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While revisiting the agency theory and how it models the relationship between a principal and an agent,
we assess, through participant observation, the optimal contract form for the ubiquitous relationship,
where a principal, delegates work to an agent. This forms the basis of the study, as it attempts to
redefine the relationship between the taxpayer and the tax administrator. This research is an attempt to
reverse the traditional relationship between the taxpayer and the tax administrator in favor of a modern
perspective of relational model theory by seeing the taxpayer as the principal and the tax administrator
as the agent. This is deeply rooted in the social contract theory, in relation to the agency theory. What
this redefinition is expected to do, ultimately, is to make the tax authority more taxpayer centric based
on the concept of trust breeds trust, for efficient and effective tax system that would be more
accountable, transparent and responsible in service delivery in the 21st century. This paper draws from
the application of the social contract theory and the empirical evidences obtained from participant
observation in the form of improvement of service delivery to the taxpayers by the tax administrators in
the experimental agency, in alignment with the agency theory, hence coming up with the ‘relational
agency model’.

Key words: Taxpayer, tax administrator, agency theory, social contract, relational theory, relational agency
model.

INTRODUCTION

In Nigeria, and like everywhere else, the taxpayers are
the single most important group of stakeholders in the tax
system. They are so important that they are recognized in
the National Tax Policy Document of Nigeria (2012) and
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the revised National Tax Policy Document (2017). Even
though taxpayers’ responsibilities are fundamental to the
functioning of a viable tax system, they must be balanced
with taxpayer rights in an equitable and justifiable manner,
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as trust breeds trust (Feld and Fray, 2002; Olokooba et
al., 2018).

It is important to note that a taxpayer is an important
variable in the achievement of the objectives of a Tax
(Revenue) Authority. Based on this position, it is proper
to define who a taxpayer is. Drawing from previous
studies, a taxpayer is anyone who is subject to tax on
income, irrespective of whether he pays the tax or not.
The taxpayer may be an individual, company or
organization liable to pay tax (Somorin, 2012; Olokooba,
2019). The individual taxpayer is traditionally seen as a
resident in a society, who must be an adult of taxpaying
age, earning one source of income or another that is not
exempted from income tax, and can be subjected to tax
deduction. In the same manner, organizations operating
within the society are equally required to pay taxes on
income and profits generated in the process of their
business operations. However, the not-for-profit
organizations are exempted from tax provided certain
conditions are fulfilled.

Having define who a taxpayer is, it is of equal
importance to explain further what the taxes paid are
meant for. The taxes paid by the taxpayers to the
authorities of government saddled with the responsibilities
of collecting such, are therefore expected to be used in
return by the government to provide social and economic
infrastructure (facilities) for the benefit of the people in the
society, whether taxpayer or not (Awodun, 2018a). This
position is based on the social contract theory as
enunciated by Bruner (2015), Cook and Dimitrov (2017),
Bussolo et al. (2018) and El-Haddad (2020).

The scenario painted above draws a relationship
between the taxpayer, the tax authority and the
government, following the relational model theory
(Haslam and Fiske, 1999). This relationship has been
seen from different perspectives in the course of
fulfillment of the obligations of the various parties in the
past. What is common perspective in Nigeria is to see the
tax authority as an agency of government saddled with
the responsibilities of collecting taxes from the taxpayers.
This is a rather conventional viewpoint. Right as this
perspective may be, the emphasis placed on this
relational view has given less attention to the other
perspectives, and perhaps the reason for the high level of
inefficiency of the tax system and low level of compliance
of the taxpayers (Hofmann et al., 2014).

One of such other perspective, given less or no
consideration, is the relationship between the taxpayer
and the tax authority, which has not been properly
defined. What we observe is that the tax authority relates
with the taxpayers under a lord and master (command)
relationship with the understanding that the tax authority,
a product of law, is empowered to enforce and apply the
law on the taxpayers to extract the due taxes from them
(Kirchler and Wahl, 2010).

This approach has proven to be not so effective, with
taxpayers devising methods of averting and avoiding the
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payment of taxes as a result of this approach (Allingham
and Sandmo, 1971; Andreoni et al. 1998; Alm and
Torgler, 2006; 2011).

