert scale and also to indicate the
change in the VAT rate they experienced in their treatment group.

When choosing the different VAT rates for application in the current experiment in
South Africa, broad trends in VAT rates in Africa as well as in the rest of the world were
considered. For instance, the VAT rates of the countries surrounding South Africa vary
between 12% and 17% (ATAF, 2018; PwC, 2018). In the continent as a whole, Madagascar



and Morocco have the highest VAT rate at 20%. This 20% VAT rate is five percentage
points higher than the current VAT rate in South Africa, which is 15%. Furthermore, in
European countries, fluctuations of their initial VAT rates have been seen in the form of
decreases and increases ranging between 1% and 5% points (European Commission,
2018).

As aresult, and to determine the effect of a change in the VAT rate on the tax compliance
behaviour of small business entities, the experiment used four treatment groups that were
distinguished as follows:

(1) thelarge decrease group was presented with a five percentage point decrease in the
VAT rate (to 10%);

(2) the small decrease group was presented with a one percentage point decrease in
the VAT rate (to 14%);

(3) the small increase group was presented with a one percentage point increase in the
VAT rate (to 16%); and

(4) the large increase group was presented with a five percentage point increase in the
VAT rate (to 20%).

Before being allocated to one of these treatment groups, participants answered a series
of demographic questions and addressed a hypothetical scenario which sought
information on the amounts they would declare on sales and purchases with a VAT rate
of 15%. Qualtrics, the online instrument delivery service provider through which the
experiment was conducted, then randomly allocated the participants to one of the four
treatment groups, as shown in Table 1.

The number of responses were deemed sufficient per treatment group, as the typical
sample size per treatment group for an experiment is usually between 15 and 30 participants
(Daniel, 2012; Hogan et al., 2013; Kim et al., 2005; Rupert et al., 2003).

Once randomly allocated to a treatment group, the participants were asked exactly the
same question as to the hypothetical question (relating to the 15% VAT rate) but this time
with a new VAT rate as determined by the treatment group [6].

To test the experiment’s hypothesis, the participants in the two treatment groups
experiencing a decrease in the VAT rate (of 1% or 5%) were asked (using a five-point Likert
scale) whether a hypothetical person who was not registered for VAT would be likely to
register as a result of the VAT rate decrease; conversely, the participants in the two
treatment groups experiencing an increase in the VAT rate (of 1% or 5%) were asked (using
a five-point Likert scale) whether a hypothetical person who was registered for VAT would
be likely to deregister as a result of the VAT rate increase.

A final set of questions (post-experiment) sought details from the participants regarding
their thoughts and decision-making processes when answering the questions.

The results from the experiment are discussed in the following section.

Treatment group No. of responses
Large decrease group (10%) 33
Small decrease group (14 %) 30
Small increase group (16%) 34
Large increase group (20%) 34
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Table 2.
Descriptive statistics
for sales and
purchases declared
within the various
treatment groups

4. Analysis of results

The impact that changes in the VAT rate may have on the registration compliance
behaviour of small business entities was considered. This study observed the difference in
compliance behaviour relating to the VAT registration decision when a when a one and five
percentage point change in the VAT rate was applied.

Data from the experiment were analysed using IBM SPSS Statistics 25. Descriptive
statistics were obtained to observe correlations or associations in the data set (Leedy and
Ormrod, 2015). For the inferential statistics, it is evident that the data are not normally
distributed, as the difference variables (difference between amounts declared in the 15%
category versus those in the treatment groups) had skewness and/or kurtosis values outside
the accepted thresholds (—2 and +2) (George and Mallery, 2010) for the assumptions of
normality, as is evident from Table 2. Note that the values used for this test were the
amounts declared for sales and purchases in the 15% category as well as in the various
treatment groups; however, these results are not discussed further in this article.

4.1 Robustness checks

A series of robustness checks were performed to test the reliability and validity of the data,
including obtaining the Cronbach alpha values, performing a wave analysis using the #-test
for independent groups and comparing data to that of the target population.

4.1.1 Reliability of the data. The reliability of the instrument refers to the ability of the
study to obtain consistent results over and over should the experiment be repeated on the
same subjects (Dudovskiy, 2018; Middleton, 2020). The reliability of the data was tested by
obtaining the Cronbach alpha values and observing differences in responses received over
time. The internal consistency of two sets of Likert-scale questions yielded Cronbach alpha
values of 0.713 and 0.782, exceeding the threshold of 0.6 (Hair et al., 2010). This indicates that
the data are reliable.