However, under close observation, the researchers
realize that the taxpayers and the tax authority should
operate under a better relational perspective based on
the combined understanding of the agency and social
contract theories.

This perspective called on the ‘relational agency
model’. In examining how taxpayers are treated, the
concept of trust breeds trust as put across by Feld and
Frey (2007) became relevant. This is because the
taxpayer, under this ‘relational agency model’ is in a
contractual relationship with the government, on whose
mandate the tax authority operates, to collect taxes from
the taxpayers, and use such taxes to provide social
infrastructure and services for the benefits of all members
of the society (both taxpayers and non-taxpayers) within
the context of the social contract theory (Awodun, 2016).

The above, therefore, justifies the need to revisit the
relationship between these players in the tax system and
perhaps come up with an alternative perspective that
could exert better result than what we have today. The
guest of the study is to redefine the relationship between
the taxpayers and the tax authorities in the country with
the sole purpose of eliciting a more acceptable outcome
to all parties’ concern, hence the development and
application of the ‘relational agency model'.

Background to the administrator

relationship

taxpayer/tax

Searching the literature on taxpayer and tax administrator
relationship in Nigeria, the very first time attention was
focused on taxpayers in the history of the Nigerian tax
system was found in Paragraph 4.11 page 44 of the
Report of the Task Force on Tax Administration (1979)
where the following recommendation was made:

More publicity should be given to taxpayers about what
they are expected to do to satisfy their tax obligations.
Similarly, government should mount special publicity
programmes aimed to enlighten taxpayers on the use of
tax revenue.

The report brought to bear for the first time, the need to
sensitize the taxpayers about their civic responsibilities in
the form of tax education and enlightenment. In addition,
it encouraged government on accountability and
transparency on the application of the funds collected as
taxes from the taxpayers. The purpose of these two
recommendations is obviously to ensure improvement in
the level of taxpayer compliance with ultimate increase in
taxes collected.

From a critical examination of who a taxpayer is, there
are some characteristics that can be deduce which will
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determine whether an individual is qualified to be
regarded as a taxpayer or not. First, is the residency
clause that requires the taxpayer to be resident within the
society in question? This condition is important and has
been discussed in several literatures. The second is
adulthood which means that the taxpayer must have
attained the tax paying age as contained in the tax laws.
The third is that the taxpayer must have at least a source
of income (above ®30,000 per month for individuals in
Nigeria) from which the tax due could be deducted, and
(annual income in excess of 825 million for companies, in
Nigeria).

All of the above are as contained in the tax laws of the
society in question, as collection of taxes is based on
statute. The power or authority to collect taxes is rested
on the government, who in turn establishes an agency to
exercise this authority or power on its behalf as stipulated
in the tax laws that the government may legislate from
time to time. Based on the above, the taxes collected are
not arbitrary as they are well spelt out, and the basis of
introduction of such taxes also, are well considered and
communicated.

The agency established by the government to collect
the taxes, as stipulated by law, from the taxpayers,
normally regarded as the tax authority, is the tax
administration arm of government, and the operators
engaged by the agency are the tax administrators.
Furthermore, Chapter 3, Paragraph 3.2(v) of the National
Tax Policy (2012) also states that a taxpayer is entitled to
self-representation or representation by any agent of
choice, provided the agent, acting for financial reward,
shall be an accredited tax practitioner.

It is, therefore, common for the agency of government
(tax authority) and the tax administrators, engaged by the
government agency, to see themselves as empowered,
by the law establishing them, to enforce compliance to
the tax laws (National Tax Policy, 2017). Trust in
authorities and power to enforce tax compliance (Wahl et
al., 2010) is expressed in why people obey the law (Tyler,
2006) and the detrimental nature of the inconsistencies in
punishment procedures to compliance (Van Prooijen et
al., 2008). The tax administrators go about the discharge
of their responsibilities of assessing, collecting,
accounting for taxes as backed up by the laws and
conduct their affairs of tax administration from this point
of view.