Given the length of time over which the data were obtained (the experiment was open for
eight months), it was considered appropriate to check that there were no major differences in
the responses obtained from those who participated in the experiment at different times. A
wave analysis was therefore conducted, with responses received from June 2018 to August
2018 referred to as the early responses and responses received from October 2018 to January
2019 referred to as the late responses. A #-test for independent groups based on the amounts
declared in the 15% category for both sales and purchases was conducted. All participants
had to answer these questions in order for their responses to be deemed valid. As no
statistically significant differences were found at the 5% level of significance between the

Treatment group N Mean (R) SD Skewness Kurtosis
Sales

15% category 131 1,873,899.77 388,859.362 —3.275 10.212
Large decrease group (10%) 33 1,961,157.02 176,180.680 —5.410 30.113
Small decrease group (14%) 30 1,723,853.80 587,474.678 —1.900 2.180
Small increase group (16%) 34 1,970,588.24 171,498.585 —5.831 34.000
Large increase group (20%) 34 1,774,509.79 476,435.228 —2.222 4.373
Purchases

15% category 131 532,793.39 154,432.439 —0.420 3.222
Large decrease group (10%) 33 529,476.58 86,730.093 2.940 7.669
Small decrease group (14%) 30 534,093.55 177,614.762 —0.574 2472

Small increase group (16%) 34 574,411.76 163,358.523 —0.060 1.345
Large increase group (20%) 34 580,882.35 135,967.190 1.276 —0.131




early and the late responses, the data were deemed reliable, and it was concluded that no
external shocks or exogenous factors affected the results that were obtained.

4.1.2 Validity of the data. To obtain a greater understanding of the participants and their
business entities, the questionnaire commenced with a series of demographic questions. The
results were then compared to relevant South African data (Comparative from? column in
Table 3) to determine whether the sample obtained was reasonably representative (valid) of
the South African small business sector. As can be seen in Table 3, the results were
representative for gender, age, province, type of entity and level of income but not for
ethnicity, qualifications and industry (Representative? column in Table 3, comparing the
sample with the comparative data obtained). Therefore, the results should not be extrapolated
to the general population but should merely be seen as an indication of possible tax compliance
behaviour of some small business entities in relation to VAT registration in South Africa and
other similar countries.

As a result of these robustness checks, the data were deemed reliable, valid and broadly
representative of certain aspects of the South African population of the small business
sector.

4.2 The effect of changes in the value-added tax rate on registration decisions

The study hypothesised that changes in the VAT rate (the direction and magnitude of those
changes) may have an impact on the decision of a small business to register or deregister as
a VAT vendor. Based on the expected utility theory, it was anticipated that since the VAT
liability would be less with a lower VAT rate, and it would, as a result, be less appealing to
evade tax, more participants would be willing to register for VAT if they met the
compulsory registration threshold if there were a small decrease in the VAT rate, and even
more would be willing to register if there were a large decrease in the VAT rate. Where the
compulsory registration threshold was not met, it was also expected that more would be
willing to register as a VAT vendor due to the advantages attached to being registered for
VAT and also due to the reduction in the VAT liability. Conversely, it was expected that
with an increase in the VAT rate, participants would want to save money and would
therefore deregister from VAT if the VAT liability were to increase. The higher the VAT
rate, the greater the expected likelihood of deregistration. This was expected to hold true
regardless of whether the registration threshold was met. Even where suppliers are obliged
to be registered, it is expected that they would deregister as the benefits of evading
outweighs the cost of compliance.

The likelihood of registration or deregistration may be influenced by whether an entity is
obliged to register for VAT through exceeding the tax threshold or whether it voluntarily
registers as a VAT vendor. Additionally, the registration likelihood may be influenced by
the advantages and disadvantages of being registered, as discussed in the literature above.
The results under the condition of compulsory registration and under the condition of
voluntary registration are reported separately.