Income tax evasion is a global phenomenon (Allingham
and Sandmo, 1971) whose justification and the
administrator’'s tax compliance struggle are based on
ethics, morality, power and law under the social contract
theory perspective (Alm and Torgler, 2011; El-Haddad,
2020). Where necessary, the administrators may enforce
tax collection from deviant taxpayers using the
instrumentality of law. It is not strange, therefore, to
observe compliance being achieved mostly through
enforcement by the tax agency (Muehlbacher and
Kirchler, 2010). This is drawn from the conventional

perception that the tax administrators see themselves as
an agency of government, empowered by law to bring
about the enforced collection of taxes from the residents
(individuals) and companies operating in the society
under its coverage (Alm and Torgler, 2006; Blackwell,
2007; Somorin, 2019).

The basis of the above position is that the taxpayer is
seen as that individual or organization whose income is
the subject of tax deduction, will rather do everything to
evade paying taxes so as to keep all his income. With
this perception, the agency empowered by law, therefore,
believes that compliance could be attained through
enforcement, if the taxes due to government are to be
extracted appropriately from the taxpayer. The tax
agency, based on this perception, assumes the position
of a government agency from the conventional point of
view, playing the traditional role of enforcing the
collection of taxes from the taxpayers.

Research problem, hypothesis and model

When the fact that the concept of tax, ordinarily is
considered based on the social contract theory (El-
Haddad, 2020; Healy and Murphy, 2017) where the
residents only surrender their sovereignty to the state to
administer their collective affairs in return for the payment
of taxes, then the agency relationship of the tax authority
would need a revisit, and the relationship between the
taxpayer and the tax administrator, a redefinition. This is
because rather than the tax agency, whose activities are
carried out through the tax administrator, being seen as
the agent of the state, this study proposes that a different
consideration is given to that relationship based on the
concept of the agency theory without undermining the
convention.

This approach, as proposed, would see the tax agency,
from the ‘relational agency model’ perspective, as an
agency of the taxpayer instead of the traditional
perspective of being the agency of government. This is
because the state is merely a custodian of the collective
sovereignty of the residents of the state which is
voluntarily surrendered to it. The relational theory
(Haslam and Fiske, 1999; Cook and Dimitrov, 2017;
Feldmann and Mazepus, 2018) further supports the
above position. The people are the constituent of any
state, and it is because they have given up their
individual sovereignty, in the first instance, that is why the
state could entrust the tax authority with the responsibility
of tax collection. Hence, the tax authority is better seen
as the agency of the people than the agency of the state.
The problem of this study is, therefore, a redefinition of
the relationship between the taxpayer and the tax
administrator by subjecting it to the test of the triangular
‘relational agency model’ within the context of agency
theory, social contract theory and relational model theory.
This is being examined from the perspective of the
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Government (Principal)

Tax Authority (Agent)

Traditional Command Model

Figure 1. Traditional (command) model.

Source: Authors.

economic psychology of tax behavior (Kirchler, 2007). By
so doing, it is expected that the administrator
understands the redefinition of their relationship, and the
realignment of the tax authority’s operational activities in
compliance to this perspective, would ultimately bring
about optimum tax collection.

The traditional command approach is a top to bottom
model that depicts the government as the principal in the
taxpayer relationship management, and the tax authority
as the agent. The taxpayer is described to be at the
bottom of the ladder and expected to comply strictly with
the commands of the government through the tax
authority as depicted in Figure 1. Under this approach not
much concern and attention is given to the taxpayer
beyond the expectation to comply with the payment of
taxes through the tax authority.

However, the relational agency model approach is a
triangular arrangement that puts the taxpayers as the
principal under the agency theory, while the tax authority
is the agent. The taxpayers and government come into a
relationship under the social contract theory. The tax
authority and the taxpayers are also within the relational
theory expected to have cordial relationship within the

taxpayer relationship management process. The situation
as described above forms the basis of what is depicted
appropriately in Figure 2 as the relational agency model,
the application of which is the basis of this study.