4.2.1 Compulsory registration. In the first set of questions relating to the demographic
profile of the participants and their small business entities, the participants had to indicate
the income level of the entity. This set of questions was designed to provide an indication of
whether the businesses were potentially liable to register as VAT vendors (noting that the
type of supply could influence the need to register, such as if the entity supplies zero-rated
goods or services). Participants were also asked whether the entity was registered for VAT.
Of the participants who should have been registered for VAT based on income level, 6%
were not registered, possibly indicating real-life non-compliance, even before taking any
changes in the VAT rate into account.
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Table 3.
Summary of
demographic profile

Demographic Sample Comparison Comparative from? Representative?
Gender Male: 58% Male: 55% Workforce Yes
Female: 42% Female: 45%
Ethnicity White: 82% White: 16.9% Small medium micro- No
Indian: 7% Indian: 3.6% sized enterprise (SMME)
African: 7% Black: 75.1% owners
Other 4% Coloured: 4.4%
Age 20-35:30% <20:0.4% SMME owners Yes
36-50: 37% 20-34: 24.4%
51-65: 28% 35-49: 46%
>65:5% 50-64: 24.9%
>64:4.3%
Qualifications Up to matric: 6% Tertiary education: SMME owners No
Post-matric: 24% 21%
Bachelor’s: 44% Secondary
Master’s/ education: 26%
Doctorate: 26% Less than
secondary
education: 53%
Province Gauteng: 57% Gauteng: 35% SMME registrations Broadly, yes
Western Cape: Western Cape:
20% 10%
KZN:10% KZN: 16%
Other: 13% Other: 39%
Type of Private companies: ~ Companies and Registered VAT Yes
business 50% CCs: 76% vendors
Close corporations  Sole proprietors:
(CCs): 22% 18%
Sole proprietors: Other: 6%
19%
Other: 9%
Industry Financial services: ~ Trade: 43% Small firms (excluding No
44% Manufacturing: agriculture)
Real estate: 7% 22%
Agriculture: 5% Finance and
Engineering and business services:
construction: 8% 21%
Other: 36% Transport: 7%
Construction: 3%
Other: 4%
Level of income R 50,000-R 1m: R 50,000-R 1m: Registered VAT Yes
35% 34% vendors with an annual

R Im-R 5m: 37%
R 5m-R 20m: 28%

R Im-R 5m: 41%
R 5m-R 20m: 25%

turnover between R
50,000 and R 20m

Sources: National Treasury and SARS (2018), Small Enterprise Development Agency (2019), South
African Market Insights (2019) and Statistics South Africa (2018)

During the experiment, the participants in the decrease in the VAT rate groups (where the VAT
rate decreased from 15% to either 10% or 14%) had to report what they thought the likelihood
was that a hypothetical person making taxable supplies of R 1.1m (just above the compulsory
registration threshold) would register as a VAT vendor when exposed to a decrease in the VAT
rate, assuming that the hypothetical person was not registered as a VAT vendor yet. Participants



in the increase in the VAT rate groups (where the VAT rate increased to 16% or 20%) had to
report what they thought the likelihood was that a hypothetical person making taxable supplies
of R 1.1m would deregister as a VAT vendor when exposed to an increase in the VAT rate,
assuming that the hypothetical person was already a registered VAT vendor. This is referred to
as the compulsory registration question. The results, according to the descriptive statistics for the
compulsory registration question, are illustrated in Figure 1[7].

When sales were R 1.1m, only 45.5% in the large decrease group and 41.3% in the small
decrease group indicated that a hypothetical person would be extremely or somewhat likely
to register as a VAT vendor when the VAT rate was reduced. It was anticipated that the
majority would, in fact, be prepared to register when a VAT rate reduction took place, so it
was surprising that fewer than half of the participants in the decrease groups thought that a
hypothetical person would register if the person were compelled to do so, indicating
non-compliance in terms of registration. It was, however, also expected that more
participants in the large decrease group would think that a hypothetical person would be
extremely or somewhat likely to register in comparison to the small decrease group, which
proved to be consistent with the actual results. HI is thus met, indicating that a larger
decrease in the VAT rate will result in small business entities being more likely to register
for VAT when it is compulsory to be registered.