We therefore hypothesize that the taxpayers are more
responsive and compliant where and when they are seen
and treated by the tax administrators as their principal, as
express by the relational agency model than where and
when they are seen as subservient residents in the
traditional (command) model.

Conceptualizing the ‘relational agency model’ within
the context of the agency, relational and social
contract theories

The agency theory models relationship between a
principal and an agent, considers the optimal contract
form for the ubiquitous relationship where a principal,
delegates work to an agent (Eisenhardt, 1989; Awodun,
2018b). Agency theory is built on the notion that
separation of ownership and control potentially leads to
self-interested behaviors by the agent (Kirchler, 2007;.
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Taxpayers (Principal)

Relational
Agency

Government @

Relational Theory

® Tax Authority
(Agent)

Modern Relational Agency Model

Figure 2. Relational agency model.
Source: Authors

Kirchler et al.,, 2008). Testing the ‘slippery slope’
framework in Austria, Hungary, Romania and Russia,
Kirchler and Wahl, (2010) and Kogler et al. (2013)
revealed that trust and power are the determinants of tax
compliance

In agency theory, both the principal (that is,
shareholders) and the agent (that is, managers) are
depicted as utility maximizers (Jensen and Meckling,
1976; Fama and Jensen 1983). The agent's utility
function includes power, security, status, and wealth
while the principal's utility function is to maximize the
market value of their shares or interests or stakes as the
case may be (Awodun, 2018b). The taxpayer's tax
compliance, coercion and legitimate power of tax
authorities are as a result of diminishing trust in tax
authorities (Hofmann et al., 2014).

Agency theory has witnessed such rigorous research
with contributions by researchers such as Berle and
Means (1932), Fama and Jensen (1983); and Jensen
and Meckling (1976) directed at a particular type of
organizing problem, called agency problem (Eisenhardt,
1989). In agency theory literature, the primary agency
problems, popularly considered are; moral hazard (MH)
and averse selection (AS) (Eisenhardt, 1989). Moral
hazard is a problem resulting from the situation where the
principal cannot observe or monitor the agent’s actions.
Arrow (1985:37) says that the problem here arises when
“the agent’s action is not directly observable by the
principal.”

Averse selection (AS), on the other hand, is a problem
resulting from the situation where the principal cannot
assess whether the agent’s actions best serve the
principal’s interests. Arrow (1985) opined that the
problem, in this situation, arises when “the principal may

be able to observe the action itself, but does not know
whether it is the most appropriate one.” In other words,
the principal cannot ascertain whether the agent is
protecting his interest or not, despite being able to
observe the activities of the agent.

According to Mitnick (1994), the critical difference
between moral hazard and averse selection is that the
former principal cannot observe the agent’s actions,
giving the agent the latitude to take actions that have
undesirable consequences for the principal. While in the
latter, the principal may well observe the agent’s actions,
but the principal cannot tell whether the agent’s actions
are optimal with respect to the principal’s interests. Thus,
it is quite conceivable that agency problems could be
aggravated if it becomes more difficult for the principal to
observe and appraise what the agent is actually doing
and has done for the principal.

Agency theory is considered appropriate to situations
that have a principal-agent structure. In specific terms, it
is popularly related to the headquarters-foreign subsidiary
relationship in multinational enterprises where it is
applied to the situation of principal agent structure, as the
headquarters, delegates’ decision-making authorities and
responsibilities to foreign subsidiaries (Gupta and
Govindarajan, 1991; Nohria and Ghoshal, 1994; Roth
and O’Donnell, 1996; Bonazzi and Islam, 2007). Though
the situation under consideration is not similar, however,
the extent of difficulty to which the principal (that is, the
headquarters) faces in the observation and verification
process could be dependent upon the strategic roles of
the agent (that is, foreign subsidiaries), and is relevant in
this case. Foreign subsidiaries will cast different levels of
agency problems to the headquarters depending on the
strategic role they are undertaking — that is, specialized



contributors, local implementers, and world mandates
(Kim et al., 2005) just as the taxpayers constitute different
problems to the tax authority whether as individual or
corporate taxpayer.