With sales of R 1.1m, 73.5% in the small increase group and 64.5% in the large increase
group indicated that a hypothetical person would be extremely or somewhat unlikely to
deregister as VAT vendors. It was expected, consistent with the results, that fewer
participants in the large increase group would think that a hypothetical person would be
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extremely or somewhat unlikely to deregister as a VAT vendor in comparison to the small
increase group, as the VAT liability would be larger in the larger increase group. The
responses here also indicate non-compliance in terms of registration, as not all participants
indicated that a hypothetical person would be extremely or somewhat unlikely to deregister
as a VAT vendor. This supports the finding of Matthews (2003) that small businesses tend
to deregister as VAT vendors when there is an increase in the VAT rate. This supports H2,
illuding to the fact that a larger increase in the VAT rate will result in small business entities
being more likely to deregister for VAT, even when it is compulsory to be registered.

4.2.2 Voluntary registration. The next question asked the participants what the
likelihood was that a hypothetical person would register/deregister as a VAT vendor if the
person’s sales were slightly below the threshold (R 900,000). Due to the advantages of being
registered as a VAT vendor and the decreased VAT liability coupling with a decrease in the
VAT rate, it was expected that, for the decrease groups, most participants would think that
a hypothetical person would be extremely likely to register. From a purely monetary (tax)
perspective for the increase groups, it was expected that most participants would think that
a hypothetical person would be extremely likely to deregister. This is because the
hypothetical person would not be obliged to register as a VAT vendor, and the costs for
complying as a VAT vendor for small businesses are proportionately much higher than for
large businesses. One should, however, note that there are other advantages to being
registered as a VAT vendor other than just the relief of claiming back input tax. The results
of the descriptive statistics for the voluntary registration question are illustrated in Figure 2.

When sales were below the compulsory registration threshold, at R 900,000, few
participants in the large and small decrease groups thought that a hypothetical person would
register as a VAT vendor. This was not expected since it was expected that more participants
would think that a hypothetical person would register due to the decrease in the VAT liability
and also due to the advantages attached to being a VAT vendor. In the large decrease group,
only 18.2% of participants indicated that it would be extremely or somewhat likely that a
hypothetical person would register as a VAT vendor, while in the small decrease group, no
participants indicated that it would be extremely or somewhat likely that a hypothetical person
would register as a VAT vendor. The actual results, therefore, indicated that more participants
would think that a hypothetical person would register as a VAT vendor if there were a larger
decrease in the VAT rate, supporting hypothesis H3. This may be explained by the advantages
attached to being registered as a VAT vendor, such as claiming back input tax on purchases,
obtaining government tenders, improved reputation and having better credibility (Ebrill ef al,
2001; Moodaley, 2015; Klahr et al.,, 2017).

When sales were below the threshold, at R 900,000, more participants thought that a
hypothetical person would deregister as a VAT vendor if the VAT rate were to increase. In
the small increase group, 70.6% of participants indicated that it would be extremely or
somewhat likely that a hypothetical person would deregister as a VAT vendor, and in the
large increase group, this number rose to 78.1%. This result was expected as per H4, as the
hypothetical person would not be compelled to remain registered as a VAT vendor. Due to
the increase in the VAT liability and also the increase in the prices of the registered vendors
coupled with an increase in the VAT rate, the results meet the expectation that a larger
increase in the VAT rate would result in a larger inclination to deregistration when
registration is voluntary. Some participants, however, indicated that the hypothetical person
would remain registered as a VAT vendor, probably because the person would like to be
able to claim back input tax on purchases made or for other economic reasons such as
improved reputation or credibility.
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When analysing the results from the voluntary registration question, it is noted from the
data that there were more participants in the increase in VAT rate treatment groups who
indicated that they thought a hypothetical person would remain registered as a VAT vendor
(stated differently: not indicating that it was likely that a hypothetical person would
deregister as a VAT vendor, as per the wording in the experiment) than there were
participants in the decrease in VAT rate treatment groups who indicated that they thought a
hypothetical person would register as a VAT vendor. This was not expected, as the VAT
liability would be more in the increase in VAT rate groups; it was thus expected that more
participants would think that a hypothetical person would deregister as a VAT vendor in
the increase groups.

4.2.3 Inferential statistics on both compulsory and voluntary registration. In considering
the inferential statistics (indicating how data correlate and are associated with each other
(Leedy and Ormrod, 2015; Saunders et al, 2016)) to determine the difference between the
increase and decrease groups and since the data are not normally distributed (as indicated in
Table 2), a Mann—Whitney test was conducted. The Mann—Whitney test “is a rank-based
non-parametric test that can be used to determine if there are differences between two
groups on a continuous or ordinal dependent variable” (Laerd Statistics, 2018:n.p.). This test
was conducted to test the impact of the VAT rate changes on the registration decisions of
participants.