The agency theory substantiates most of these
arguments on efficient governance. Considering that the
corporation is a bundle of contracts, the contract between
managers and shareholders is not different from the
contracts between the other agents involved in the value-
adding activities (employees, customers, suppliers).
Investors as owners of stock in the stock market
capitalism delegate decision-making powers to agents
(managers and independent directors). The taxpayers, in
the same manner should be seen as the owners of the
tax authority, particularly from the perspective of the
social contract theory, in support of the above agency
theory position.

Ultimately, agency costs rise not only because of
opportunistic behavior by managers, but also from the
monitoring and control mechanisms put in place by stock-
holders (Awodun, 2018b). The entire corporate
governance system put in place to protect investors’
interest, represent an institutionalization of monitoring
and control procedures, raising costs, and diminishing
allocative efficiency. Hill and Jones (1992) summarize
three sources of agency costs from the perspective of
agency theory: (a) principal’s monitoring expenditure; (b)
agents’ bonding expenditure; and (c) residual loss.

What can be deduced from all of the above reviews are
that the taxpayer is, indeed, the principal in our
consideration of applying the ‘relational agency model’ to
tax administration, while the tax administrator is the
agent. This position does not discard the already
established agency relationship between the government
and the tax authority which is another line of relationship.
It also does not eliminate the agency relationship
between the tax authority and the employees (tax
administrators). While the first is the new consideration
the researchers are focusing attention on in this research,
the other two relationships have been well established in
several other research. Therefore, the outcomes of the
application of the ‘relational agency model were
presented to the relationship between the taxpayer and
the tax administrator in an attempt to redefine this
relationship, as indicated in the objective of this study.

RESEARCH METHOD

The methodology of research adopted by this study is participant
observation, where the main researcher was involved in the
operational activities of a State Internal Revenue Service in the
North Central Region of Nigeria for 48 months between 2015 and
2019. Putting across his theoretical observation of the perception of
tax administrators and taxpayer relationship, as against the
conventional perception, prior to his engagement in the
organization, he set out to experiment the new theoretical stand
with the commencement of activities of the Agency in October,
2015.
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The various top management staff were the first to be sensitized
on the need for this experimentation with clearly defined strategic
objectives and values for the Agency built around this new
paradigm. With the resolve of the top-level management to travel
this new road together, the middle level management was brought
on board, a month later. The low-level management was the last to
be introduced into this paradigm change, and that was achieved
through an intensive training that commenced, three months after
the commencement of activities. Thus, the experimentation proper
started from the first month of 2016.

With the core values of service, honesty, integrity, responsibility
and trust, acronym ‘SHIRT’, the entire 147 staff members, that
commenced full operations in January 2016, were appropriately
sensitized on the ‘relational agency model’ perspective of the tax
authority as the agent of the taxpayer based on application of the
agency theory to the taxpayer relationship management. The
Agency created a taxpayer centric perspective, and in 48 months of
operations, applied this new paradigm in its taxpayer relationship
management.

Applying the ‘relational agency model’ in redefining the
relationship between the tax administrator and the taxpayer

Arising from the description of the ‘relational agency model’ above
and from the understanding of rethinking the social contract theory
(Bussolo et al., 2018; Bussolo et al., 2019), it can be safely said
that the taxpayer in every society is the principal, in this
relationship, and the tax authority is the agent. Though, representing
the state in the administration of taxes in the society, the tax
authority and the state are one, and on the same side of the divide
in this relationship, while the taxpayer is on the other side.

As we have established from the social contract theory earlier in
Bruner (2015) and El-Haddad (2020), the taxpayers are the
collective owners of the resources of the state, but have only
appointed the government to manage these resources on their
behalf, thus, surrendering their individual rights to the state. The
state, in return, had thought it wise to subject every resident to
paying a part of their earned income as taxes for them to be able to
carry out the administration of the collective resources of the state
on behalf of the residents (taxpayers), and for redistribution of
income and wealth in the society.