In determining the statistical significance, the sample size affects the results obtained. It
is possible that when the sample size is large, small differences may be identified as
significant. Similarly, when the sample size is small, it is possible that large differences may
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Table 4.

Decrease in VAT rate
groups Mann—
Whitney test

not be identified as significant. For this reason, it is important to also report the effect size in
addition to the statistical significance (McLeod, 2019) since the samples for the experimental
treatment groups were small. If the effect size is large, the difference is practically important.
In considering the effect size of the differences, the Cohen d-value was determined: a
value >0.2 indicates a small effect; a value >0.5 indicates a medium effect; and a value >0.8
indicates a large effect (Cohen, 1988).

A Mann—Whitney test both for the decrease in the VAT rate groups and the increase in
the VAT rate groups was run to test the hypotheses. The results of the inferential tests are
not statistically significant, as indicated in Table 4 (decrease groups) and in Table 6
(increase groups); thus, none of the hypotheses are supported. A larger decrease (increase) in
the VAT rate does not result in small business entities being more likely to register
(deregister) for VAT, for both the compulsory and voluntary registration. The results of this
study are thus different to Matthews’s (2003) results; Matthews (2003) found that there is a
possibility that small businesses may deregister as VAT vendors when there is an increase
in the VAT rate.

For the decrease in VAT rate groups, the Mann—Whitney test results are presented in
Table 4. The effect size is small for both the compulsory and voluntary registration
questions, meaning that there are some, but very few, differences in the responses of the two
treatment groups.

Even though the results are not statistically significant, the mean ranks were analysed
for additional discussion purposes to see if a trend emerged and whether the changes in the
VAT rate may impact registration decisions, as presented in Table 5. The Mann—Whitney
test ranks score dependent variables, regardless of the group the variables are in, according
to their size: the smallest rank is assigned to the smallest value. The ranks for the different
groups are then obtained, and a mean rank per group is assigned. The differences between
these mean ranks are then also tested by the Mann—Whitney test (Laerd Statistics, 2018).

Considering the mean ranks (trends) for the compulsory registration question, the participants
in the large decrease group thought that a hypothetical person would be more likely to register as
a VAT vendor (mean rank = 33.86) than what was reported by the participants in the small
decrease group (mean rank = 28.81) (in support of H1). Similarly, considering the mean ranks for
the voluntary registration question, the participants in the large decrease group also thought that
a hypothetical person would be more likely to register asa VAT vendor (mean rank = 34.00) than

Statistical terms R 1.1m taxable supplies (compulsory) R 900,000 taxable supplies (voluntary)

Mann-Whitney U
Wilcoxon W
Z

400.500
835.500
—1.133

0.257
—0.288

396.000
831.000
—1.483

0.138
—0.380

Asymptotic significance
Cohen’s d

Table 5.

Mean ranks-
registration for
decrease in VAT rate

groups

Registration requirements

Group

Mean rank

Compulsory registration

Voluntary registration

Large decrease group (10%)
Small decrease group (14 %)
Large decrease group (10%)
Small decrease group (14 %)

33.86
28.81
34.00
28.66




what was reported in the small decrease group (mean rank = 28.66) (in support of H3). It was
expected that more participants would think that a hypothetical person would be willing to
register as a VAT vendor in the large decrease group than in the small decrease group, as the
VAT liability would be less with a smaller VAT rate. This is in line with the expected utility
theory for the compulsory registration scenario that a rational person would weigh the cost
against the benefit of not complying. With a large decrease in the VAT rate, the cost-saving
would be less if one were not registered as a VAT vendor, as long as one did not get caught. This
makes evasion less appealing. Further, for the voluntary registration decision, the result was also
expected as the VAT liability decreases, and there are a number of advantages attached to being
aregistered VAT vendor.

For the increase in VAT rate groups, the Mann—Whitney test results are presented in
Table 6. Again, the effect size is small for both the compulsory and voluntary registration
questions, meaning that there were some, but very few, differences in the responses of the
two treatment groups.

Similar to the decrease in VAT rate groups, even though the results shown above are not
statistically significant, the mean ranks were analysed for additional discussion purposes to
see if a trend emerged, as presented in Table 7.