One of the problems encountered, and arising from the
application of the ‘relational agency model to the taxpayer and tax
administrator relationship, called taxpayer relationship management,
is the ‘moral hazard’ problem which is as a result of the fact that the
principal, in this case, the taxpayers, cannot observe or monitor the
agent (tax authority)’s actions. As rightly observed by Arrow (1985),
this problem arises because “the agent's action is not directly
observable by the principal.” This situation is the situation that most
of the tax authorities had exhibited because they have not rightly
seen the taxpayer as their principal under the command (traditional)
perspective, and as such do not see themselves as accountable to
them. They had rather, on the contrary, believed that they are
accountable to the government only, failing to realize that the
government are merely representing the taxpayers in the
administration of the collective resources of the state.

To address this problem, in the course of experimentation, the
researchers subscribed to a reporting mechanism that mandated
the agency to report publicly, through various medium, the
activities, operations and performance of the tax authorities on a
monthly basis through the local media, and a quarterly media
parley. By so doing, it became more accountable and responsible
to the taxpayers, as our principal, based on the ‘relational agency
model’ perspective adopted in taxpayer relationship management.

Another problem arising from the application of the ‘relational
agency model’ to the taxpayer and tax authority relationship is
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averse selection’. This is a problem that results from the situation
where the principal (in this case, the taxpayer) cannot assess
whether the agent’s actions best serve his interests. Arrow (1985)
also noted that this problem arises as a result of the principal, being
able to observe the action of the tax authority, but does not know
whether these actions are the most appropriate, and in their best
interest or not.

To address this observed problem, an infrastructure fund
mechanism was also fashioned out with the government where a
substantial portion of the taxes collected monthly is legislated to be
accrued in an infrastructure fund account and utilized specifically for
social infrastructure projects that could be considered as ‘common
good’ for the benefit of the society. This infrastructure funding
mechanism commenced in October 2016, exactly a year after the
commencement of operations of the experimentation.

While in the ‘moral hazard’ problem, the taxpayer, as the
principal, cannot observe the agent’s actions, thus, allowing the
agent to take actions that have undesirable consequences for the
principal, in the ‘averse selection’ problem, however, the taxpayer
may well be able to observe the agent’s actions, but cannot tell
whether the agent’s actions are optimal with respect to his interest
or not.

Thus, it is quite conceivable that agency problems could be
aggravated if it becomes more difficult for the principal to observe
and appraise what the agent is actually doing or has done for the
principal. This is the situation that most of tax authorities face with
the taxpayers who are growing more enlightened and more
educated. Unlike when the taxpayers were very uneducated and
cannot express their rights, the situation today is that the taxpayers
are now better informed, with the advent of technology, and
therefore, subtly demanding for their rights as the principal in their
relationship with the tax authority.

The outcome of this experimentation over a period of 48 months,
in the case of the State IRS observed revealed that the earlier the
tax authorities begin to understand the relationship between them
and the taxpayers and relate with the taxpayers from this point of
understanding, the better will be their performances. In other words,
the taxpayers should be given more and better attention as tax
authorities must be more taxpayer centric than they have ever been
in their taxpayer relationship management. This is what the
relational agency model is all about.

FINDINGS AND DISCUSSION

The findings show that the traditional (command)
approach to tax administration cannot be sustained in this
modern day for so many reasons, and this has form the
basis of our call for a redefinition of relationships,
particularly that between the taxpayer and the tax
authorities. This paper has subjected that relationship to
the agency theory to redefine the relationship such that
the taxpayer is now seen as the principal and the tax
authority as the agent. To further understand this
position, the tripod of the agency, relational and social
contract theories came handy. This redefined triangular
‘relational agency model’ approach, when subjected to
test at the tax authority of our choice, was able to change
the dynamics of tax administration positively, as it was
given due consideration by the Agency.

What we observe in the course of the study is that a
redefinition of the relationship resulted in giving more
attention to the taxpayers who are the customers of the

tax agency, on one hand, and the owners of the tax
agency on the other hand. The moment, the tax authority,
resolve to begin to see the taxpayers from this
perspective, consideration for better service and
responsible delivery of such service became of topmost
priority to the tax administrators. The tax authority, thus,
began to think in terms of the taxpayer’s convenience in
the course of rendering their service, with the provision of
convenient and more efficient tax administration
mechanisms, and this resulted in optimal performance.

The ultimate purpose of a tax authority is the growth of
taxes collected. In our experimentation of measuring the
paradigm change against the internal revenue
performance, the researchers observe that the internally
generated revenue of the State IRS grew from N7.2
billion in 2015 to N17.4 billion in 2016, N19.6 billion in
2017, N23.1 billion in 2018 and N30.1 billion in 2019
when the experimentation was concluded. The
significance of the change in the taxpayer relationship
management with the application of the ‘relational agency
model’ was felt at the bottom line of the Agency.

Also of significance is the aspect of accountability and
transparency which was noted, as not only required for
the purpose of satisfying the taxpayers as the principal,
but also as a means of eliciting taxpayer's confidence
with the possibility of bringing about more voluntary
compliance. This also boosted the effectiveness of the
tax authority through increase in the level of compliance,
as registered taxpayers grew from 11,217 in 2015 to
52,411 in 2016, 61,233 in 2017, 100,972 in 2018 and
155, 298 in 2019. There is also the aspect of taxpayers’
engagement that complements the responsibility of the
tax authority in delivering openness to the principal (the
taxpayers) in the tax collection relationship.

In conclusion, the ‘relational agency model’ suggests
that corporate governance can reduce agency costs,
which in turn leads to improved firm performance. The
problem inherent in the failure to do this is known as the
principal-agent problem between two parties, the
principal and the agent. As concerning corporate
governance in multinational enterprises, like in the
domestic firms, it involves separation of ownership and
control, and this, as far as the open financial system is
concern, can resolve the agency problem between
management and shareholders. Openness in rendering
account of collection of taxes such that all taxpayers can
have access to amounts collected is not negotiable in this
redefine relationship between the taxpayer and the tax
authority.

Finally, is the process improvement that was embarked
upon through international standardization, and adoption
of technology in the operations of the tax authorities to
make service delivery more efficient and effective. This,
though a herculean task, because of the resistance to
change of the people, was combined with the training and
retraining of the tax administrators to re-orientate them
appropriately in this new direction that the world of tax



administration is moving towards. It made the taxpayer
relationship management, under the new model, effective.
Based on the above outcomes, over the period of
experimentation, we came to that conclusion that the
taxpayer should be seen as the principal in the taxpayer
and tax authority relationship as professed by the
‘relational agency model’.

Conclusion

The tax administrators of the 21st century will be able to
make significant difference in their performances, if and
when there is a very clear understanding of the basis of
their relationship with the taxpayers, as redefined in this
paper. The taxpayer, who is seen as the target of
fulfillment of the responsibilities of the tax authority, is
more importantly the principal in the relationship with the
tax authority, and what this means is that they have far
more expectations from the tax administrators under the
‘relational agency model’ approach than under the
command (traditional) approach.

While the taxpayers are expected to fulfill their
obligations of tax payment, the tax administrators have
relegated to the background the very important
responsibilities expected by the taxpayers also from
them. Fulfilling these contractual responsibilities of
accountability, service, and transparency, with
understanding, will go a long way to make the taxpayers
commit to voluntary tax payments than ever, and raise
the bar of tax compliance. To make this possible, the tax
authorities should begin to think of the taxpayers as their
customers, and their shareholders, who will require from
them service and accountability, for them to remain
relevant in their taxpayer service delivery.

The above, therefore, affirms the significance of our
‘relational agency model’ as a more effective and efficient
approach to taxpayer relationship management than the
traditional (command) approach.

FURTHER RESEARCH

Following the observed outcomes of this study, and the
significance of the performance, it is hereby suggested
that the results of performance could be further subjected
to a quantitative analytical methodology that would
recognize all other factors beyond this ‘relational agency
model' as responsible for the positive results. Some of
these factors are already captured and discussed in this
study while some others have been left out. However, a
guantitative study that would capture all determinants of
the positive results of the experimental period will capture
the various contributions of all the factors, and provide
further insight into the application of this ‘relational
agency model’ to the relationship between the taxpayer
and the tax administrator.
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