Considering the mean ranks (trends) for the compulsory registration question, the
participants in the small increase group thought that a hypothetical person would be less
likely to deregister as a VAT vendor (mean rank = 30.57) than what was reported by the
participants in the large increase group (mean rank = 35.66) (in support of H2). Similarly,
considering the mean ranks for the voluntary registration question, the participants in the
small increase group thought that a hypothetical person would be less likely to deregister as
a VAT vendor (mean rank = 30.53) than what was reported by the participants in the large
increase group (mean rank = 36.66) (in support of 4). This was expected, especially for the
compulsory registration decision, as more VAT would be payable in the case of a large VAT
increase, which is expected to result in more non-compliance. This is in line with the
expected utility theory that a rational person would weigh the cost against the benefit of not
complying. With a large increase in the VAT rate, the cost-saving would be greater if one
were not registered as a VAT vendor, as long as one did not get caught. This makes evasion

Statistical terms R 1.1m taxable supplies (compulsory) R 900,000 taxable supplies (voluntary)

Mann—Whitney U 444500
Wilcoxon W 1,039.500
Z —1.186
Asymptotic significance 0.236
Cohen’s d —0.291

443.000
1,038.000
—1.406
0.160
—0.346
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Increase in VAT rate
groups Mann—
Whitney test

Registration requirements Group N Mean rank

30.57
35.66
30.53
36.66

Small increase group (16%) 34
Large increase group (20%) 31
Small increase group (16%) 34
Large increase group (20%) 32

Compulsory registration

Voluntary registration

Table 7.

Mean ranks-
registration for
increase in VAT rate

groups
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more appealing. For the voluntary registration decision, it was also expected that
participants would expect more hypothetical persons to deregister as VAT vendors with a
large increase in the VAT rate due to the larger increase in VAT liability and increase in the
prices of the products. It is also not required of these persons to be registered, and therefore,
the deregistration decision is even easier from a moral perspective.

In summary, a large decrease (increase) in the VAT rate does not appear to result in small
business entities being more likely to register (deregister) for VAT. Thus, none of the
hypotheses are supported. However, using the descriptive statistics and analysing trends
noted from the inferential tests to provide more insight into the results, it is evident that a
minority of the participants in the decrease in VAT rate treatment groups (fewer than 50%)
seemed to think that it would be extremely or somewhat likely that a hypothetical person
would register as a VAT vendor when obliged to do so. By way of contrast, it is evident that
the majority of the participants in the increase in VAT rate treatment groups (more than
50%) seemed to think that it would be extremely or somewhat unlikely that a hypothetical
person would deregister as a VAT vendor when obliged to be registered. This indicates
more compliance for registration purposes when an increase in the VAT rate is involved
than when a decrease in the VAT rate occurs, which was unexpected. This could be due to
the fact that when one remains registered as a VAT vendor, input tax can be claimed on
purchases made. Therefore, the higher the VAT rate, the more the input tax that can be
claimed back if suppliers are also VAT vendors. However, factors other than the tax rate
may also be involved. For example, one respondent also mentioned that it is beneficial for
tender purposes to be registered asa VAT vendor.

From the Mann—Whitney test mean ranks (trends), more participants thought that a
hypothetical person would register as a VAT vendor if the decrease in the VAT rate were
large; this result was expected for both the compulsory and voluntary registration decision.
Furthermore, more participants thought that a hypothetical person would deregister as a
VAT vendor if there were a large increase in the VAT rate for both the compulsory and
voluntary registration decision; this result was also expected. These results are consistent
with Matthews’s (2003) results, which showed that there is a possibility that small
businesses will deregister as VAT vendors when there is an increase in the VAT rate. Other
factors influencing the registration decision that were identified in South Africa through a
survey include the number of cash payments received (businesses are less likely to register
when more income is received in cash), the perception of problems with crime,
infrastructure, the skills of workers, opportunities for growth, access to financing and access
to government services (Coolidge and Ilic,2009). These could thus be possible reasons why
participants in this study did not think that a hypothetical person would deregister as a
VAT vendor if sales were under the compulsory registration threshold.

5. Conclusion

There is limited empirical research on the effect of changes in the VAT rate on tax
compliance behaviour, especially in terms of the registration compliance behaviour of small
business entities. The results of the experiment indicate to policymakers that, from a
registration perspective, a large decrease (increase) in the VAT rate does not affect a
person’s decision to register (deregister) for VAT. Although the results are not statistically
significant and thus do not initially support any of the hypotheses, the mean ranks were
considered to identify possible trends that emerged. From the mean ranks, it was
established that more participants thought that a hypothetical person would be likely to
register for VAT (regardless of the registration threshold) if there were a large decrease in
the VAT rate, and more participants thought that a hypothetical person would be likely to



deregister for VAT if there were a large increase in the VAT rate (regardless of the
registration threshold, supporting all the hypotheses. This outcome is consistent with
Matthews’s (2003) results, where it was found that there is a possibility that small
businesses will deregister as VAT vendors when there is an increase in the VAT rate.

No study is without its limitations, but these create opportunities for (improved) future
research. Questions that should be reworded in future to allow for comparison and better
analysis are those regarding the likelihood of (de)registration. The questions regarding the
likelihood of registration as a VAT vendor for a decrease in the VAT rate and deregistration
for an increase in the VAT rate should be asked in the same direction (e.g. either the
likelihood of registration or deregistration, not both) for the two groups.

Participants were asked about the possible registration decisions of hypothetical
persons, including whether they would register as VAT vendors if their sales were just
below the compulsory threshold or just above the compulsory threshold. For future
research, it may also be meaningful to determine the effect of turnover well above the
compulsory registration threshold on registration compliance behaviour.

The current research focused on South Africa only as its context of research and thus the
findings may not be generalisable to other developing countries. Future research could also
be conducted in other African and developing countries to determine whether changes in the
VAT rate have the same or different effects on the registration decisions of those taxpayers.
This would result in the possibility of more in-depth comparisons of the effect of changes in
the VAT rate in different countries. However, if possible, it is suggested that larger sample
sizes should be obtained in future studies to enrich the findings, as the small sample size
(although sufficient) is a limitation in the current study.

An increase in the VAT rate could result in additional tax revenue being collected;
however, at some point, policymakers need to determine when a further increase in the VAT
rate might actually lead to a decrease in revenue collected due to non-compliance, such as by
entities which deregister for VAT even though their taxable supplies exceed the compulsory
registration threshold. “In levying taxes and in shearing sheep it is well to stop when you get
down to the skin” (O'Malley in James, 2015a, n.p.).

Notes

1. Even though entities in the informal sector do not pay taxes, developing countries rely heavily on
the informal sector, especially for job creation and reducing poverty (Fourie and Skinner, 2018;
Rogan and Skinner, 2019). Generally, sub-Saharan African countries are associated with large
informal sectors (Bird and Gendron, 2007).

2. Although this study’s focus is on VAT, a small business is not defined in the VAT Act (South
Africa, 1991), and thus, the definition in the Income Tax Act (South Africa, 1962) has been used.
Furthermore, in the experiment, the participants were asked what their entity’s gross income was
(an income tax term) instead of what its taxable supplies were (a VAT term), as it was expected
that not all respondents would know what their taxable supplies were but that they would know
what their gross income was.

3. A treatment group is a group of participants who encountered a specific intervention in the
experiment, such as a specific change in the VAT rate (Leedy and Ormrod, 2015).

4. A total of 557 participants were initially recruited; 426 were determined to be invalid for the
purposes of the study, leaving 131 valid participants. Responses were invalid in the following
cases: participants did not agree to participate in the study (8); participants did not meet the
qualifying requirements (based on the income level of the business and the need for participants
to be in a decision-making management position in the business) (211); the attention checks were
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answered incorrectly (46); the experiment was not sufficiently completed for comparative
purposes (160); and the participant’s comments clearly indicated that the participant did not
understand the experiment and therefore did not answer appropriately (1).

5. A copy of the questionnaire used in the experiment is available at: https://doi.org/10.25403/
UPresearchdata.13713121

6. The effect of the change in the VAT rate on amounts declared is discussed in the following
article: Schoeman, A.H., Evans, C.C. and Du Preez, H. (2021), “The effect of changes in the value-
added tax rate on tax compliance behaviour of small businesses in South Africa: a field
experiment”, Advances in Taxation, Vol. 29, pp 65-88.

7. Descriptive statistics quantitatively summarise the collected information (Leedy and Ormrod,
2015; Saunders et al., 2016).
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